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FHA INVESTIGATION 


MONDAY, JUNE 28, 1954 


Unrrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to notice, at 10:10 a. m., in room 
301, Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Ives, Bush, Goldwater, Maybank, 
Sparkman, Frear, and Lehman. 

Also present: William Simon, general counsel, FHA Investigation. 

The CuarrMan. The committee will come to order. 

We will insert in the record Senate Resolution 229 under which we 
are proceeding in this investigation. 

(The resolution referred to follows :) 


[S. Res. 229, 83d Cong., 2d sess.] 
RESOLUTION 


Resowed, That in holding hearings, reporting such hearings, and making 
investigations as authorized by section 134 (a) of the Legislative Reorganization 
Act of 1946 and pursuant to its jurisdiction under rule XXV (1) (d) 4 of the 
Standing Rules of the Senate, the Committee on Banking and Currency, or 
any duly authorized subcommittee thereof, is authorized until January 31, 
1955, to make such expenditures, and to employ upon a temporary basis such 
investigators, and such technical, clerical, and other assistants, as it deems 
advisable. 

Sec. 2. The expenses of the committee under this resolution, which shall not 
exceed $150,000, shall be paid from the contingent fund of the Senate upon 
vouchers approved by the chairman of the committee. 

The CHarrman. Our first witness today will be Mr. McKenna, 
who is the Deputy Administrator of the HHF ‘A, and who was called 
in 214 months ago by Mr. Cole of the HHFA to investigate 
the so-called irregularities in FHA. My understanding is that Mr. 
McKenna was called in at the suggestion of the President. You will 
recall that the administration broke the news of the irregularities 
some 214 months ago, and that the President of the United States 
ordered all the files of FHA seized. Mr. McKenna, who is a lawyer 
from California, I believe, was employed to make certain investiga- 
tions for HHFA themselves. He was appointed Deputy Administra- 
tor. He has been working on this matter for 2144 months. He has 
quite a sizable staff. He has been working with the Internal Revenue 
Service, the Attorney General, and other governmental departments. 

We invited Mr. McKenna to come here today and to give us a report 
on what he has found, to give us the pattern that he has found on 
section 608 and title I—section 608, of course, being rental property. 
His investigation covers not only section 608 but also sections 213 
and 207. Weare all familiar with what title I is. 

1 
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We want Mr. McKenna to tell us exactly what he has accomplished 
to date, the general pattern that he is uncovering. I suspect it will 
take him all “day today and possibly the biggest part of tomorrow. 

Senator MAYBANK, Mr. Chairman are we going to meet with the 
House conferees at 2 o'clock this afternoon ? 

The CHarrmMan,. Yes, 2 o'clock. 

Mr. McKenna will be our witness today and part of tomorrow. 
After Mr. McKenna finishes tomorrow morning, Mr. Powell will be 
our witness. Mr. Powell, you know, was for twenty-odd years the 
department head in charge of section 608. Mr. Powell will be here 
tomorrow morning. 

On W ednesday, we will take up our first, what we call “case,” 
which is the Shirley-Duke Apartments in Fairfax County, Va. They 
will be our first witnesses. There are some eight men involved in this 
Shirley-Duke Apartment project and they w ill be here on Wednesday. 

Possibly tomorrow or Wednesd: ay we will give you our witnesses 
for Thursday and Friday of this week. At this time we are going to 
ask Mr. McKenna to tell us exac ‘tly what he has found, as briefly as 
he can, what he has accomplished. Give us the general pattern of 
the irregularities. After he is finished, our first witness, I again 
repeat, will pe Mr. Powell, followed on Wednesday by the Shirley- 
Duke Corp., or project, of Fairfax County, Va., at which time we 
will go into hats projects—I think there are six of them—we will go 
into them ver y, very thoroughly. 

Will you be sworn, Mr. McKenna? Do you solemnly swear the 


testimony you are about to give is the whole truth and nothing but 
the truth, so help you God? 


TESTIMONY OF WILLIAM F. McKENNA, DEPUTY ADMINISTRATOR, 


ACCOMPANIED BY SIMON H. TREVAS, COUNSEL, HOUSING AND 
HOME FINANCE AGENCY 


Mr. McKenna. I do. 

The CuHamrman. Thank you. 

Suppose you proceed, Mr. McKenna, in your own way and tell us 
what you have accomplished up to this time and the general pattern 
of what you are finding. 

Mr. McKenna. Mr. Chairman and Senators, as I believe we are 
all aware, the investigation was started on April 12 of this year. The 
evening the investigation was ordered, I called on the then highest 
official in the Federal Housing Administration, to read to him the 
President’s order regarding the files of the Federal Housing Admin- 
istration and the Administrator’s order about the custody of them. 

At that time, I had with me two members of our investigative staff, 
Mr. Lester P. Condon and Mr. A. V. Ammann, and there were present 
also the Associate General Counsel of the Federal Housing danin- 
istration, who has since resigned, Mr. Howard Murphy. 

Senator Maypank. You say the President ordered this investiga- 
tion ¢ 

Mr. McKenna. The investigation, I believe, 
Administrator Cole. 


Senator Mayspank. I want to make sure for the record who ordered 
the investigation. 
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Mr. McKenna. I| believe Administrator Cole ordered the investiga 
tion 

Senator Maypank. You said the President and now you say 
Administrator. 

Mr. McKenna. I believe the order regarding the custody of FHA 
files was signed by the President because of the limited authority that 
the Administrator has over the constituent agencies. 

Senator Maybank. What about the files of title I? 

Mr. McKenna. They were included in the custody order. 

Senator Leuman. Mr. Chairman, I am not quite sure about Mr. 
McKenna’s relationship to the HHFA. Has he come into this thing 
fresh or has he been connected with housing ¢ 

The Cuarman. Mr. McKenna has had no connection with HHFA 
up until two and a half months ago. He was employed by the top 
oflicials over there, to make the investigation. ‘They are investigating 
themselves and he is the man they picked to head that investigation. 
He has a staff of people that are making that investigation at the 
moment, but they are primarily working as I understand it—he had 
better tell his own story—with the Internal Revenue Service and the 
Attorney General’s Office and other departments of Government. I 
thought it was wall that he tell us of his experience up to this time 
exactly what they have accomplished and the general pattern that 
they are finding, of irregularities, if any, 

Senator Leuman. Would it not be well if Mr. McKenna would also 
place on the record a statement with regard to his previous experience 
and with regard to his previous occupations ¢ 

The Cuairman. Yes. Mr. McKenna, give your full name for the 
record. 

Mr. McKenna. My name is William F. McKenna. 

The Cuamman. Where is your home ’ 

Mr. McKenna. My residence is in Los Angeles, Calif. IT-am a 
native of Providence, R. I. At the time this investigation was 
ordered, I was practicing law in Los Angeles. Before that, last year 
I was counsel for the House Committee on Government Operations. 
The previous year I practiced law in Los Angeles, Calif., and before 
that I had been minority counsel for the House Committee on Ex 
penditures in the Executive Departments, in the 82d Congress. 

Prior to that IT had been litigation counsel for the Home Loan Bank 
Board. Before that, for less than a year, IT was in China with the 
State Department, and for most of 4 years was overseas with the 
United States Navy. 

The CuareMan. You were employed by whom ¢ 

Mr. McKenna. I was employed by Mr. ( ‘ole, by the Housing and 
Home Finance Administration, I might point out in that connec 
tion we have a staff of 95 persons in this investigation, no one of 
whom is an FHA employee. We have been very careful from the 
start, that this would not be a case of the agency investigating itself. 
We have retained, in addition to that 95, 8 of the investigators of 
FHA, but we are very careful they have no access to investigative 
files and do none of our investigating in section 608. 

Senator Maysank. Who employs these people? 

Mr. McKenna. By me and HHFA 


Senator Marsan. And Mr. Cole employed you? 
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Mr. McKenna. Yes, sir. 

Senator Maypank. So the agency is investigating itself. 

Mr. McKenna. HHFA has had practically no control over the 
—- and none of these people are Federal Housing Administration 
people. 

The CHarmman. Suppose you proceed, then, and tell us what you 
have done up to date, and I am sure the Senators will have a lot of 
questions for you as you go along. 

Mr. McKenna. We did call on the highest official of the FHA, the 
Deputy Commissioner, Mr. Greene, that night, which was the night 
of April 12, the first day of the investigation. With him, Mr. Greene 
had the Associate General Counsel of FHA Mr. Howard Murphy. 

I read the President’s order and I read Mr. Cole’s order to Mr. 
Greene. Mr. Murphy then in the presence of two other investigators 
and myself advised Mr. Greene. He told Mr. Greene that Mr. Greene 
was in danger of having to pay for any telegrams he sent out in re- 
sponse to the President’s order out of his own pocket, because Mr. 
Murphy doubted whether the President of the United States had any 
control over the Federal Housing Administration, except to appoint 
the Commissioner with the advice and consent of the Senate. 

Nevertheless, in spite of that advice from the Associate General 
Counsel, Mr. Greene did send the telegrams and we did place the files 
in protective custody. 

The Cuatrman. Did you have complete control over all FHA files 
here in Washington as well as each and every field office? 

Mr. McKenna. We have the control which we believe is necessary 
for the purpose of investigation. Of course, we have not stopped the 
operations of FHA. 

The CrarrMan. That control was a result of the Executive order 
of the President of the United States? 

Mr. McKenna. It was, Senator. I believe, too, that the committee 
is aware of the reasons behind the order for the investigation, but I 
think it might be well if in a few words I restate them. 

It is my understanding that early last year, the executive branch 
of the Government was concerned because of the number of complaints 
that were received about alleged abuses in the title I program. 

The CHarrman. Pull that a little closer to you and talk into the 
microphone, will you, please? And pull this other little one up there. 
I don’t know what it is, but talk right into the microphones. 

Mr. McKenna. Title I abuses, of course, bear little possibility of 
ultimate loss to the Government. The amounts involved are very 
small, but they are nevertheless a very serious matter to the man or 
the family which is a victim of this type of abuse. The few hundred 
or a thousand dollars which may be taken away from him by a slick 
artist operating under color of FHA authority in this manner can 
very well cause him to lose his home, can impose a debt burden on a 
family of very small means which may take years to get the better of. 
Because of that, I understand—and this is just the understanding that 
has been given to me—last summer the Department of Justice asked 
the Federal Bureau of Investigation to make a study of the title I sit- 
uation throughout the United States. 

I further understand that the results of that study were available 
early this year. In addition—— 
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Senator Leaman. Have you made any investigation of title 1? 

Mr. McKenna. We are making an investigation of title I and I 
will explain, Senator, the scope of it shortly. 

At the same time, the facts of the section 608 program became in- 
ereasingly known to persons through the executive branch of the 
Government, and, of course, associ: ited with that were rumors which 
kept repeating themselves about personnel who were involved in the 
administration of the section 608 program. 

Some of those went past the stage of rumor, before the investiga- 
tion began, it is my understanding. 

Because of that, the investigation was ordered. It was ordered by 
the Housing and ‘Home Finance Administrator. As you know, the 
Housing and Home Finance Administrator has had until very rec cently 
only the loosest form of control over the constituent agencies. He 
has had no real authority over the FHA. Once the investigation 
began, we were faced for practical purposes with the necessity of defin- 
ing the scope of it. We had to know at least in some way, some general 
way, what our own objectives were. 

Because of the reasons behind the order ordering the investigation, 
there were two principal facets of it, of course: Title I and section 608. 
The biggest change with respect to title I was put into effect imme- 
diately upon the date of the investigation. Until April 12 of this y 
the Federal Housing Administration did its own criminal aman. 
gating. With respect to matters within the jurisdiction of the FHA, 
the Federal Bureau of Investigation was excluded. 

The Federal Housing Administration on its own, as I think we can 
show, extended that understanding to fields in which, I believe, it was 
never intended that the Federal ‘Housing Administration have any 
criminal investigative jurisdiction—at least I can go into the specific 

cases later and the Senators can draw their own conclusions. 

So we reached an arrangement with the Federal Bureau of Investi- 
gation whereby we abeunite searched all the files of the Federal Hous- 
ing Administration for abuses of the title I program that had not been 
previously investigated. We found, for example, that under this ar- 
rangement during the previous 2 years the Federal Bureau of Investi- 
gation had sent over to the Federal Housing Administration 163 cases 
of alleged abuses of the title I program. Of these 163 cases, we reached 
a rather amazing conclusion that only 9 were ever investigated by the 
Federal Housing Administration. About 50 of the 163 ever got to 
the investigs itive section of the Federal Housing Administration, and 
all but 19 of those that did get there were acc ompanied by indications 
from superior authorities, which definitely discouraged the making of 
any investigation by the Federal Housing Administration inves- 
tigators. 

Senator Maysank. Who were the superior authorities? 

Mr. McKenna. Principally the legal staff, General Counsel and 
the Associate General Counsel, Mr. Bovard and Mr. Murphy. 

The Cuarrman. You say there were 163 cases turned over by the 
FBI, or the Attorney General, to FHA ? 

Mr. McKenna. Yes; 163, Senator. 

The Cuatrman, Now my ‘question is: Did FHA fail to turn over to 
the FBI or to the Attorney General any cases of collusion or ir- 
regularities ? 
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Mr. McKenna. I believe that is the case, and I intend later to go into 
some detail as to those cases, Senator. 

Senator Leuman. You referred to 163 cases which were referred. 
Over what period ¢ 

Mr. McKenna. In about 2 years 163 cases were referred by the FBI. 
At the same time, the Federal Housing Administration got many, 
many times more cases from other sources. These we were able to pin 
down. We couldn't find out how many complaints came from private 
sources. That would be a task we couldn’t undertake. 

Senator Leuman. That was over a period of the last 2 years? 

Mr. McKenna. Yes, those cases came from the FBI or Department 
of Justice only. The significant thing is that of the 163 cases referred 
by the Department of Justice, only 9 were investigated, 10 more were 
held for investigation—— 

The CratrMan. Only 9 of the 163 were investigated by the FHA 
Administrator? 

Mr. McKenna. That is right, sir. 

The Cuatrman, What reason did they give for not investigating all 
of them ? 

Mr. McKenna. Again, we have gotten no reasons, of course, except 
the reasons of in: vdequate investigative staff, but I think perhaps the 
pattern will become clear as we go on case by case as to what was 
done with allegations that were received by the Federal Housing 
Administration. 

Senator Gotpwarer. Mr. McKenna, what was the date the FBI sent 
these 163 cases over to FHA? 

Mr. McKenna. Periodically as they arose over 2 years. 

Senator Gotpwarer. Between what dates? 

Mr. McKenna. I ean’t give you the precise dates. T can give them 
to you later if you wish. They were for a period of 2 years ending 
about the time the investigation was ordered. 

The Cuarrman. That would be 2 years prior to April of this year? 

Mr. McKenna. Yes. Those are the approximate dates. 

Senator Goin aTek. Would you supply that for the record, the 
dates of the reports of the FBI to the FHA ? 

Mr. McKenna. We can supply the committee. It may take a little 
while, but we will supply it. 

(The information referred to follows :) 

In response to your inquiry of June 28, 1954, FHA records indicate that from 
September 29, 1952, to April 12, 1954, the FBI made 168 referrals to the FHA 
with respect to title I loans and these reports were submitted from time to time 
on the following dates: September 29, 1952; November 21, 1952; April 10, 1953; 
May 6, 1953; September 8, 1953; March 22, 1954; April 1, 1954. 

The 9 cases investigated and referred to the Department of Justice by the FHA 
from the 163 cases referred to it by the FBI, were sent to the Department of 
Justice by the FHA on the following dates: November 6, 1952; June 18, 1953; 
November 10, 1953; November 23, 1953; February 24, 1954; March 18, 1954. 


Senator Lenman. They were all within the period of 2 years prior 
to April 12, 1954? 

Mr. McKenna. Yes. The significance of those figures is not the 
number of them, of course, because this was only one source of com- 
plaints and probably a relatively minor source. The significance is 
that though the complaints came from another agency of the Govern- 
ment charged with cognizance of criminal matters, nevertheless the 
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FHA practically did nothing with them except in the case of nine 
of them. That is the significance of those figures as I see it. 

Senator Maypank. What did they do about the nine 

Mr. McKenn«. Investigations were conducted on the nine. 

Senator Maybank. Did they put them in jail? 


Mr. McKen There have been convictions of some of the nine; 
ves, sir. 
" Senator ne How many 

Mr. McKen I don’t know. The last figures I obtained infor- 


mally from the Don urtment of Justice are that since the investigation 
started there have been 56 indictments obtained across the country 
for title 1 violations involving 113 persons. 

Senator Maypank. Indictments, but they haven't been sentenced 
yet; have they ¢ 

Mr. McKenna. There have been a few convictions, but the full 
impact of the intensive investigations we are conducting now will not 
be felt for many months. It takes many months to get an indictment. 

Senator Maypank. I was capev because there were so many com- 
plaints and they only convicted a very few people—a handful of 

eople. There might be some S iheation in what Mr. Hollyday 
fad to say here. Was it Mr. Hollyday ? 

Senator Leuman. Mr. Hollyday. 

Senator Maypank. I am not defending it at all. Don’t misunder 
stand me. 

Mr. McKenna. I understand we have made since the investigation 
hegan 83 referrals involving criminal action to the Department of 
Justice, involving title I, and it is my opinion that is a small propor- 
tion of the total that the FBI has got up on its own. It probably is 
rather dangerous right now for these slick artists to abuse title I be- 
cause of the inte ity ol—- 

Senator Maypank. There is no doubt of the publicity that has been 
given by the silonigleleation downtown, their statements and those 
of the chairman of this committee—at least as far as these people 
who were so outrageously exploiting title I. 

Mr. McKenna. That is our intention. 

Senator Maypank. It was a joint effort on your part, your part and 
everybody's part. 

Senator Gotpwater. Mr. McKenna, when you supply the dates of 
the referral of the FBI to the FHA, will you also supply the dates 
that the nine cases had action given to them’ (See p. 6.) 

Mr. McKenna. We will, sir. 

Senator LeuMan. Could you tell us in a general way what the most 
numerous reasons were for complaints or indictments or convictions 
in connection w an title 1? 

Mr. McKenna. Of course, in getting an indictment under title I, 
the Department iy Justice almost has to re ‘ly on a misrepresentation 
some place along the procedure. The normal tactics, or one of the 
standard tactics for these people who have been doing the defrauding 
of homeowners around the country, is to use the name and the facili- 
ties of the Federal Housing Administration to talk these people into 
signing a contract for home repairs. Some of the money that is bor- 
rowed by these people may go into home repairs. There will be other 
guises, such as “Yours is a model home. You will not have to pay 
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for this. It will be taken out of the money that we get from your 
neighbors, who will come in and look at your home and thereby give 
us contracts, too.” 

Sut the end result is the homecwner signs a negotiable instrument. 
He may or may not get part of the repairs for which he has bargained. 
The negotiable instrument, if the homeowner defaults, is ultimately 
transferred or turned over to the FHA which insures the financial 
institution. The United States Government, then, the United States 
Attorney, has to bring suit on that negotiable instrument against the 
victim of the fraud, and the victim of the fraud, of course, is rather 
upset that the United States Government is suing him instead of the 
fellow who defrauded him. 

Senator Leuman. Were most of these cases based on misrepresen- 
tation or nonperformance ? 

Mr. McKenna. There really is no criminal statute violated simply 
by nonperformance, no Federal criminal statute. There has to be 
some sort of misrepresentation in there for the Government to sue. 

The investigation of the title I program has been carried on, of 
course, largely by the FBI. They were doing the intensive work in 
this field. We. however, have, I believe, 8 investigators, devoting full 
time to going through the files of the Federal Housing Administra- 
tion, and other complaints that have been received by us, in order to 
build up files of the records of FHA, and other documents which we 
obtained in order to refer cases to the Department of Justice, for 
consideration for prosecution. 

We have made 83 such referrals since we started. We have under 
consideration over 500 such cases. 

So far as the section 608 program is concerned, that is our major 
undertaking and the one that I propose with the indulgence of the 
Senators to discuss, case by case, so that rather than rely on my con- 
clusions as to what the patterns are, you can make your own conclu- 
sions from the facts as we have discovered them in the files of FHA. 
That does not mean we are neglecting the other programs of the 
Federal Housing Administration. We plan to go into them. We 
are going into them. We find preliminarily that section 213 seems 
to offer about the same or possibly even greater possibility of serious 
frauds than section 608 has offered, and we are inte1 isely investigating 
the section 213 program at this time as well as other programs of 
the FHA. 

I might remark that in connection with the section 213 program, 
since the program is newer, since it is current, there probably is more 
possibility of criminal prosecution than in the section 608 program. 
Many of the actions which appear to us to be clear criminal violations 
in the section 608 program are protected by the passage of time by 
the statute of limitations. That probably will not be so true in the 
section 213 program. 

Senator Maypank. Let’s get that straight. If the statute of limi- 
tations will stop the conviction of a guilty man, I want to be a party to 
help Senator Williams to get his bill out. 

You think the statute of limitations will make it difficult for you? 

Mr. McKenna. In by far the majority of cases we have come across 
so far the statute of limitations protects persons who according to the 
records were violating criminal statutes 
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Senator Maypank. Are you familiar with Senator Williams’ bill? 

Mr. McKenna. I am, sir, vaguely. I believe, however, that that 
does not attempt to lift the bar retroactively. 

Senator Maypank. Has the administration recommended such 
procedure ¢ 

Mr. McKenna. That I don’t know. There is a constitutional ques- 
tion as to whether or not a statute of limitations can be lifted retro- 
actively. 

Senator Maynank. If it is unconstitutional or even questionable, I 
wouldn’t want to have anything to do with it, but I do think if the 
statute of limitations could be adjusted by the Congress, through the 
proper committees—Judiciary Committees—it would materially aid 
in punishing the guilty. It ought to be considered and the adminis- 
tration ought to recommend proper procedure for Congress. 1 mean, 
because you know how it would affect you. We don’t. You are look- 
ing at it. 

Mr. McKenna. The Senator, of course, makes a very strong point 
in that a 3-year statute of limitations applied to major frauds is quite 
a protective device for the perpetrator of those frauds. 

Senator Maypank. I think Senator Williams said that on the floor. 
I can’t remember. 

The CuHarrMan. It ought to be longer. 1 think we are going to try 
to get the Williams bill through. It doesn’t apply on retroactive 
eases. I don’t think you can pass a law and make it retroactive. 

Mr. McKenna. There is a big question of that. 

Senator Frear. The only retroactive clause where fraud is involved 
is under the Internal Revenue Service, is it not, where a person is 
found guilty of fraud and you can go back any number of years under 
that statute? 

Mr. McKenna. I am not an expert on that. I believe it is 6 years. 
I don’t know by any means. I haven’t looked at that in years. 

Senator Lenman. Mr. McKenna, you testified that there was the 
opportunity of fraud in section 213—at least as great, or possibly 
greater than in section 608. 

The provisions of section 608 expired in 1950, as I recall it. The 
provisions of section 213 are still in existence. To your knowledge, 
have any steps been taken by the Administrator or by the agency to 
make it impossible for people to avail themselves of the loopholes or 
the fraud that is contained possibly in section 213? 

Mr. McKenna. We have been given a free hand, Senator, in inves- 
tigating section 213 cases, and we are doing it so intensely I believe 
that we will stop that practice. 

Senator LeuMan. lave you actually put into effect any changes 
that immediately put a stop to those practices? I don’t mean you. I 
mean the agency. 

Mr. McKenna. That I don’t know about administrative orders. I 
would say though the most effective stop is thorough investigation, 
with the awareness on the part of the people involved that they will 
be caught pretty quickly if they engage in these things and that is 
what we are currently doing. 

Senator Lenman. To your knowledge, no steps have as yet been 
taken to put a stop to the practices under section 213? 

Mr. McKenna. The investigation is directed toward that; which I 
think is the biggest step that can be taken. 
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Senator Lenman. I mean by Executive order, legislative order, or 
udministrative order. 

Mr. McKenna. I know nothing about that. 

Senator Lenman. Then these abuses can and probably are going 
on today ? 

Mr. McKenna. I would say because of the intensity of the investi- 
gation, they probably could not be carried on right now. That would 
be my opinion. 

The Cuatrman. What we are doing is changing the law. We are 
going to start at 2 o’clock this afternoon in conference with the House 
to change the law. That isthe way you get at that. 

Mr. McKenna. Possibly, in illustrating the abuses that we believe 
have been committed in the section 608 program, it would be better 
from the viewpoint of the Senators if I went at it case by case, rather 
than draw my own conclusions or my own summaries of what the 
situation is, and if the Senators agree that is the way, I would propose 
to do it. 

We have. I believe, distributed summaries of the cases I plan to dis- 
cuss to the Senators for the record so it will be easy to follow me as 
I go along. 

Senator Mayrank. Who released these names to the public 2 weeks 
ago? Did you do that ? 

Mr. McKenna. That was my responsibility ; yes, sir. 

Senator MayBank. You are going to release them all before this 
thing is over? 

Mr. McKenna. It is our plan to release them all. 

Senator Maypank. I don’t think it is fair to a few people—I don’t 
know any of them—to have their names brought out and other peo- 
ple’s names not brought out. 

Mr. McKenna. I think that is true. 

Senator Maypank. | think you will agree we want to be fair to 
everybody. These are terrible cases, just glancing through them, but 
I think since their names have been put in the paper, everybody’s 
name who is likewise in the windfall category or whatever you might 
call it should be treated the same way and you intend to do that. 

Mr. McKenna. I think that is unquestionably true, Senator. In 
compiling this list, the instructions I gave to the staff was to list 
every person and every corporation. 

Senator Maysank. This is a small number. These people got a 
lot of publicity. Of course, I guess the others will, too. 

Mr. McKenna. It is true, Senator. 

Senator Leman. Mr. McKenna, I want to establish one thing 
which is not clear in my mind: The Senate has passed legislation 
relating to section 213 making abuses much more difficult, if not im- 
possible. One of the main factors was requiring certification as to 
cost. But that statute or that bill is not in effect yet. The bill, as 
I recall it, is still in conference. What I don’t understand is why, in 
view of the fact that you testified that these abuses can exist and have 
existed for a long time in the past, I wonder why no steps have been 
taken by administrative or Executive order 'to tighten up so as to 
make it quite impossible, regardless of the investigation? I wonder 
whether you can enlighten us on that. 

Mr. McKenna. It is my personal opinion, Senator, that no abuses 
in the section 608 program could have been anywhere as widespread as 
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they have been if an adequate inquiry into the facts had been made 
before FHA committed itself. 

The CuatreMan. Isn't it a fact that vou have discharged “X” num- 
ber of people who participated in these irregularities’ You say 
nothing has been done to tighten it up yet but haven’t there been many 
dismissals ¢ 

Mr. McKenna. The Deputy Commissioner of FHA retired, the 
general counsel was placed on annual leave, pending his dismissal 
under civil service procedures. 

The Cuarrman. The Commissioner was dismissed ¢ 

Mr. McKenna. The key people responsible for the administration 
of the aspect of the FHA program have been dismissed or caused to 
resign. 

The CuHarrmMan, These irregularities I think we will find as we go 
through here—I am only speaking now from having sat in on some 
twenty-odd executive sessions with these gentlemen that have been par- 
ticipating in these things—and I think you will find they come about 
through maladministration, and to a certain degree, looseness of the 
law, I might say, in all fairness. 

You have—at least the administration has discharged or dismissed 
quite a number of people that participated in these irregularities in 
the past; is that correct ¢ 

Mr. McKenna. Yes, Senator. It is my opinion that these abuses 
could not have happened under the present law if the present law 
had been properly administered, but the Senators can draw that con- 
clusion for themselves or discard it as I go into the facts as we found 
them. 

The CuHarrman. We have handled some 20 cases now in executrve 
session and I would say it has been due personally to the looseness of 
the law and partially to poor administration. I am not going to say 
vet whether there is any collusion, or direct violation of the law, be 
cause we are not through with our inquiry. I am not going to say 
that, but we certainly are going to get into it. That is the purpose of 
the investigation, 

Senator LenmMan. Do you know whether there have been any 
changes made in the personnel that administer section 213 4 

Mr. McKenna. Of course, the man in charge of the section 213 
program was dismissed. That is Mr. Clyde Powell, sir. 

The first case 1 should like to discuss with the committee is the case 
of the Shirley-Duke Apartments in Fairfax County, Va. The reason 
for selecting this case is that it offers a discussion of several points 
of the section 608 program. 

In the Shirley-Duke Apartments, there were 6 loans which 
amounted to a total of thirteen-million-eight-hundred-thousand-and- 
some-odd dollars. Behind this $13,800,000-some in loans was a capital 
investment of the shareholders of the corporation of $6,000. 

This was at the rate of $5 a share. The investment was at the 
rate of $5 a share. The mortgage proceeds were distributed to the 
shareholders in the average of $1,737 for each $5 share. The largest 
stockholders—— 

The Cuairman. Does that mean for a $5 investment they got back 
$1,737.25 ¢ 
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Mr. McKenna. Substantially, that is what it means, Senator. The 
largest stockholders were Mr. and Mrs. Hutman of Washington, D. C., 
who received over $600,000 in the distribution of the mortgage pro- 
ceeds. However, Shirley-Duke Apartments offers an aspect of the 
mortgaging-out system, which I believe, has not previously been 
discussed. That is one in which the lenders shared as well as the 
stockholders. 

The information obtained by the committee’s investigators by field 
investigation is that the project was planned by the lender; that the 
stockholders or the sponsors were solicited by the lending institution ; 
that the idea was conceived by the lender. 

Senator Maysanx. What is the name of the lender? 

Mr. McKenna. The name at that time was Investors Syndicate. 

Senator Mayspanx. Who owns that corporation ? 

Mr. McKenna. I believe Alleghany Corp. owns it. 

Senator Maysank. In other words, it is really Alleghany Corp. ? 

Mr. McKenna. I believe that is true, sir. 

The Cuamman. You say Investors Diversified Services owns it? 

Mr. McKenna. Investors Diversified Services is the present name 
of the original mortgagee. The original mortgagee was Investors 
Syndicate. The stockholders, of course, own it. 

The Cuatrman. Where is Investors Diversified Services located ? 

Mr. McKenna. In Minneapolis, Minn. 

The Cuarrman. Who do you say owns it? 

Mr. McKenna. The stockholders owned it at that time. 

The CHarrman. Who are the stockholders ? 

Mr. McKenna. We havea list of them. Mr. and Mrs. Hutman are 
the largest . 

The Cuarrman. You are giving the Shirley-Duke stockholders. I 
want to know those of Investors Diversified Services. 

Mr. McKenna. Alleghany Corp., I believe, owns it. 

The Cuatrman. Who is Alleghany Corp. ? 

Mr. McKenna. I believe that is Mr. Robert Young’s corporation, 
but I know nothing of Mr. Young’s financial interest. 

The Cuarmman. Where is Investors Diversified Services located ? 

Mr. McKenna. In Minneapolis, Minn. 

The CuHarrman, It is owned by the Alleghany Corp. ? 

Mr. McKenna. I believe so, sir. 

Senator MayBank. Do you know if they handled any mortgaging- 
out loans in Minnesota ? 

Mr. McKenna. The former local counsel for Investors Services, Mr. 
Budwesky, who is also a stockholder of this corporation, told our in- 
vestigators that Investors Services made approximately $26 million 
out of their section 608 operations around the United States. We 
have made no field investigation to verify what Mr. Budwesky told 
our investigators. 

The Crarrman. Do you know that Investors Diversified Services, 
which is owned by Alleghany Corp., participated in 157 section 608’s? 

Mr. McKenna. I do not know that of my own knowledge. They 
would have to have participated in a very large number in order to 
have netted $26 million. 


The CHarrman. You mean Investors Diversified Services netted 
$26 million ? 
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Mr. McKenna. According to the investigators’ report, the investi- 
gator was so told by Mr. Budwesky, counsel for Investors at that time, 
local counsel for Investors Services. 

The CHairman. You mean Investors Diversified Services made $26 
million ¢ 

Mr. McKenna. That is what the counsel, the former local counsel 
for them, told our investigators, that they made. 

The CHatrmMan. Out of 157 projects ¢ 

Mr. McKenna. The number of the projects I don’t know, sir. 

The CaHarrmman. How much money did Investors Diversified Serv- 
ices make out of the Shirley-Duke Apartments 

Mr. McKenna. That figure we cannot give you exactly. It cer- 
tainly was over $1 million. They represented on their application to 
FHA they were going to charge a one and a half percent service fee. 
Instead they ch: arged a 6 percent service fee, which means that includ- 
ing the 4 percent interest they netted 10 percent out of their interim 
financing. 

Senator Maynanx. Did they have a contract for one and a half per- 
cent ¢ 

Mr. McKenna. This project was constructed this way, Senator. 
The sponsors, the people solicited by Investors Syndicate, and Invest- 
ors Syndicate entered into a contract, an arrangement for interim 
financing, which depended upon their getting an FHA commitment 
for insurance. After that they got the FHA commitment for insur- 
ance but the insurance was to be effective upon the completion of the 
construction of the project. It was to be insurance of the final loan 
and not the interim financing. Investors Syndicate then advanced the 

interim financing to the sponsors whom they had selected, which in- 
cluded some of their own personnel, and for that interim financing 
they collected at least ten percent, and I believe it is substantially 
more than that. 

The Cuarrman. Let me ask you—how much did Shirley-Duke 
Apartments mortgage out ? 

Mr. McKenna. The excess of the mortgage over cost was something 

slightly over $2 million. I believe it was $2,136,358. 

The Cuatrman. Was this $2 million mortgaging out over cost after 
paying Investors Diversified over $1 million ? 

Mr. McKenna. That is correct, sir. 

The Cuarrman. It would really be $3 million ? 

Mr. McKenna. Yes. 

The CuHarrman. What services did Investors Diversified render in 
order to earn over $1 million ? 

Mr. McKenna. They advanced the money for the construction of 
the project. They first got the FHA commitment, then after having 
gotten that commitment ‘for the final loan they made the interim loan 
to the project to construct it. 

The CuHarrman. You say there was only $6,000 capital placed in the 
corporation that built these six apartment buildings? 

r. McKenna. According to the records, that is the case. 

The Carman. Six thousand dollars? 

Mr. McKenna. Yes. 

The Cuatrrman. Why would Investors Diversified finance this with 
just a $6,000 corporation ? 
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Mr. McKenna, They had no risk, Senator, because the final com- 
mitment was insured by FHA. 

The CuarrMan. Are you telling us, then, that the men that invested 
$6,000 took out over $2 million; that Investors Diversified Services, 
who financed it—made the interim financing—took out over $1 mil- 
lion; all out of the mortgages ¢ 

Mr. McKenna. I think that is an underst: atement of how much they 
took out, Senator. There are other aspects in which they obtained 
substantial funds. 

The CHarrMan. I see the manager for Investors Diversified, per- 
sonally, and his wife, took out $89,000. 

Mr. McKenna. That is correct. 

That illustrates, besides showing how a lending institution could 
participate in this mortgaging out, that illustrates also how the 
burden of this mortgaging out process was placed. 

The Cuamman. Let me ask you this. This is interesting: How 
many cases have you found similar to this, where someone “such as 
Investors Diversified went to a couple of fellows or three fellows said : 
“You put up $6,000 and we will loan you the money to do certain 
things, buy the land, etc., if you will let us make a lot of money on 
this”? Isthis a pattern, or is this an isolated case ? 

Mr. McKenna. We are not in position to prove other cases, Senator, 
how, 

The Cuarrman. What about the other 157 cases that the Investors 
Diversified Services have participated in? Did they do the same 
thing in those? 

Mr. McKenna. If we believe the former representative of Investors 
Services, with whom our investigators talked, yes, but we are in no 
position to prove it. This, however, I believe you can pretty well 
pin down. 

The Cuarrman. Who paid for all this mortg raging out? Where did 
the money come from to give these fellows $2 million immediate profit, 
and to give this Investors Diversified Services, this Minneapolis con- 
cern, owned by Alleghany Corp., over $1 million / 

Mr. McKenna. Of course, Senator, that shows the harm that is 
done by the whole mortgaging out process. The burden is placed 
upon the tenant. The person who should have benefited by the act 
is paying for this. Every family in the Shirley-Duke Apartments 
pays a minimum of $70 to $85 a year because of this mortgaging out 
process, and will pay it for the 33-year life of the loan, 

The Cuatrman. Is it a fact that Investors Diversified Services, in 
addition to getting 6 percent, which amounted to some $900,000, like- 
wise got a 5- or a 10-year contract to operate the property after it 
was completed at a 5 percent fee? 

Mr. McKenna. That is correct. The contract was terminated prac- 
tically upon the completion of construction, and the project paid 
additional money to Investors Services for the privilege of getting 
out of the contract. 

The CHarrMan. Has this been turned over to the Attorney General ? 

Mr. McKenna. It has been turned over to the Attorney General, 
Senator, for such criminal investigation and civil proceedings as the 
Department of Justice might institute, but I might point out that 
the difficulty of the case is ‘that these representations which I believe 
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were false representations were made in 1949 and there is a 3-year 
statute of limitations. 

The CHatrMan. Do you think they violated the law in this 
instance ¢ 
Mr. McKenna. In my opinion, the representations of mortgagee 


and a were both false. 


The Cuatrman. Let me ask you this: Is this a pattern? What 1 
am trying to get at, is this a pattern where three paorte, I believe, 
invest $6,000 ¢ They enter into a contract with a big concern like 
Investors Diversified Services, which is a large concern, in er they 
evidently both agreed before they entered into the contract, or knew 
before they entered into the contract, that they were both going to 
make a lot of money by mortgaging out? Is that a general pattern ¢ 
Mr. McKenna. That part of it, I think, is general. I think these 
people who went into it knew in advance pretty much how much they 
were going to mortgage out. 

The Cuarrman. If there was only $6,000 in this corporation, In- 
vestors Diversified Services, and others involved, would know that if 
thev were going to make any money they would have to make it out 
of mortgaging out / 

Mr. Me Kenna. I think that was generally known, sir; yes. 

The CHairman. You say that is a pattern heaiaas the Nation ¢ 

Mr. McKenna. We cannot prove the rel: ationship between mort- 
gagee and mortgagor is a pattern, but the remainder of it I believe is 
a pattern, in certain areas. I think we should keep in mind the mort- 
gaging out is concentrated in certain localities, in certain major 
metropolitan areas, and so far as we have been able to find other 
communities are remarkably free of it. 

You may draw the conclusion from that that the fault is more 
in the administration than in the law. I think in connection with 
this Shirley-Duke operation, I might point out at this time that the 
situation in the Washington, D. C., office may very well have con- 
tributed to the frequency and the extent of mortgaging out in the 
District of Columbia. The General Accounting Office, early in 1949, 
complained to the Federal Housing Administration about the extent 
to which substantial gifts were being made by builders to persons 
in the Washington, D. C., insuring office. 

The Cuairman. Is this a fact that after these people—this Shirley- 
Duke Apartments group—after the stockholders that put in $6,000 
took out over $2 million in profits, and this Investors Diversified 
took out over $1 million in fees, that they then came in and asked 
for a rent increase and the local FHA office granted it? 

Mr. McKenna. That is true, sir, and we have not been able to find 
any of the papers on which that rent increase was granted. Accord- 
ing to the files of the Federal Housing Administration the proof that 
was offered for the rental increase was returned to the persons asking 
for the increase. 

The Cuarrman. Is that a general pattern throughout the country? 
Even though they mortgaged out and made considerable money, they 
immediately came in and asked for a rent increase ? 

Mr. McKenna. I believe it is, sir, and there is a rather technical 
aspect of this which illustrates how the mortgaging out in effect helped 
them get a rental increase. I will see if I can explain that. 
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The mortgaging out that is reported in this case of $2,136,000 may 
actually be diminished by about three or four hundred thousand, by 
reason of the fact there were not included costs of construction that 
could properly have been included in the costs of the construction. 
It is our belief that certain costs of construction were not included 
in the figures initially submitted, in the books of the mortgagor cor- 
poration, but, rather, were carried over to the first period of active 
operation of the section 608 corporation. By carrying part of the 
costs of construction over to the first period of operation they showed 
their expenses during that first period to be higher than they actually 
were. 

And on the basis of that they represented to FHA that the rents 
should be increased because they were not getting back a 614-percent 
return on their investment. 

Senator Lenman. As I have been listening to the testimony of these 
various hearings that have been going on for some time, it seems clear 
to me that the only way in which these people could have mortgaged 
out their projects was due to the discrepancy—the gap—between the 
appraised value of the project, completed, and the actual cost? These 
appraisals, of course, were made by officials of the FHA, and appar- 
ently from testimony that is already submitted they were in many 
instances in excess of the actual cost. That is why we are now putting 
in a certification in the bill. 

Have you been able to establish in any substantial number of cases 
fraud or corruption on the part of those who were responsible for 
making the appraisals / 

Mr. McKenna. I might say as a preface, Senator, that the major 
cases which we are investigating, where we have strong indications of 
overall collusion, have not reached the point where a definitive answer 
can be given. That point is being intensely investigated. The fact 
that the mortgaging out is concentrated in certain localities, the fre- 
quency with which Mr. Powell overruled the local offices on routine 
questions, affecting, however, the amount of mortgaging out, all of 
those factors together indicate the urgent necessity for investigating 
that point, and we are doing it, but we haven’t reached the point where 
we can give an opinion one way or the other. 

Senator LenMan. You are not proceeding criminally against these 
people ¢ 

Mr. McKenna. No. Of course we have made recommendations to 
the Department of Justice. In rather minor cases, as you may have 
read in the paper, two persons were suspended last week. In some of 
these cases in which favors are taken by the FHA people, the favors 
they receive may be relatively small. They may be television sets, 
wristwatches, things of that sort, which don’t mean a big realization 

to them personally, and which may not be related to the builders’ 
particular project. In other words, a builder may not say “I am giving 
you this television set,” or “I am giving you this watch in order that 
you will insure a larger loan,” but the natural impact of it is that the 
FHA employee certainly would be inclined to be a little more generous 
to the man who gives the television set, who gives him the wristwatch, 
who gives him the silver percolator set, things of that sort. 

That is what I wanted to mention in connection with the Wash- 
ington, D. C., operations. The GAO advised the FHA early in 1949 
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that there was a general practice of making gifts, like television sets, 
wristwatches, and other relatively expensive gifts, to the employees 
of this local office. That, in effect, practically all of the office received 
such gifts from builders. The matter was investigated by the Federal 
Housing Administration’s own investigative staff, and an investiga- 
tive report was returned which showed that that was true. It showed 
8 Philco console television sets were given in December of 1948, which, 
of course, is in the middle of this mortgaging-out period; that 15 
wristwatches were given to employees by builders. There is a report 
of investigation which sets forth these things, at the time that all the 
mortgaging out was going on. And at the top of the copy of the 
investigative report, which I have here, is the only reference we have 
been able to find that the matter may have been referred to the Depart- 
ment of Justice. It is a notation on the top “To Department of 
Justice, 4/15/52,” which would indicate certainly it was referred to 
the Department of Justice on April 15, 1952, or over 3 years after 
the gifts were received and other offenses were committed, even 
though the investigative report was completed in June of 1949. 

In other words, the Federal Housing Administration sat on this 
report for almost 3 years, and until the statute of limitations had run 
before they sent it to the Department of Justice. That had to be a 
decision, I think, on the top level of the FHA. 

Senator LenmMan. Let me ask you this question: Am I accurate 11 
saying that the main reason for the large mortgaging-out proceeds 
that came about were due to the fact, in the law, as it then existed, 
and existed up until the present time with very few changes, there 
was no relationship between the actual cost of the project and the 
mortgage that was guaranteed by the Government, based on apprais- 
als. That if it hadn’t been for that great gap which we know existed, 
and which we are trying to correct now in the new law, there could 
not have been this large mass of mortgaging out of these projects, at 
large profits? Is that a correct statement ! 

Mr. McKenna. I think that is substantially correct, Senator. 

I might point out that mortgaging out was increased by several 
factors. One of them might have been the poor construction. In 
other words, initially, certain plans and specifications were called for. 
The builder, for some reason or other, was able to use inferior materials 
and inferior construction. That probably could be because of poor 
inspection by the Federal Housing Administration. The excessive 
cost estimates which you mention are a major factor. 

In addition, the builder might have built the project in a lesser 
time than FHA required. That was aided sometimes by FHA. 
FHA granted them extensions, or they allowed them to start con- 
struction before the mortgage loan was closed. 

In many cases the land value was written up by FHA, sometimes 
for reasons that we cannot find in the files. Many times leasehold 
arrangements were allowed, and I will go into some of them in detail 
afterward, in which the builder was allowed to lease the land to the 
corporation he had set up, taking back a very substantial annual rental 
for the use of the land, instead of conveying the land to the 
corporation. 

We have some cases even after construction was completed, and 
there already was mortgaging out, in which FHA increased the 
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amount of the mortgage loan so there was even more mortgaging 
out. Of course, in those cases FHA already had the facts of con- 
struction available if they wanted to make use of them, and, of course, 
we cannot put aside the case that I have just mentioned, the Shirley- 
Duke case, in which the applications do not appear to have stated 
what the facts were with respect to their own arrangements between 
the mortgagee and the mortgagor. On top of that you have what I 
have just recited, that the local FHA offices certainly appear to have 
been hurt by the fact that the FHA personnel were allowed to accept 
favors such as television sets. 

Senator Maypank. Didn't they fire all those local people who did 
that ? 

Mr. McKenna. In the Washington, D. C., case, the head of the of- 
fice, and I believe the No. 2 man, were allowed to resign. The others 
were told they had to return the presents. 

Senator Maynanx. I understand most of them, wherever evidence 
of a gift of a television set or watch was obtained, were forced to re- 
sign. They couldn't indict them for it. That is all they could do. 
Did that occur in all regional offices? I only recall GAO’s report in 
Washington that those people were all removed. 

Mr. McKenna. In the Washington office there were 8 television sets 
received and 2 of the recipients were allowed to resign. The others, I 
believe, were told to return their television sets. 

Senator Maynank. You couldn’t do any more than tell them to re- 
sign. You couldn't put a fellow in jail for taking a television set. 

Mr. McKenna. To answer the question, I would have to conduct an 
investigation to tell whether there was a relationship between the 
television set he received and the actions he took. 

Senator Maypank. I grant you that. It appears to me we are deal- 
ing here with a company that you say throughout America made $26 
million, the Alleghany Co., and they made in this project $2 million 
mortgaging out plus $1 million excess interest, plus all the others. I 
don’t think they could buy all that for television sets. That is my 
judgment. Of course, you are absolutely right when you say you 
have to investigate it. 

I would like to know if there are any of these fellows who got these 
presents in the area offices¢ You don’t know of any outside of Wash- 
ington ¢ 

Mr. McKenna. There were other cases. 

Senator Maypank. What happened to them ? 

Mr. McKenna. In the Philadelphia office, for example, it seemed to 
be the general practice that people received gifts. I believe a year 
ago the House Government Operations C ommittee conducted an in- 
vestigation of the Alaska office in which in connection with one project 
only it seems every person on the FHA staff received gifts from the 
builder. It seems to have been a rather general practice for builders 
to make gifts to the FHA personnel, not just in the Washington, D.C., 
area 

When you ask me whether there is something beyond that, and an 
active participation in the profits of these section 608 operations by 
FHA personnel, that is something that only a very intensive investi- 

gation can determine, and that investigation is underway. 
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Senator Maysanx. When you made the investigation did you call 

it to the FHA’s attention in Philadelphia ? 

Mr. McKenna. Certain persons have been fired there. I believe 
that matter was known to FHA some years ago. 

Senator Maypank. In other words, the people were fired ¢ 

Mr. McKenna. The people that we know of were fired; yes, sir. 

Senator Maypanxk. Then they fired the ones in Washington,: or 
made them resign, whichever it was / 

Mr. Mc Kenna. In the Albuquerque case, of course, last week they 
were fired. 

Senator Maypanx. I read that in the paper. I think it was on the 
front page of the Star on Thursday or Friday; what was his name, 
Frost ¢ 

Mr. McKenna. Yes, of the Albuquerque office. 

Senator Maynank. What did he do, just for curiosity ‘ 

Mr. McKenna. That is, again, a case where the amount of money 
that he received, or the benefits he received, probably are not substan- 
tial in dollar amounts. 

Senator Maypank. I understand he is subpenaed to be here 
Thursday ? 

Mr. McKenna. Yes. 

Senator Maynank. Just forget that, if you will, because the chair- 
man told me Mr. Frost was subpenaed to be here Thursday, so we do 
not need to burden you with that. 

Mr. McKenna. In that, the gift did relate to a specific project. 

I believe I pointed out in the Shirley-Duke case that the rents 
which the tenants had to pay really were increased between $70 and 
$85, because of this mortgaging out process, which places where 
the burden falls, except in those cases where the project defaults. 

The Cuatrman. These people mortgaged out over $2 mere —this 
Investors outfit in Minne apolis took over $1 million out of it, and 
yet FHA gave them a rent increase ? 

Mr. McKenna. That is correct. 

The Cuarrman. Almost unbelievable. 

Mr. McKenna. We have not been able to find the papers on which 
the rent increase was based. The records of FHA state that the 
supporting documents were returned to the applicant for the rent 
increase. 

Senator Maypank. Why don’t you subpena applicant’s papers? 

The Cuatrman. We will. 

Senator Lenman. There is no question your figures are correct, 
and I do not doubt them, that the mortgaging out on such a large 
scale brought about additional charges on the tenants, but what is 
the status of this project now? Is it in default ? 

Mr. McKenna. I believe it is operating, sir. The tenants are able 
to bear the additional burdens, so I believe it is not in default. 

Senator Lenman. There has been no loss to the Government itself, 
although there has been placed on the tenants an additional burden. 
There is no loss as of this moment ? 

Mr. McKenna. I believe that is true, sir. The loss to the Gov- 
ernment does not happen, of course, until the tenants cannot carry 


the burden. 
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The Cuarrman. On Wednesday we will have other figures of this 
company and also figures of Investors whatever it is, of Minneapolis, 
here as witnesses. That will be on Wednesday, at which time we will 
go into that whole business in detail. I might say we have already 
held meetings with them in executive session. We know their story. 

Senator SparkMAN. Mr. Chairman, I would like to ask Mr. Mc- 
Kenna some questions. 

Let me, first, just to be certain, ask when you use the term “mortgage 
out” just what do you mean ? 

Mr. McKenna. Generally, mortgaging out would mean only the 
excess of the mortgage proceeds over the cost of the project. 

Senator SparkMAN. When a person applied to the FHA for insur- 
ance of the project, did they have to give a complete breakdown of 
the cost of the project ? 

Mr. McKenna. They gave a breakdown, sir. I do not know that 
you would call it a complete breakdown. 

Senator SparKMAN. Asa matter of fact, under the law, the amount 
that the FHA would approve it for was not based on cost, was it? 

Mr. McKenna. It was based only on the estimate of cost. 

The CuHarrman. Replacement value. 

Mr. McKenna. There were three tests laid down by the statute. One 
was estimate of replacement value, and—TI can read the other two if we 
have it here. 

Senator SparKMAN. What were the other two? This is section 608s 
you are talking about? 

Mr. McKenna. Section 608s. 


Not to exceed 90 percent of the amount which the Commissioner estimates will 
be the necessary current cost of the completed property or project, including the 
land, physical improvements— 


And so forth, so 90 percent of the cost— 


Provided, That such mortgage shall not in any event exceed the amount which 
the Commissioner estimates will be the cost of the completed physical improve- 
ments in the property or project, exclusive of off-site public utilities and streets. 


In other words, not more than 90 percent of the estimated cost and— 
not more than 100 percent of the construction cost— 
and also— 


the principal obligation of the mortgage shall not in any event exceed 90 percent 
of the Commissioner’s estimated cost of replacement of the property or project 
on the basis of the price prevailing in December 31, 1947, whichever of them is 
the least. 

Senator SparKMAN. In each instance it is based on an estimate 
rather than on an actual cost calculation, isn’t it? 

Mr. McKenna. With this exception, Senator: I believe in the 80th 
Congress there was an enactment which provided that— 
The Federal Housing Commissioner shall use every feasible means to assure that 
such estimates will approximate as closely as possible the actual cost of the 
efficient building operations— 
with that exception, yes. 

Senator SparkMAN. The point I want to make—and I believe it is 
well for us to keep this in mind—was that there was a weakness in the 
law, wasn’t there? 
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Mr. MoKenna. A great deal of discretion was given to the Admin- 
istrator, Senator, and that could be called a weakness in the law. 

Senator Sparkman. Yes, and as a matter of fact that weakness in 
the law was pointed out repeatedly by reports from this committee, 
wasn’t it? 

Mr. McKenna. It was, sir; yes, sir. 

Senator SparKMAN. And effort was made from time to time in this 
committee to write amendments to correct that weakness. Are you 
aware of that? 

Mr. McKenna. I think so, yes. 

Senator Sparkman. I think they were actually offered on the floor 
of the Senate and the House. 

Senator Maysank. They were written into the law. 

Senator SparKMAN. It was knocked out in conference. 

The Cuarrman. At that point do you have any information avail- 
able that the head man of the section 608 projects knew of mortgaging 
out, and testified before this committee that it was impossible—— 

Mr. McKenna. The next case I want to mention is the Elisabeth, 
Gregory, and Marine Terrace Apartments, and related Elmwood 
Gardens in New York and New Jersey, and I think it bears directly 
on that point. 

The Cuarrman. Tell us about that because it is very interesting. 

Mr. McKenna. The original capital investment in each of these cor- 
porations was $4,000. In the first of these—— 

Senator Maysank. Which one is that? 

Mr. McKenna. Elisabeth, Gregory, and Marine Terrace Apart- 
ments. 

The total investment in all four corporations was $4,000. The first 
one was sold and the subsequent stockholders took out $436,000. In 
the other two various amounts were withdrawn amounting to about 
$1,616,000, on the $3,000 investment there. 

The administration of the project has been expensive. They have 
made certain charges against replacement reserve. 

The Cuamman. The question I want to ask, did at any time-any 
FHA official know in this particular instance that they mortgaged 
out ? 

Mr. McKenna. There was correspondence in FHA’s files, a letter 
signed 2 days before he testified before this committee, by Clyde 
Powell, which shows he had knowledge of this mortgaging out. 

The Cuarrman. Doyou havea letter? 

Mr. McKenna. [ havea photostatic copy of it. 

The Cuatrman. Let me have it, will you, please? 

Mr. McKenna. Mr. Powell testified before this committee on July 
29, 1949, and these letters, which I will hand to the chairman, are, first, 
a letter from the Comptroller of FHA to Mr. Powell, dated July 1, 
1949, and less than a month before Mr. Powell testified, and a letter 
by Mr. Powell, himself, to the president of Elisabeth Apartments, 
dated 2 days before Mr. Powell testified before this committee, which 
I believe show very clearly that Mr. Powell knew at the time he ap- 

peared before this committee that there was very substantial mort- 
gaging out in that case. 

The Cuarrman. In this particular case? 

Mr. McKenna. In thiscase. 
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The Caamman. Will you read what Mr. Powell said to this com- 
mittee 2 days after he wrote this letter? 

First, let me put in the record this letter, if there is no objection. I 
haven't seen this letter. Here is a letter dated July 1, 1948, from Les- 
ter H. Thompson to Mr. Powell, in which he points out the fact that 
project No. 01240053, Elisabeth Apartments, Inc., Astoria, Long Is- 
land, N. Y., and mortgaged out $1,370,936.66, and the other letter is a 
reply from Mr. Powell, written to Mr. Samuel J. Roth, president of 
Elisabeth Apartments, Inc., in which he acknowledges receipt of that 
information. In substance, that is what the letters amount to. 

I am going to place them in the record so everybody can read them. 

Then, again, on August 10, 1949, a similar letter from Mr. Roth 
about other dividends and Mr. Powell’s reply of August 12, 1949. 

There is no question from this correspondence but what Mr. Powell 
at the time he testified before this committee knew that this particu- 
lar project had mortgaged out to the extent of more than a million 
dollars. 


(The material referred to follows :) 


OFFICE MEMORANDUM—UNITED STATES GOVERNMENT 


Jury 1, 1949. 
To: Clyde L. Powell, Assistant Commissioner. 
From: Lester H. Thompson. 
Subject: Project No. 012-40053, Elisabeth Apartments, Inc., Astoria, Long 
Island, N. Y. 

Attached is the first annual financial report of the captioned project as at 
April 30, 1949, together with a copy of the minutes of the board of directors 
wherein dividends totaling $550,005 were declared on March 28, 1949. 

According to the commitment issued in this case, land was to be furnished by 
the sponsors and the construction, including other improvements, was to be pro- 
vided for my mortgage proceeds of $4,466,000 plus the sponsors’ contributions 
of $116,500. 

In accordance with administrative rules, and as provided in the commitment, 
the mortgagor was required to deposit with the mortgagee working capital in 
an amount equal to 1% percent of the mortgage, or $66,990, at closing. The 
mortgagee acknowledged receipt of this deposit in its certification required at 
closing on FHA form 2434-W. 

From information available to us we have prepared the following statement 
of funds provided and applied in connection with this project’s operations 
through April 30, 1949, the date of its financial report: 


Funds provided : 





By mortgage proceeds____.______.___-_____-___._______-__ $4, 466, 000. 00 
3y issuance of common stock____...-~-_-~--..--. i... - 1, 000, 00 
3y issuance of preferred QlOCK osatcisd—pomce cere pe edto~apee 100. 00 
Total_ sli eiaadeaneial didi koma ile aonstiiaaiaeceonaieaseetaaen 4. “467. 100, 00 

Funds applied : 

nO ARO. MOO ha cit. ctinincee Lida 5 indesosnadiinh aaelks Geet Ge. ae 

To working capital (net) sien idea itt rene Ecce ho eee 118, 383, 85 

a payment of dividends____- ce cutiisattonscaceeeiee aa abanins 550, 005. 00 
To decrease in mortgage payable escheat slh dita hal a kbnidbttn dala hbedies a, 1838. 65 
To net loss before depreciation____-__ abibdbhidagiiditdtdddine ehh 22, 540. 91 
ai i teeth aa il ale ae or Ia ie le _ 4, 467,100.00 


This statement of funds provided and applied was prepared without regard to 
the corporation’s action whereby assets were written up by $1,370,936.66, thus 
creating an appraisal surplus in a like amount out of which the dividends total- 
ing $550,005 were declared and paid. The following comments in connection 
this this statement of funds provided and applied appear pertinent : 
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1. Land would not-appear to have been furnished by the sponsors since only 
1,000 shares of common stock at $1 a share were issued and no donated or con- 
tributed surplus appears in the balance sheet. The conclusion is that land was 
paid for out of mortgage proceeds. 

2. The $66,990 cash deposit with the mortgagee for working capital must have 
been returned to the sponsors since it does not appear as funds provided and, 
according to the balance sheet, does not remain on deposit. 

3. Mortgage proceeds in this case exceed the cost of fixed assets, including 
land shown on the books at $489,000 by $701,013.41. 

4. Dividends which, according to the terms of the corporation’s charter, can 
only be paid out of net earnings were paid out of surplus created by appraisal. 
The amount of $550,005 was paid whereas the maximum amount permitted by the 
charter was $35,494.24, calculated as follows: 


Depreciation ~....-~~-- nitiiegl stacked dittalatniaeepeivenitecrasepuons tart ap cvepiesiiit _.. $96, 901. 66 


Deduct: 


Net loss per profit and loss statement___._.._..__._..-__ $47,681. 81 
Required amortization_ i a hs nanatnal 11, 183. 61 
Required reserve fund deposits aan omega’ ap wa Oe 


61, 407. 42 

35, 494. 24 

Your attention is also directed to the payment of $58,040.44 charged as leasing 

commissions, $34,916.79 of which appears in the balance sheet as a deferred 
expense. 





Lester H. THOMPSON, 
Comptroller. 


In reply refer to RH-10 
JULY 27, 1949. 


Re Project No, 012—40053, Elisabeth Apartments, Inc., Astoria, Long Island, N. Y. 


Mr. SAMUEL J. Rorn, 
President, Elisabeth Apartments, Inc., 
New York, N. Y. 

Dear Mr. Rornu: In reviewing the certified public accountant’s audit report 
covering the above corporation for its fiscal year ended April 30, 1949, we note 
that dividends in the amount of $550,005 were paid, whereas the net earnings, 
after making provision for required amortization and deposits to the reserve for 
replacements of the corporation, aggregated $35,494.24 only. In our opinion, 
permissible dividends should have been limited to the latter amount. 

We shall appreciate receiving your comments respecting this matter at your 
very earliest convenience. 

Very truly yours, 
CiLybE L. POWELL, 
Assistant Commissioner. 


Refer to RH-10 


ELISABETH APARTMENTS, INC., 
New York City, August 10, 1949. 
Re Project No. 012-40053 
FEDERAL HousING ADMINISTRATION, 
Washington, D. C. 
(Attention Mr. Clyde L. Powell, Assistant Commissioner.) 

GENTLEMEN : We are in receipt of your communication dated July 27, 1949, in 
which you request our comments in connection with your receipt of our certified 
public accountant’s audit report covering the above corporation for its fiscal year 
ending April 30, 1949. 

Under the laws of the State of New York declaration of dividends may be made 
out of surplus, whether earned or created by proper appraisal. Such declara- 
tions are not in contradiction with the charter and the articles of incorporation 
of the above corporation. 

We wish to call your attention to the fact that the corporation has no obliga- 
tions other than the mortgage and that all FHA requirements for reserves for 
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replacements, taxes, interest, amortization, etc., have been met and are current. 
We are sure upon your reexamination of this matter that you will find the acts 
of this corporation are proper and correct. 
Very truly yours, 
Samvuget J. Roru, President. 


In reply Refer to RH-10 
AvucusT 12, 1949. 
Re Project No. 012-40053, Elisabeth Apartments, Inc., Astoria, Long Island, N. Y. 
Mr. SamMvet J. Rorg, 
President, Elisabeth Apartments, Inc., 
New York City, N. Y. 

Dear Mr. RorH: This will acknowledge receipt of and thank you for your 
letter of August 10, 1949, setting forth your comments respecting the dividends 
paid by the above corporation which were questioned in our letter to you of July 
27, 1949. 

In view of the information contained in your letter, this Administration shall 
offer no further objection to the payment of said dividends. 

Very truly yours, 
CLYbE L. POWELL, Assistant Commissioner. 

The CHarrman. Let us read the testimony he gave before this 
committee. 

Senator Lenyman. What date? 

Mr. McKenna. Two days after he wrote this letter, sir, July 29, 1949. 

The Federal Housing Commissioner appeared before this commit- 
tee with Mr. Powell, Assistant Commissioner. Mr. Powell was asked 
by the committee whether he thought it possible— 
even for the most efficient builder to actually construct a project at 70 percent 
of the estimated cost? 


Mr. Powell said— 
No, I do not think so. 
Mr. Powell went on further to say: 





I do not see how that is possible, because we are right on top of construction costs. 
Our figures are on the current market, not on the national market, what it costs 
in this particular community. We might be off 2 or 8 percent. I do not think it 
would be physically possible to be off anything like 30 percent. 


Senator Long also asked Mr. Powell whether he knew— 


of any other way where a man by prudence or by care or by any other manner 
of handling his project might come below or might further reduce his costs in 
building one of these projects? 


The answer he received was as follows: 


Mr. Powe LL. I do not see how he could unless our local estimate of cost of pro- 
duction of structures would be far in excess of what it would actually cost him to 
build. 


Senator Bricker asked: 


There have been many instances like that, have there not, Mr. Powell? 

Mr. PowELL. Not to my knowledge, sir. 

Senator Bricker. You do not know of any? 

Mr. PoWELL. No, sir. 

Senator Bricker. Have you investigated to find out? 

Mr. PowrELL. We have not made any investigation of any particular project 
that I know of. 

Senator Bricker. Do you not think that that would be important? 

Mr. Powe. I do not know as we would have any right to do so. 

Senator Bricker. It might be important to get your estimates revised. 
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Mr. PowELL, We do get those estimated every 30 days. 

Senator Bricker. I happen to know of something, that is the reason I men- 
tioned this. 

Mr. Powel. Every 30 days we make a check. 

Senator Bricker. I brought this up 2 years ago, the very same thing, and 
tried to write a protective section into the law. I Was not very successful at 
it because it is a very difficult thing to do, to tell you the truth about it 

Of course, that was 2 days after Mr. Powell had written this letter. 

With respect to that particular project, there was mortgaging out 
of approximately $2,150,000; that is, in the four projects together, and 
dividends to the original] stockholders scnomea to $1,300,000 on the 
very small investment that they made. 

Senator Lenman. Mr. McKenna, isn’t it a fact, however, that the 
builders and lenders were enabled to mortgage out on such a large 
scale with such great profits, only because of 1 of 2 factors: Either 
because of excessive estimates made by the appraisers, or alterna- 
tively by the cutting of construction costs by contractors¢ And both 
of those things were permitted under the law, so far as I know, even 
though this committee and the Senate tried to amend the law. 

If we had had in effect what we now have in the bill, the mortgage 
would be based on actual certified costs. ‘These huge mortgaging out 
profits would not have been possible, or will not be possible in the 
future ¢ 

Mr. McKenna. I might say this, Senator, that there has to be some 
explanation for the wide divergence between the estimates of cost of 
construction and the actual costs of construction, concentrated in 
certain communities. It wasn’t nationwide. It has concentrated in 
certain communities, and it was of such a tremendous amount, and 
so consistently in excess of the actual cost of construction, that one 
is hard put to find an answer to it. 

It is true that in any one case—in one case out of a hundred—any 
man is bound to make a big error, and it is true that in a certain num- 
ber of cases he will make small errors, but the fact that in certain 
localities they were consistently way off by high percentage points, 
one case after another, does not seem expishenble on the basis of any 
deficiency in the statute. 

Senator Lenman. That gets me back to the question which I asked 
some time ago: I think these unreasonable and inaccurate estimates, 
which varied with actual costs by 25, 30, 35 percent, would indicate 
fraud or corruption. That is why I asked you before, whether any 
steps had been taken thus far to bring those who might have been 
corrupt to book on criminal charges, It seems to me that you must 
take into acocunt that these estimates were beyond any reasonable 
variation, percentagewise, and could only have been brought about, 
either by lack of judgment on the part of the appraisers, or by corrup- 
tion. I again want to express some surprise that no steps have been 
taken, as yet, to bring these people to justice by placing charges 
against them. 

The CuarrMan. Let me say, Senator, I happen to know that there 
have been steps taken. All of these cases have been turned over to the 
Attorney General. The Attorney General is working on them. The 
FBI have dozens and dozens of men working all of these cases at the 
moment, and steps have been taken, and are being taken, to prosecute 
all violations. This committee, as you know, is working very closely 
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with the FBI. We are working very closely with the Attorney Gen 
eral. The testimony hére proves how Mr. Powell, and others in FHA 
in those days, pulled the wool over the eyes of this committee. Here 
is a case where the headman, Mr. Powell, who had been there for 20 
years, testified it couldn’t happen within 2 days after he wrote a letter, 
after he knew that this particular concern had mortgaged out to the 
extent of over $2 million and had paid dividends. One of the letters 
wil show he approved a dividend to them of one million three hundred 
thousand and some-odd dollars knowingly that they only put $6,000, 
or something like that —$4,000—into the cor poration. 

Senator Lenman. F rankly, I do not know the extent to which this 
commitee is cooperating with the FBI and the Attorney General. I 
will have to take the chairman’s word for that. 

As a member of the committee, I do not know about it, but I asked 
this question because Mr. McKenna has testified he has been carrying 
on an investigation of section 608 projects. We are now discussing 
the section 608 projects. 

Mr. McKenna. I might add, the investigation has indicated that 

certain FHA employees. were spending money far beyond any possi- 
bility of their collecting that money from legitimate ‘salaries. They 
have been living at a scale that at least prima facie is not reconcilable 
with their normal legitimate sources of income. 

An intense effort is being made to trace that money. We have nu- 
merous leads, and we have allegations that FHA people were per- 
sonally involved in some of these section 608 projects, but for me at 
this time to say we have established it wouldn’t be correct. 

In order to find that kind of a fraud, normally you have to investi- 
gate a long while, and work very hard. That is precisely what we 
are doing. 

Senator Leuman. Have you referred any substantial number of 
these cases to the Attorney General or to the FBI? 

Mr. McKenna. This phase of the investigation is being primarily 
conducted by the FBI. 

The CHatrman. I want to say we are leaning over backwards in 
this committee, and so are all others connected with this investiga- 
tion, to make certain we do not unduly prosecute anyone, or bring any 
pressure upon anyone. We want to be absolutely fair and honest, 
and we want to make certain of our facts. While we may move 
slowly we are going to move slowly because we do not want to prose- 
cute anyone who doesn’t deserve it. 

Senator Lenman. Iam in full accord with that. 

The CuatrMan. For that reason it may seem as though we are mov- 
ing a little slowly, but in every instance we have these people in in 
executive session and go over the whole matter with them and get 
their testimony, and make certain that there is some basis for any 
allegations against them. 

Senator Gotpwater. Mr. McKenna, you, during the course of your 
testimony, have referred several times to the fact that these discrepan- 
cies have occurred in certain localities, and haven’t occurred in a gen- 
eral pattern over the United States. 

Would you mind telling generally what localities you have referred 
to? 
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Mr. McKenna. We certainly can establish it in the New York City 
area, for example; in New Jersey and the Philade ‘Iphia area: in Balti- 
more and, in fact, the whole environs of the District of Columbia; in 
Richmond. We can spot some in some of the Southern States, and 
a good deal in certain areas of Texas. 

‘Senator MaysankK. What Southern States besides Texas? 

Mr. McKenna. We have evidence in South Carolina, but we haven't 
established that yet. We have a good deal of evidence in Florida, but 
we haven't carried the investigation to the point that we can say that 
is the fact vet, Senator. 

The CHamMan. We have a little of it over the United States? 

Mr. McKenna. Normally it is concentrated in certain localities. 

The CHarrman. It is concentrated in certain localities, but we have 
some of it all over the United States. 

Senator SparKMAN. Mr. McKenna, are you taking up every section 
608 case and studying it ¢ 

Mr. McKenna. That is not possible, Senator. There are about 
7,000 cases, and it would be physically impossible to conduct audits of 
7,000 corporations. 

Senator SpaAarKMAN. Where you find a rather heavy concentration, 
such as you indicate here in the District of Columbia, then do you 
take up every case in that area / 

Mr. McKenna. We go further than that, and we are conducting 
now, for example, and are about to conduct an intense personnel in- 
vestigation of the New York office, for reasons that I will set forth 
in the next two cases. 

Senator SparKMAN. How about the District of Columbia? 

Mr. McKenna. We, of course, have to include the District of Co- 
lumbia in the same sort of process. 

Senator eeeeney in. You will include every single project ? 

Mr. McKenna. We pretty well covered the District of Columbia. 
We will go Retaa to the end and find out why it happened in the 
District of Columbia, if we can. 

In order to illustrate that, I might take up two New York cases 
together now. 

Senator SparKMAN. Mr. Powell, before you do that—— 

Mr. McKenna. My name, sir, is McKenna. 

Senator SearkMAn. Mr. McKenna, I am sorry. I had just been 
reading these letters that I had better give to the reporter. 

Mr. McKenna, of course I agree fully with what the chairman has 
said, and I am sure that every member of this committee wants a full 
disclosure, but I do want the record to show that this is not something 
that has just shown up recently: that many of us knew about it, and 
were trying to do something about it years ago. 

You read, for instance, the exchange of questioning there by Sen- 
ator Bricker and Senator Long. I believe at that time Senator Long 
was a member of this committee. 

When we had a measure before us in 1950, I believe it was, we 
brought the matter up. As a matter of fact, in that same year we 
re ported a bill out with an amendment in it doing away with this. I 
want to read for the record just 2 or 3 paragraphs here in which 1 
was examining Mr. Rodney Lockwood, one of the outstanding build- 
ers of the country, from Detroit, who at that time was president of 
the National Association of Home Builders. 
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I said to Mr. Lockwood: 


You have been in favor of section 608, haven’t you? 

Mr. Lockwoop, Yes. 

Senator SPARKMAN. In fact, you have done a lot of building under it—I mean 
your people, not you individually? We have had fine cooperation between the 
national home builders and the Federal Government, and everybody who is build- 
ing homes. We have had fine cooperation under section 608. 

Yet, isn’t it true that under section 608 many times the amount of money 
that the Federal Government guaranteed or insured or stood for—I don’t care 
what term you apply—repreesnted more than 100 percent? 

Mr. Lockwoop. I don’t know of a single case of that being true. I think that 
is one of the most widely circulated bits of misinformation I have heard talked 
about in housing for a good many years. The impression seems to be that the 
builder gets in the form of a loan under section 608 more than the total cost 
of the project. Believe me in those that I have participated in that has not 
been true. I have not actually seen or heard of any in which that was true. 

Senator SPARKMAN. I am sure that I can say that there has been ample evi- 
dence presented to this committee from time to time justifying our believing that 
it is true. As a matter of fact, when we reported S, 2246 to the Senate, as you 
recall, we proposed to cut the amount of the loan insured under section 608 very 
largely for that reason, and I might also call your attention to the fact that the 
Architectural Forum, in its November issue, brought out that very point, of 
excessive loans under section 608. 

Mr. Lockwoop. May I ask, in all these things, was there any real factual 
basis or was it just someone’s opinion? 

Senator SPARKMAN. I don’t have it before me, but we had numerous specific 
cases called to our attention, and I believe I am safe in saying this: That some 
members of our committee have told us that they had been told by the builders, 
themselves, that they had gotten more than a hundred percent. If I correctly— 
I don’t say it is positively—but as I remember it, Senator Long said he knew 
of a case where a builder friend of his had gotten 120 percent. In all fairness, 
let me say that I am not condemning the builders. 

Mr. Lockwoop. If I may be facetious, I would like to say that the statement 
of 120 percent sounds like barroom talk. I can’t believe that the FHA would 
be that lax in its administration. 


I may say when we reported this particular bil! on which this ques- 
tioning took place, we again wrote a provision in the Senate bill to 
correct this proposition under section 608. 

I mention that again in order that the record may show that many 
of us, over several years, recognized the weakness in the law, and 
tried to do something about it, but never did succeed. 

The Cuatrman. The reason we didn’t succeed was because those 
that. were close to the projects, those that were running them, operat- 
ing them, those in a position to know, were giving us misinformation. 

Senator Frear. Those who participated from the other end, those 
who got the windfalls. 

The Cuarrman. That is what I mean. 

Senator SparkMAN. The vote was had repeatedly in the Senate and 
the House, in this committee, and in conference committees, trying to 
do something about it. 

Senator Maypank. As chairman of the committee at that time, we 
reported it to the Senate and the Senate kept it in. Then we strug- 
gled for the longest time in conference, and finally we had to give in. 
The House insisted. 

I think you were on the conference at that time, and we finally had 
to give in or have no housing law. 

Senator Sparkman. I am saying this, I am not justifying the prac- 
tice. We were condemning it then, but I think the record should stay 
straight. 
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Mr. McKenna. I think FHA’s own letters substantiate the Sen- 
ator’s position. eu 

The Cuarrman. I think you will find letters from high officials tell- 
ing people how to doit. We will have that a little later. ' 

Mr. McKenna. The Congress passed a provision which I mentioned 
a while ago that the estimate should get as close to actual cost as 
possible. ‘That was specific enactment of the Congress. 

Senator SparKMAN. That was an amendment of the act. 

Mr. McKenna. That is right. We looked through the FHA files 
to find out what they did with that provision after it was enacted. 
We wanted to see how they enforced it. We have been been able to 
find only one single reference to that provision in all of the volumi- 
nous files of the Federal Housing Administration. It is quoted, and 
there is a one-sentence comment on it. 

[ will read that comment to the Senators : 

Therefore, you are directed to take such steps as may be appropriate to make 
certain that necessary current cost estimates do not reflect costs of inefficient 
building operations. 

And that is all they did with that provision. 

I might, with the Senators’ indulgence, take up two cases together 
here, because in a sense they relate. The Vanderveer Estates, Farra 
gut Gardens, is one, and Patchogue Gardens is the other. 

In the Farragut Gardens, Vanderveer Estates, on an investment of 
$10,000, the stockholders received dividends of $3,156,000 shortly after 
completion of the project. The original FILA loan in this case was 
increased during that time, based on a recomputation of replacement 
Even though they ended up by mortgaging out over $3 million 
during the process, FH A increased the loans. 

FHA’s files also show the mortgagor obtained deferment of pay- 
ments on one of the projects during which distribution of payments 
was made. In addition to this, the sponsors of the project, or the 
stockholders, owned the land on which the project was built. The 
lease is for a term of 99 years with an annual rental of $76,960, and it 
was agreed if the project defaulted, and FHA needed to acquire un- 
derlying real estate, FHA could do it by paying the persons whose 
project. had defaulted $1,924,000. 

In connection with that same case, during the period of construc- 
tion a mortgagee, a responsible financial institution in New York, 
received reports that one of the FHA employees, who was doing the 
inspecting on the project, was on the payroll of the project at $500 
a week. Whether that report is true or false, we don’t know even 
as of now, so there cannot be any inferences drawn from that, but I 
think that a strong conclusion can be drawn from the way in which 
the Federal Housing Administration handled that complaint. 

The mortgagee financial institution thought enough of the com- 
plaint to conduct an investigation on its own, I believe at a cost of 
something over a thousand dollars. The report was sent to the Fed- 
eral Housing Administration here in Washington. The Federal 
Housing Administration did not have one of their regula» investi- 
gators available to conduct the investigation, so they sent someone 
from one of their operating divisions down to New York to make the 
investigation. He conducted an investigation, and I think the com- 
mittee should see the rerort of investigation because it concludes noth- 


costs. 
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ing. It isan inept, amateurish, and incomplete report of investigation. 
That came back to the FHA. Because it neither proved nor disprov ed 
the charges, the matter was dropped. 

Even under the arrangements between the Department of Justice 
and the Federal Housing Administration, the Federal Housing Ad- 
ministration never had the authority to investigate a charge of bribery 
against one of its own employees. It had no jurisdiction in the mat- 
ter. Nevertheless, it undertook to conduct the investigation itself, 
though one of its operating divisions, received a report which neither 
proved nor disproved the charges, and never made a reference to 
the Department of Justice, which is the only agency of the Govern- 
ment that had any right even to investigate. 

After that was done, after that report, which even as of now has 
never been verified or disproved, which, of course, is now the subject 
of an investigation by the FBI, after that was done the deficiencies 
in construction in this project proved to be enormous. It was very 
badly constructed. 

The reserve for replacements had to be depleted to make up for the 
deficiencies in construction, which went on at the time that these alle- 
gations were received by the Federal Housing Administration. 

The CHatmrman. Let me ask you this question: In this particular 
case they did not sell or include the land as a part of the project. They 
took a 99-year lease at $76,960 a year. Is that the general pattern of 
what happened in New York City? 

Mr. McKenna. That is true of New York, and also some other 
areas. I haven’t yet been able to find out from any FHA man any 
reason that seems sound why that was permitted. 

The CuarrmMan. It is the general pattern in New York, both on sec- 
tion 608’s and 213’s? 

Mr. McKenna. It is, sir, and it is a ver y lucrative means of getting 
another windfall, so far as the sponsor of the project is concerned. 

The Cuarrman. The law, of course, says that whoever has the land 
lease in case of default on the mortgage owns the property. In other 
words, you cannot repossess without purchasing his land or making 
a deal ? 

Mr. McKenna. That is right. 

The Crarrman. In this particular case FHA agreed, if they had 
to repossess the property, to pay them $1,924,000? 

Mr. Mc Kenna. That is correct. 

The Cuarmman. Do you know how much they paid for the land 
originally ¢ 

Mr. McKenna. In this case we don’t. In other cases, we will. 

The Cuarman. You do not know in this case? 

Mr. McKenna. No, sir. 

The Cuarrman. We will find out. 

Mr. McKenna. Yes, sir. 

Senator Frear. Mr. Chairman, which are you tying together, 2 and 
5or3 and 4% 

Mr. McKenna. Tliree and six, I believe, sir. 

Senator Frear. You have passed over two, and I notice you didn’t 
give any names of the stockholders. 
The Cuamman. We covered two. 
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I say we have, but I notice that in others, you men- 
Is there any particular reason 


Senator FREar. 
tioned names and in No. 2 you do not. 
for that ¢ 

Mr. McKenna. 
the committee, if they wish it, 
the minute. 

Senator Frear. I think they should be supplied, sir. 

Mr. McKenna. As I am talking here we can get the names, sir. 

Also in New York, at Pate hogue—— 

The CuairMan. We have the stockholders’ names on No. 2, if you 
are interested, 

Senator Frear. No. It is only a matter of record. 

The Cuarrman. I don’t think it is important. 

Why don’t you proceed ¢ 

Mr. McKenna. In the Patchogue Gardens case, there was initial 
investment of $1,000. 

The CuarrMan. Without objection, we will place the name of the 
stockholders in the No. 2 sheet here in the record. 

(The material referred to is as follows:) 


There is no reason, sir. We can give the names to 
I don’t happen to have them here at 


The stockholders of Marine Terrace Apartments, Inc., Gregory Apartments, 


inc., and Elisabeth Apartments, Inc., are: 

Capital stock originally issued : 

Common, class A: Harry Ginsberg, Charles Sliosberg, Elisabeth Gregory, 
Frums F liegers. 

Common, class B: Samuel J. Roth, Joel W. Schenker, 
George Gregory, H. H. Rosen and J. Choren, trustees for: 
Peter Gregory, Alexis Gregory. 

Preferred: Federal Housing Administration. 

Mr. McKenna. In the Patchogue Gardens case, there was initial 
investment of $1,000, and dividends of $155,000. In that case, also, 
the lending institution made or raised the question of how it hap- 
pened the project was : ~ proved so rapidly in 2 or 3 days when usually 
it took him months. Finger of suspicion was pointed. There are 
no substantial grounds in the files of FHA to substantiate it in rela- 
tion to this project, but the reason it becomes important is this: That 
in 1949 a serious charge was made that a very high official of FHA in 
New York was personally interested in the law firm, through which 
FHA applications were processed. It was represented this law firm 
was the second largest processor of FHA applications in New York, 
and one of the high officials of FHA in New York was taking part of 
these profits. 

The Cuarmman. Who was the high official ? 

Mr. McKenna. The matter hasn’t been investigated, Senator. I 
say it is currently the subject of investigation. I] believe he admitted 
this later, so possibly there is no great harm in giving his name. 

The Cuairman. I don’t think we ought to try to use cases without 
using names. I don’t think we ought to say some high official unless 
we are willing to name him. 

Mr. McKenna. It was the State director, Mr. Grace. 

The Cuatrman. You are the witness. I am not trying to tell you 
what to say or not say. I don’t think we should permit evidence that 
some high official did something without naming him, 


Blisabeth Gregory, 
Andre Gregory, 
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Senator SparKMan. Mr. Chairman, I agree with you. I have been 
thinking a little bit about this. A little while ago Mr. McKenna told 
about the TV sets, wrist watches and things given to employees in 
the district office. I wonder if by that we are to understand that every 
person in the district office was guilty of this, or if those who actually 
received them ought to be named, so that we could know. 

The CuatrMan. Let me say this: that that information he gave 
with respect to watches, et cetera, came from the GAO. They are the 
ones that uncovered that a few years ago. 

Senator SparRKMAN. Did they give names? 

The Carman. I can’t answer that. 

Mr. McKenna. If the Senator wishes I will give you the report of 
FHA. 

The CuarrmMan. Without objection, that will be made a part of the 
record. 

(The information referred to follows :) 


FEDERAL HOUSING ADMINISTRATION 
SECTION OF INVESTIGATION 
LEGAL DIVISION 
Special agents: R. E. Dwyer, N. A. Hillock 


Date of report | Period of investigation Remarks 


| May 27-June 21, 1949......| Our file No. 4-125. 
i i 


June 23, 1949._... 


INVESTIGATION OF EMPLOYEES OF DISTRICT OF COLUMBIA INSURING OFFICE 


Investigation disclosed that practically every employee of the District of 
Columbia insuring office of the Federal Housing Administration received presents 
from builders, subcontractors, mortgagees, or sponsors at Christmastime 1948; 
that there was a decided increase in the number and value of the gifts compared 
to Christmas 1947: that the majority of the employees received token gifts 
which were, as a rule, in the case of men, in the form of bottles of liquor, fruit, 
hams, cigars, turkeys, and ties, while to women there were nylons, scarves, candy, 
and fruit. One realtor gave subscriptions to Reader's Digest to most of the 
employees. Investigation also disclosed that, in December 1948, 8 Philco console 
television sets were delivered and installed for employees of the District of 
Columbia office by Colonial Investment Co., through Mr. N. J. Taub, president ; 
that the recipients thereof were in key positions in the District of Columbia 
office ; that 18 wristwatches were given to employees of the District of Columbia 
office by Haris Construction Co.: that 3 recipients returned the watches immedi- 
ately; that in December 1947 approximately 10 portable personal radios were 
given to employees in key positions by Mr. Taube, president, Colonial Investment 
Co., and 1 employee returned the radio immediately. Investigation failed to 
disclose any evidence of misconduct on the part of inspectors. 

This concludes investigation of the case. 

Approved : 


Chief, Section of Investigation, Legal Division. 
DETAILS 


This investigation is predicated on a memorandum dated May 27, 1949, from 
Mr. Howard M. Murphy, Assistant General Counsel, containing authority directed 
by Mr. Franklin D. Richards, Commissioner, to proceed with investigation of 
allegations made by Mr. William Newman, Associate Director of the Corporate 
Audit Division of the General Accounting Office, in reference to the District of 
Columbia office of the Federal Housing Administration. 
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The allegations set forth that employees of the District of Columbia insuring 
office received gratuities, gifts, etc., including such items as television sets and, 
further, that certain field employees, probably inspectors and valuators—iden- 
tities unknown—are in the habit of meeting in a beer parlor, where they spend 
the major portion of the day instead of proceeding on assignments. 

We are informed that Mr. Newman would not disclose the name of the inform- 
ant and at first stated that the information came from an Assistant Director 
of the General Accounting Office who resided in the same apartment with an 
FHA employee who received a television set—the inference being that the 
information came from the FHA employee through the Assistant Director. 
Later, however, a further statement was made by Mr. Newman which indicated 
that the information came from a girl employee, probably an employee of the 
district office. 

We are also informed that on the afternoon of May 26, 1949, a meeting was 
held in Mr. Richards’ office at which there were present Mr. Richards, Mr. 
Lockwood, Mr. Greene, Mr. Newman, Mr. Bovard, Mr. Murphy, and Mr. James 
Hewitt, district director, Federal Housing Administration. Mr. Richards out- 
lined to Mr. Hewitt the nature of the information, and Mr. Hewitt readily 
admitted that several days before Christmas 1948 a television set had been 
delivered to his house as a gift from Colonial Investment Co. through Mr. N. J. 
Taube, president of said Colonial Investment Co. Mr. Hewitt stated that there 
was not any consideration for the gift and that on 2 or 3 occasions he had made 
efforts to return the set, but upon each occasion Mr. Taube had talked him out 
of doing so. Mr. Hewitt further stated that he did not know of any other 
television sets which may have been delivered to other FHA employees, nor did 
he know of any other gratuities of a substantial nature. Mr. Hewitt admitted 
that at Christmastime he had seen bottles of liquor delivered to the office for a 
number of employees. 

Efforts were made by this office to contact Mr. Taube on Friday, May 27, at 
which time we were informed that Mr. Taube was away for the weekend. We 
attempted to contact Mr. ‘Taube on Tuesday, May 31, but he had not as yet 
returned to the city. Contact was finally made on June 1 at the office of the 
Colonial Investment Co, 

Mr. Taube stated that at Christmas 1948 he gave television sets to the fol- 
lowing FHA employees of the district office: Mr. James Hewitt, Mr. Elmore T 
Burdette, Mr. Thomas M, Burekes, Mr. Thomas W. Lyons, Mr. Thomas W. Mce- 
Queen, Mr. Robert P. Seaford, Mr. Edward L. Simpson, Mr. Thomas A, Cary. 

Mr. Taube stated that the sets were purchased from the Video Engineering Co. 
at a price of $232 each and that installation was made by the Video Engineering 
Co. Mr. Taube stated that, to the best of his recollection, he contacted each 
of the people mentioned above in order to determine the nature of the installa- 
tion necessary for the proper operation of the sets; that some of the employees 
lived in apartments while others lived in the country, and he needed the infor- 
nation in order to properly inform the installer. Mr. Taube also stated that, 
to the best of his recollection, he obtained the addresses by calling each of the 
parties or having his secretary call and obtain the addresses, 

Mr. Taube stated that in addition to the televisions, he also gave Sunbeam 
coffee percolators to the following people: Mr. John C, Brennan and Mr. Edward 
B. Wise; and carving sets to the following: Mr. Joseph C. Tracy, Mrs. Helen E. 
Mahoney, and Mrs. Dorothy M. Kaiser. Mr. Taube stated that in 1947 he gave 
personal portable radios to the following: Mr. James A. Hewitt, Mr. Thomas M. 
surckes, Mr. Thomas W. Lyons, Mr. Thomas W. McQueen, Mr. Robert P. Sea- 
ford, Mr. Edward L. Simpson, Mr. Thomas A. Cary, Mr. Clyde L. Webster, Mr. 
Heath Berry. 

Mr. Taube stated that the value of each radio was approximately $75. He 
also stated that in 1945 or 1946 he gave several wristwatches to people in the 
district office. 

My. Taube explained the gift of televisions as follows: He stated that it 
had been his custom to run a Christmas party whieh cost him $5,000 or $6,000 
each year, to which he would invite practically all of the people with whom he 
was associated during the year; that there was liquor at these parties and the 
next day all anybody had to show for it was a big head; so he decided to give 
something that could be used during the entire year and appreciated through- 
out the entire year; that he got a good buy on the televisions which retail nor- 
mally for about $400 installed, and thought it would be a nice gesture to give 
televisions to the men in the Federal Housing Administration; that he talked 
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to Mr. Hewitt prior to delivery of the sets and told Mr, Hewitt that he was going 
to deliver a television set; that Mr. Hewitt said he didn’t think he could accept 
it as it was too expensive; and that he (Taube) said to Mr. Hewitt, “Well, 
you're going to get it whether you want it or not.” 

Mr. Taube stated that it has been his custom during the years in which he 
has been im business to give out Christmas presents to people with whom he is 
associated. He stated that he gives presents to the District Commissioner’s 
Office and any other Government agency with whom he does business, and that 
the gifts were not given with any thought of benefit to himself. 

Mr. Taube stated that he believed Mr. Hewitt returned the television set 
on Friday, the 27th of May, when he (Taube) was away, but that he had not 
seen the set. 

The Video Engineers were interviewed, and their records disclosed the follow- 
ing deliveries to the people noted : 


Philco console television 

Date of delivery 
Rit, Bomen: Ay: Tei a et eats janindebs Scie. Novy. 30, 1948 
Dam, een te. BON sits tetitininitah Disa tdsels cdCtebn dd Dec. 8, 1948 
Mr. Thomas M. Burckes- pret ls wiele po ot) Ale et ee bor sik Dee. 1, 1948 
em. fa eee Fe eee wk ee el Sasi bie 3i. i335 Dec. 9, 1948 
ic ee ea! WE ei Ci ik do ce ee a basi Dec. 1, 1948 
Din. Dement Pu Meee. wi ce a Se a _ Nov. 30, 1948 
Mr. Edward L. Simpson____--_~ Tie pS ord as eed ; Dec, 8, 1948 
me eae By Cees sk adds ect e eal eal eet pa Dee. 1, 1948 


Video Engineers stated that the above television sets were purchased by Mr. 
Taube, of Colonial Finance Co. 

Mr. Harold Straus, of Haris Construction Co. (builders, Viers Mill Village), 
was interviewed on June 3, 1949. Mr. Straus admitted that shortly before Christ- 
mas 1948 he presented numerous wristwatches to employees of the district office 
as Christmas presents. Mr. Straus could not remember to whom the watches 
had been given, but stated that he was going to New York over the weekend and 
thought that he could locate the list of names which he thought was in his New 
York office. 

Mr. Straus was interviewed again on Monday, June 6, 1949, and he failed to 
produce the list, stating that he could not locate it. He agreed to go over the 
list of employees of the district cffice and to name those to whom he may have 
given wristwatches. The list as given is as follows: 

Mr. James A. Hewitt, returned watch about May 16 or May 23, 1949. 
Mr. E. T. Burdette. 
Mr. J. C. Brennan. 
Mr. T. M. Burckes. 
Mr. Thomas W. Lyons. 


Mr. J. M. Cox, returned watch immediately after Christmas. 
Mr. J. R. Blakistone. 

Mr. C. Sprigg Sands, returned watch immediately after Christmas. 
Mr. Thomas W. McQueen. 

Mr. Harold P. Rose. 

Mr. E. B. Wise 

Mrs. Travis 

Mrs. Mahoney. 

Mrs. Clark 

Mr. Heath Berry, not sure. 

Mr. Robert P. Seaford, not sure. 

Mr. L. E. Rust. not sure. 

Mr. S. N. Fairchild, not sure. 

Mr. E. L. Simpson, not sure. 

(It will be shown later in the report that there were other watches given which 
were not reported by Mrs. Straus, to wit: Lacy Smith and Henry G. Herath. It 
will also he shown that Mr. Fairchild received a watch.) 

Mr. Louis Richman was interviewed in the office of the Widrich Court Apart- 
ments, Fifth Street and Livingston Road, SE., Washington, D. C., on June 9 and 
10, 1949. Mr. Richman stated that he was the builder of the Widrich Apart- 
ments and others; that he dealt on occasions with the District of Columbia in- 
suring office. Mr. Richman stated that it was his practice to give gifts to his 
employees and friends at Christmastime; that he gave whiskey, magazine sub- 
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scriptions, and gift certificates which he purchased at Raleigh Haberdasher for 
this purpose. 

When asked whether he ever gave gifts of any kind to FHA employees, Mr. 
Richman stated that he gave two bottles of whisky to an FHA inspector named 
Mr. Reed; that he cannot recall the names of any other FHA employees to whom 
he has given gifts nor can he state that he has or has not given gifts to other 
FHA employees It will be shown that Mr. Orville L. Rice stated that he re- 
ceived a $50 gift certificate from Mr. Richman, which he, Rice, tore up.) 

Mr. William Magazine, builder and sponsor, Denrike Building, Washington, 
D. C.. was interviewed on June 13, 1949. Mr. Magazine stated that sometime 
in May 1949, Mr. Bigbee, of the FHA office, gave him a ticket to the FHA office 
party and asked him to attend; that he told Mr. Bigbee that he did not believe he 
could go, but that he would like to send a little liquor around to the party; that 
Mr. Bigbee told him that it was not necessary, but that, if he wanted to do so, it 
would be all right; that he (Magazine) told Mr. Bigbee that he would leave an 
order at Hig’s Liquor Store, and to the best of his knowledge and belief a Mr. 
Wise picked it up and delivered it to the FHA party. 

Mr. Magazine stated that this is the only occasion on which he has furnished 
liquor for an FHA party. He also stated that before Christmas, 1947, he asked 
Mr. Hewitt whether it would be all right to bring the girls in the office a box of 
candy and some of the men bottles of liquor, and that Mr. Hewitt said it would 
he all right; that during the Christmas season of 1948 he did give girls in FHA 
boxes of candy and some of the men bottles of liquor; that he did not give more 
than three bottles of liquor to any one employee. 

Mr. James A. Hewitt and Mr. Thomas N. Burckes were not interrogated by the 
section of Investigation. 

Mr. Elmore T. Burdette, 1105 Trenton Place, SE., Apartment 2—B, Assistant 
Director, Federal Housing Administration, District of Columbia office, was in- 
terviewed on June 7, 1949, by Mr. R. BE, Dwyer and N. A. Hillock. Mr. Burdette 
admitted that he received a personal portable radio from Colonial Investment Co. 
at Christmas, 1947; that he received a television set from Colonial Investment 
Co. in 1948; that he received a wristwatch from Haris Construction Co. in 1948; 
that he received a ham from the Metropolitan Mortgage Co. in 1948; and that he 
received 15 or 20 bottles of liquor from various persons or companies whose 
names he did not remember. Mr. Burdette admitted that he knew it was wrong 
to take the gifts and stated he would be glad to return them if so requested. 

Mr. Thomas W. Lyons, chief valuator, was interviewed on Wednesday, June 1, 
1949. Mr. Lyons admitted that he received a personal portable radio in 1947, 
a television in 1948, and a watch in 1948. He stated that he thought the 
television came from Colonial Investment Co., and he did not know whom the 
watch came from—that the watch was not any good, although he had it on. 
Mr. Lyons also admitted receipt of bottles of whisky—the exact amount he did 
not state—but he stated that they were from various sources. 

Mr. Edward L. Simpson, chief construction examiner, 102 East Woodbine, 
Chevy Chase, Md., was interviewed on June 7, 1949. Mr. Simpson admitted he 
received a television set in 1948 from Colonial Investment Co., but he denied 
that he received a watch in 1948 or a radio in 1947. Mr. Simpson stated that 
several times items have been delivered to his desk which he has never received 
and that possibly that may be what happened to the radio and the watch. 

Mr. Simpson admitted that he received approximately 4% bushels of grape- 
fruit, a box of pears, a basket of fruit, and 1 dozen bottles of whisky at Christ- 
mas in 1948, and one ticket to a Redskin football game and a hunting trip of 
1 day’s duration to the lodge of Mr. Don Chamberlin. He explained the fruit by 
stating that, when he was approached by various persons in reference to Christ- 
mas gifts, he informed such persons that the rules of FHA forbade acceptance 
of anything but perishables or whisky. Mr. Simpson, continuing, stated that in 
September 1948, after Mr. Jacobs, inspector in Virginia, had been removed to 
another project, Mr. Hewitt called all the inspectors into the office and told 
them not to accept any gifts except perishable gifts or bottles of whisky. 

Mr. Simpson also stated that in January 1949, he was “feeling around” to 
see who received television sets and that Mr. McQueen and Mr. Lyons intimated 
that they had received sets and, further, that they stated that, inasmuch as the 
sets had come from a mortgagee it was ruled O. K. to accept same. Mr. Simp- 
son could not explain why he accepted a television set when he had been in- 
structed by Mr. Hewitt not to accept any large gifts and when he (Simpson) 
had in turn instructed employees not to accept any large gifts. 
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Mr. Thomas W. McQueen, chief mortgage credit examiner, 4808 North Second 
Road, Arlington, was interviewed June 7, 1949. Mr. McQueen admitted that he 
received a radio in 1947 from Colonial Investment Co., a television set in 1948 
from Colonial Investment Co., a wristwatch in 1948 from Haris Construction 
Co., a box of apples from Republic Engineering Co., a box of pears from Investors 
Syndicate, a ham from De Lashmutt Bros., a turkey from McCollum, Inc., 1% 
to 2 dozen bottles of liquor from various snurces, and a ticket to a Redskin foot- 
ball game from Mr. Taube. During 194§ he received 2 tickets to the opening 
baseball game of the Washington Senators and in 1949 he received 1 ticket to 
the opening game, said ballgame tickets coming from one Mr. Pomponio. Mr. 
McQueen stated that he took these gifts in the same spirit he did when he worked 
in a bank. He cited “service” to builders, etc., and cited night and Saturday 
calls to his house in reference to cases in process. He stated that he did these 
things to help out the builders whereas he could have told them, “Go to your 
mortgagee.” 

Mr. Thomas A. Cary, construction examiner, Box 33-B, Route No. 38, Alex- 
andria, Va., was interviewed June 7, 1949. Mr. Cary admitted that he received 
a personal portable radio in 1947 from the Colonial Investment Co., and a tele- 
vision in 1948. He stated that a watch was handed to him by a young man, but 
he handed it back and refused to take it. Mr. Cary admitted that he knew he 
should not have accepted the television set and the radio. He said that in 1947 
he did not even know who Colonial Investment was and was given the radio 
by an employee of the Federal Housing Administration after Christmas, but he 
does not remember who the employee was. Mr. Cary stated that, after the 
television set was delivered, he received a letter from Video Engineering stating 
that said television was installed by courtesy of Mr. Nat Taube. Mr. Cary also 
admitted receiving 4 or 5 dozen bottles of whisky. He stated that he does not 
drink and gave at least half of it away. He also received two tickets to the 
opening baseball game from Mr. Pomponio. 

Mr. Robert P. Seaford, valuator and property manager, 2908 Cortland Place 
NW., was interviewed on June 3, 1949. Mr. Seaford admitted that in 1948 he 
received a television set. He also admitted that he received approximately 30 
bottles of liquor from various sources, the largest gift being 6 bottles from Mr. 
L. Richman. Mr. Seaford stated that prior to delivery of the set Mr. Taube 
contacted him and stated that he (Taube) usually had a big Christmas party, 
but this year he was going to give Christmas presents instead and was going 
to send out a television set to him (Seaford). Mr. Seaford admitted that he 
did not object. He denied that he received a wristwatch from Haris Construc- 
tion Co. 

Mr. Samuel N. Fairchild, 1228 South Thomas Street, Arlington, was inter- 
viewed June 3, 1949. Mr. Fairchild admitted that he received a wristwatch 
from Haris Construction Co. at Christmas time, 1948; that he came in the office 
and found the watch in the drawer of his desk, wrapped up in brown paper; 
that there was no card or name on the package and he did not know at the 
time of receipt just who had sent it, but that later in the day during talks with 
other employees who had received watches he assumed that it had come from 
Haris Construction Co. Mr. Fairchild stated that, if he had known where the 
watch came from, he would have given it back to the donor. He also admitted 
receiving 2 or 3 bottles of liquor, 2 ties, and a subscription to Reader’s Digest. 
He admitted that he did not exert much effort to determine who sent the watch 
to him. 

Mr. Lacy H. Smith, 8015 East Avenue, Silver Spring, Md., Apartment T-4, was 
interviewed on June 8, 1949. Mr. Smith admitted that he received a Dumont 
wristwatch from Haris Construction Co. at Christmas, 1948; that he received 
7 or 8 bottles of whisky; that he received a turkey from Laurel Nichols Realty 
Co.; that he received a basket of pears from Investors Syndicate and a subscrip- 
tion to the Reader's Digest. 

Mr. Henry G. Herath, construction supervisor, 212 East Hamilton Avenue, 
Silver Spring, was interviewed on June 8, 1949. Mr. Herath stated that at 
Christmas, 1948, he received a wristwatch from Haris Construction Co., 14 or 
15 bottles of whisky from various sources, a box of fruit, a turkey from Mr. 
Nichols, of Laurel, Md., and two neckties. Mr. Herath admitted that there were 
meetings in reference to gratuities at which time Mr. Hewitt instructed the in- 
spectors to be careful of accepting gifts and to confine acceptances to perishable 
goods and bottles of whisky occasionally. 

Mr. Orville L. Rice, construction examiner superviser, 231 Ascot Place NE., 
was interviewed on June 3, 1949. Mr. Rice stated that in 1947 a portable per- 
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sonal radio was sent to his office from Colonial Investment Co. and that imme- 
diately thereafter he returned said radio to Mr. Levin, of the Colonial Invest- 
ment Co. Mr. Rice stated that around Christmas, 1948, he received approxi- 
mately 20 bottles of liquor, the largest donation being 8 bottles from Cassell & 
Perlmutter, which liquor was left at his house. In addition to the 20 bottles, 
Mr. W. Glassman put 12 bottles of liquor in his car after he (Rice) had told Mr. 
Glassman not to put the liquor in the car; that he (Rice) gave the liquor away 
and therefore feels that he did not accept the liquor from Mr. Glassman. Mr. 
Rice also stated that Mr. Louis Richman gave him a gift certificate for $50 
around Christmas, 1948, which he (Rice) tore up and did not use. Mr. Rice 
was questioned in reference to the reports that inspectors were spending some 
time in the beer parlors, and he stated that he did not believe this to be true 
insofar as his men are concerned; that he calls on some of the jobs every day 
and the inspectors do not know which job he is going to call on; that the 
inspectors could not make up their reports without being on the job, and he 
would find out in that manner. 

Mr. Joseph C. Tracy, Assistant Chief, Mortgage Credit Section, 3820 Second 
Street SE., was interviewed on June 8, 1949. Mr. Tracy admitted that in 1948 
at Christmas he received a wristwatch from Haris Construction Co., a carving 
set—the donor of which he claims he does not know—14 bottles of whisky from 
various persons, 2 ties, a subscription to Reader’s Digest, and some fruit from 
Investors Syndicate. Mr. Tracy stated that he kept the watch because a 
number of other people received watches and he did not see why he should 
return the watch under those circumstances. Mr. Tracy also stated that he 
never received any instructions in reference to the acceptance of gifts. 

Mr. James M. Cox, assistant chief underwriter, 2227 20th Street NW., was 
interviewed on June 8, 1949. Mr. Cox stated that around Christmas, 1948, a 
watch was left in his desk; that from 1 of the girls in the office who received a 
watch he learned that the donor was Haris Construction Co.; that shortly after 
Christmas, Mr. Straus, of Haris Construction Co., came into the office, and he 
put the watch in Mr. Straus’ pocket. Thereafter he again found the watch in 
his desk drawer and, when Mr. Straus came in again, he insisted that Mr. Straus 
take the watch back. Mr. Cox stated that he also received 6 or 7 bottles of 
whisky which were left on his desk and were from various donors. 

Mr. Cox stated that Mr. Blackistone came to him and asked whether he 
(Blackistone) should keep a watch which had been given him by Haris Con- 
struction Co.; that he told Mr. Blackistone he could use his own judgment, but 
that he (Cox) had returned his watch to Mr. Straus. Mr. Cox also stated that 
he had mentioned the watches to Mr. Hewitt, who told him that the people 
would have to use their own judgment in reference to acceptance thereof. He 
also stated that Mr. Rose and Mrs. Mahoney came to him and requested his 
advice in reference to keeping wristwatches which had been given them by Viers 
Mill; that he spoke to Mr. Hewitt and that Mr. Hewitt stated he did not want to 
spoil Mrs. Mahoney’s holiday and she would have to use her own discretion in 
reference to acceptance of the watch. 

Mr. Harold P. Rose, mortgage credit examiner, 5833 North Washington Boule- 
vard, Arlington, was interviewed June 8, 1949. Mr. Rose stated that around 
Christmas, 1948, he received a wristwatch from Haris Construction Co.; that 
the watch was a Bulova 17-jewel and had a price tag in the box of $65; that 
he talked to Mr. McQueen and Mr. Wise about receiving the watch; that he 
doesn’t recall what Mr. McQueen said: that Mr. Wise said he knew the watches 
were coming in; that after Christmas he (Rose) spoke to Mr. Cox about accept- 
ing the watch, and Mr. Cox stated he would talk to Mr. Hewitt again. Mr. Rose 
stated that he also talked to Mr. Blakistone, who told him he had heard that 
the watches were given out with the permission of the front office. In addition 
to the watch, Mr. Rose stated he received about 7 bottles of liquor and a box of 
fruit, a subscription to Reader’s Digest, a gift certificate for $25, which certifi- 
cate was received through the mail from Rose & Hamburg (Jefferson Village 
Apartments). 

Mr. Rose was questioned in reference to a chicken fry which was held on the 
property of Mr. Daniel C. Bigbee at Temple Hill on Thursday, May 26,1949. Mr. 
Rose stated that the chicken fry was an annual picnic of the District of Columbia 
insuring office and that tickets were $1.50 apiece ; that he believes a case of liquor 
was donated by Mr. Magazine, which liquor was brought to the site of the picnic 
by Mr. Wise. 

Mr. Edward B. Wise, mortgage risk examiner, was interviewed on June 1, 1949. 
Mr. Wise admitted that at Christmas, 1948, he received a wristwatch from Haris 
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Construction Co. and a Sunbeam electric percolator from the Colonial Investment 
Co.; and that he also received several bottles of whisky. Mr. Wise stated that on 
Thursday, May 26, he picked up a case of liquor at Eig’s Liquor Store on Georgia 
Avenue and took the liquor to the FHA picnic; and that the liquor was denated 
by Mr. Magazine. 

Mr. John R. Blakistone, assistant chief valuator, 2116 South Culpepper Street, 
Arlington, was interviewed June 8, 1949. Mr. Blakistone stated that around 
Christmas of 1948 he received a wristwatch from Haris Construction Co, 7 bottles 
of liquor from various sources, a year’s subscription to Readers’ Digest, 2 neckties 
from an unknown source, and some fruit from Investors Syndicate. Mr. Blaki- 
stone stated that, when the watch came in, he went to Mr. Lyons, his superior, and 
asked Mr. Lyons for advice in reference to the wristwatch; that Mr. Lyons told 
him he saw no harm in it—that he (Blakistone) was not the only one who re- 
ceived a watch, and apparently it was given to him in appreciation for the help 
ke gave Haris Construction Co. during the year. Mr. Blakistone stated that he 
also consulted Mr. Cox, assistant chief underwriter, and that Mr. Cox told him 
to use his own judgment—that the front office knew about the watches, but that 
he (Cox) was going to give his watch back. Mr. Blakistone stated that he did 
not return the watch. 

Mrs. Marie Travis, clerk-typist, was interviewed on June 6, 1949. (Mrs. Travis 
is no longer in the employ of the Federal Housing Administration.) Mrs. Travis 
admitted that around Christmas, 1948, she received a wristwatch from the Haris 
Construction Co.; that she also received a small vial of perfume from Godden & 
Small, and a silk searf which was sent through the mail from Grossberg; that 
she also received 2 pounds of candy from unknown sources. Mrs. Travis stated 
that Mr. Brennan, her superior, knew about the watches and knew that she had 
received one, as had a Mrs. Clark, also employed in the section. 

Mrs. Travis was asked whether she was ever requested to give preferential 
treatment to any particular case, and she stated that mortgagees called her in 
reference to cases in process and, when she had located the cases, she would, in 
turn, refer them to Mr. Brennan: that after Mr. Brennan looked over the cases 
he would return them to her with the instructions, “Do this case next,” or “Do 
this case today,” or “Do this case whenever you can.” 

Mrs. Helen Mahoney, 4624 Knox Road, College Park, Md., clerk-typist on receiv- 
ing desk, was interviewed on June 6, 1949. Mrs. Mahoney stated that around 
Christmas, 1948, she received a wristwatch from Haris Construction Co., a set of 
earving knives from Colonial Investment Co., a small vial of perfume from 
Godden & Small, and a scarf which was sent through the mails from a Joe Smith 
or Grossberger. Mrs. Mahoney stated that Mr. Cox came to her after Christmas 
and stated he had received a watch, but was returning it and that at the time she 
did not realize that Mr. Cox was telling her to return her watch. Mrs. Mahoney 
stated that all the girls knew she had the watch although she did not open the 
package until she got home, and that there were several watches given out in the 
office. 

Mr. John C. Brennan, office manager, was interviewed on June 6, 1949. Mr. 
Brennan stated that around Christmas, 1948, he received a Wittnauer Longine 
watch from Haris Construction Co.; that there was a price tag in the box of 
$60 or $65; that he also received a Sunbeam electric percolator from Colonial 
Investment Co. and about four bottles of liquor from various sources. Mr. 
srennan stated that the watches came in by Western Union messenger; that Mr. 
Burckes and Mr. Hewitt were out, but he saw the messenger go into their offices 
and thereafter he (Brennan) had occasion to go into Mr. Hewitt’s office, in which 
there is also the desk of Mr. Burdette, and on each desk he saw the same type of 
package as the one delivered to him (Brennan) by the messenger boy. 

Mr. Brennan stated that after Christmas he talked to Mr. Cox and Mr. Cox in- 
formed him that he had received a watch, but returned it. Mr. Brennan stated 
he had no excuse to make—that he knew it was wrong and he should not have 
accepted the watch, but he did so as others were getting watches and he saw no 
reason Why he should be different from the rest. 

Mr. James I. Birchett, construction examiner, 3426 16th Street NW., apartment 
(02, was interviewed on June 8, 1949. Mr. Birchett stated that at Christmas, 
1948, he received one bottle of whisky and he does not know who the donor was. 
He stated that he had been at home quite a while with a broken ankle and there- 
fore had not been on the job prior to Christmas. (The leave records disclosed 
that Mr. Birchett was on sick leave from November 30 to December 13, 1948, 
which used all of his aecrued sick leave, and from December 14 through 4 hours 
of December 24, he was on annual leave.) 
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Mr. William F. Raymond, construction examiner, 712 Varnum Street NW., 
was interviewed June 8, 1949. Mr. Raymond stated that he received 5 or 6 
bottles of whisky from various donors at Christmas, 1948. He stated that he 
did not know of auy occasion where inspectors met or spent any time in beer 
parlors. r 

Mr. Daniel C. Bigbee, construction examiner, 2200 32d Place SE., was inter- 
viewed on June 8, 1949. Mr. Bigbee stated that he received a subscription to 
Reader's Digest around Christmas, 1947, and on Christmas, 1948, he received 2 
ties from an unknown donor and 5 bottles of liquor from various sources. Mr. 
Bigbee stated that he was in charge of arrangements for the chicken fry which 
was held on his property in Temple Hills on Thursday, May 26, 1949; that he 
(Bigbee) invited Mr. Magazine to attend the party and Mr. Magazine stated 
that he could not go, but that he would like to donate a case of whisky; that he 
(Bigbee) asked Mr. Wise to pick the whisky up, which was done and said 
whisky delivered to the picnic grounds, 

Mr. Lawrence W. Rust, assignment valuator, 4000 Cathedral Avenue NW., 
apartment 118 was interviewed on June 8, 1949. Mr. Rust stated that in 1947 
at Christmas he received 1 bottle of liquor and that at Christmas, 1948, he 
received 3 or 4 bottles of liquor from unknown donors 

Mr. Charles H. Bohland, construction examiner, 4308 Kaywood Drive, Mount 
Rainier, apartment 5, was interviewed on June 10, 1949. Mr. Bohland stated 
that in 1947 he received 2 rolls of colored 33 mm. film, 3 bottles of liquor, and 
from Colonial Investment Co. an Emerson personal portable radio; that in 1948 
he received 2 or 3 bottles of whisky. (It is to be noted that Mr. Bohland’s name 
is not on Mr. Taube’s list for radios in 1947. Information disclosed during 
investigation indicates that somehow the distribution of the radios was con 
fused at the party which was held by Mr. Taube just prior to Christmas, 1547.) 
Mr. Bohland expressed the thought that it was always his opinion that he 
was given the radio by mistake. 

Mr. William FP. Robinson, construction examiner, 2510 Second Street NW,, 
apartment 206, was interviewed on June 10, 1949. Mr. Robinson stated that he 
did not receive any presents from anyone connected with FHA transactions in 
1947 or 1948. 

Mr. Walter W. Birchett, construction examiner, 4926 Sedgwick Street NW 
was interviewed June 10, 1949. Mr. Birchett stated that around Christmas, 
1948, he received 3 bottles of whisky and 1 bottle of wine from unknown donors. 

Mr. Edward E. Knott, construction examiner, George Washington Inn, New 
Jersey Avenue at C Street SE., was interviewed June 10, 1949. Mr. Knott 
stated that he has been with Federal Housing Administration for only 6 weeks 

Mr. Frank J. Wilfong, construction examiner, 1734 North Troy Street, Colonial 
Village, Arlington, apartment 1726, was interviewed June 10, 1949. Mr. Wil- 
fong stated that in 1948S he received 2 or 3 bottles of liquor from unknown 
sources, 1 turkey from Jefferson Village, and an electric clock from Mr 
Berustein, 

Mr. Norman L. Dean, valuator, 1500 Farragut Street NW., was interviewed 
June 10, 1949. Mr. Dean stated that in 1948 he received 2 bottles of whisky 
from Mr. Pomponio, 1 bottle from an unknown source, 2 ties from an unknown 
source, a subscription to Reader’s Digest from Berens & Co., and a carton of 
pears from Investors Syndicate. 

Mr. Clarence H. Fleming, construction cost examiner, P. O. Box 526, Alex- 
andria, was interviewed on June 10, 1949. Mr. Fleming stated that in 1947 
about Christmastime he received a bottle of whisky from an unknown donor; 
that about Christmas, 1948, he received 5 bottles of whisky from an unknown 
source, 3 ties from an unknown source, and a subscription to Reader’s Digest 
from Berens & Co. 

Mr. George Van Wagner, construction examiner, 1735 33d Place SE., apart- 
ment 104, was interviewed June 10, 1949. Mr. Van Wagner stated that he 
received approximately 4 bottles of whisky around Christmas, 1948, from un- 
known sources. 

Mr. Rufus A. Wilson, construction examiner, 10005 Brookmore Drive, Silver 
Spring, was interviewed June 9, 1949. Mr. Wilson stated that he received 6 
bottles of liquor from Mr. Anthony Izzo, 3 bottles of liquor from Mr. Magazine, 
1 bottle from Republic Engineering Corp., to which there was attached a $20 bill 
which he returned to Mr. E. Rosenfeld 2 or 3 days later, and 3 bottles of liquor 
from unknown sources, a set of kitchen knives from Sligo Construction Co., 2 
ties from unknown sources, a subscription to Reader’s Digest from Berens, a 
basket of fruit from Jefferson Dyer Co., and he attended a party given by Mr 
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Magazine at Benny Bortnick’s early in the fall of 1948. In 1947, Mr. Wilson 
Stated he received a $10 hat certificate from the Goodacres job, a key carrier 
and wallet from Sligo Construction Co., and 4 or 5 bottles of liquor from 
unknown donors. 

Mr. Ole Larson, construction examiner, 1110 North Pitt Street, Alexandria, was 
interviewed June 9, 1949. Mr. Larson stated that in 1948 around Christmas he 
received 2 quarts of whisky from unknown donors, 1 ham from Virginia Gardens, 
1 electric alarm clock from Fort Myer Heights, 1 turkey (small) from Leland 
Construction Co., 3 ties from an unknown source, and a subscription to Reader’s 
Digest from Berens. 

Mr. Robert C. Higgins, construction examiner, 1200 South Thomas, Arlington, 
was interviewed on June 9, 1949. Mr. Higgins stated that about Christmas, 1948, 
he received 2 bottles of whisky from unknown sources, 2 ties from an unknown 
source, and a subscription to Reader’s Digest from Berens & Co. 

Mr. Ernest T. Reilly, construction examiner, was interviewed on June 9, 1949. 
Mr. Reilly stated that he received 3 bottles of whisky from an Italian subcon- 
tractor whose name he does not remember, 3 bottles of whisky from Wortheimer, 
and about 20 bottles from unknown sources; that he received 2 ties through the 
mail from an unknown source, and a subscription to Reader’s Digest from Berens 
& Co. 

Mr. Alexander Linn, construction examiner, 1725 North Twelfth Street, Arling- 
ton, was interviewed June 9, 1949. Mr. Linn stated that in 1948 around Christ- 
mas he received 3 or 4 bottles of whisky from unknown sources, 2 ties from an 
unknown source, 1 gift certificate for $25 from Jefferson Village—said certificate 
being drawn on Woodward & Lothrop; that he spoke to Mr. Simpson about the 
gift certiiicate, and that Mr. Simpson told him to use his own judgment; and that 
he also received a subscription to Reader’s Digest from Berens & Co. 

Mr. John T. Whittaker, construction examiner, 608 Prince George Street, Laurel, 
Md., was interviewed June 9, 1949. Mr. Whittaker stated that at Christmas, 
1948, he received 6 or 8 bottles of whisky from unknown sources; 2 ties from an 
unknown source, a subscription to Reader’s Digest from Berens & Co., a $25 
gift certilicate from Mr. Richaman drawn on Raleigh Haberdashers. Mr. Whit- 
taker stated that he did not consult Mr. Simpson about the gift certificate inas- 
much as he knew several other certificates had been given out in the office. 

Mr. George J. Schladt, valuator, 5501 Potomac Avenue NW., was interviewed 
June 10, 1949. Mr. Schladt stated that around Christmas, 1948, he received 2 
bottles of liquor, 2 ties, and a subscription to Reader’s Digest. 

Mr. Edward M. Horn, valuator, 3051 Idaho Avenue NW., apartment 209, was 
interviewed June 10, 1949. Mr. Horn stated that at Christmas, 1947, he received 
a carton of cigarettes from an unknown source; that around Christmas, 1948, 
he received 5 bottles of whisky from various sources, 2 ties from an unknown 
source, and 1 ham from the Metropolitan Mortgage Co. 

Mr. Max L. Waeber, assistant chief architect, 7234 15th Place NW., was inter- 
viewed on June 10, 1949. Mr. Waeber stated that in 1948 around Christmas 
he received four bottles of whisky and a subscription to Reader’s Digest. Mr. 
Waeber was asked whether he ever drew plans for builders or others for which 
he received compensation. He stated that he had drawn the plans for a house 
on East-West Highway and received $250 therefor from a Mr. Sandberg or 
Sarberg, but that he was given permission by the national office, as the job was 
not an FHA transaction. He also stated that he drew plans for a house for 
Mr. Simpson, Mr. Burdette, Mr. Hewitt (barn and antique shop), and alterations 
for a house and garage for Mr. Blakistone; that he also drew plans for a house 
for the former office manager of the district office before Mr. Brennan. Mr. 
Waeber stated that all the houses were erected except Mr. Burdette’s. He stated 
that he also drew plans for close friends for which he received no compensation. 

Mr. Robert L. Hart, construction aide, 3647 11th Street NW., was interviewed 
on June 10, 1949. Mr. Hart stated that around Christmas, 1948, he received 
two ties, a bottle of wine, and a subscription to Reader’s Digest. 

Mr. Henry Dollar, construction examiner, 401 37th Place SE., apartment 202, 
was interviewed on June 10, 1949. Mr. Dollar stated that around Christmas, 
1948, he received 6 bottles of liquor from unknown sources, 2 neckties from an 
unknown source, and a subscription to Reader’s Digest from Berens & Co. 

Mr. Walter E. Wakeman, who was at home ill during this investigation, called 
the office of the Section of Investigation and made the following statement on 
June 10, 1949: That around Christmas, 1947, he received approximately 5 bottles 
of whisky from unknown sources; that around Christmas, 1948, he received a 
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subscription to Reader's Digest from Berens & Co., 3 bottles of liquor from 
unknown sources, 2 ties from an unknown source, a gift certificate for a shirt 
from a Mr. Kinsky; and that during the year 1948 he received a ticket to the 
opening ball game, he believes, from a Mr. Pomponio. 

Mr. Charles Henry Gaskins, construction examiner, 312 Highview Avenue, 
Silver Spring, was interviewed on June 13, 1949. Mr. Gaskins stated that he 
received one necktie from a Mr. Smith around Christmas, 1948. 

Mr. Walter H. Wolverton, construction examiner estimator, title II, 1715 19th 
Street NW, Apartment 5, was interviewed on June 13, 1949. Mr. Wolverton 
stated that in 1947 he received a subscription to Reader’s Digest from Berens & 
Co.; that in 1948 he received a subscription to Reader’s Digest, 2 ties from an 
unknown source, and 8 bottles of whisky. 

Mr. Albert E. West, estimator, 1309 Emerson Street NW, was interviewed on 
June 13, 1949. Mr. West stated that around Christmas, 1948, he received 2 ties, 
a subscription to Reader’s Digest, and 4 bottles of whisky which were given 
to him by the boys in the FHA office. 

Miss Florence Dalton, administrative analyst, 1855 Irving Street NW, was 
interviewed on June 13. Miss Dalton stated that around Christmas, 1948, she 
received a subscription to Reader’s Digest, a bottle of wine, and 3 bottles of 
whisky from the man in the FHA office. 

Miss Bernice Large, clerk-typist, 4102 Gallatin Street, Hyattsville, Md., was 
interviewed June 14, 1949. Miss Large stated that around Christmas, 1948, she 
received one box of candy from an unknown donor and a scarf through the mail. 

Mr. Clyde Webster, architectural examiner, 2811 Eighth Street, South Arling- 
ton, Apartment 392--A was interviewed on June 14, 1949. Mr. Webster stated 
that around Christmas, 1947, he received a personal portable radio from Colonial 
Investment Co.: that in 1948 he was visiting his people at home and, when he 
returned to the office after the holidays, he found one bottle of liquor in his desk 
drawer. 

Mr. Kevin Thomas Ryan, construction examiner, RFD No. 1, Bowie, Md., was 
interviewed on June 14, 1949. Mr. Ryan stated that in 1947 at Christmas he re- 
ceived 3 bottles of whisky and a subscription to Reader’s Digest; that at Christ 
mas, 1948, he received 7 bottles of whisky, 3 of which were from Mr. Magazine, 
3 ties from an unknown source, a box of pears from Investors Syndicate, and a 
subseription to Reader’s Digest from Berens & Co. 

Mr. C. Sprigg Sands, construction cost examiner, Box 93, Gambrills, Md., was 
interviewed on June 9, 1949. Mr. Sands stated that around Christmas 1948, he 
received a wristwatch from Haris Construction Co.: that he returned this wrist- 
watch by registered mail a week or 10 days after Christmas and holds the 
registered receipt therefor ; that in 1948 he also received 2 ties from an unknown 
source, 3 bottles of liquor, and a subscription to Reader’s Digest. (It will be 
noted that Mr. Sands testified before the Senate committee hearing on Viers Mill 
Village.) 

Mrs. Anne H. Hushing, clerk-typist, 400 East Custis Avenue, Alexandria, was 
interviewed on June 14, 1949. Mrs. Hushing stated that around Christmas, 1948, 
she received 2 boxes of candy from an unknown source, 1 vial of perfume from 
Godden & Small, a subscription to Reader's Digest from Berens & Co.; 1 silk scarf 
which was left in her desk, and 3 pairs of nylons which were !eft in her desk. 

Mr. John W. Foreman, construction examiner, Greenway, Va., was interviewed 
on June 14, 1949. Mr. Foreman stated that around Christmas, 1948, he received 
2 bottles of whisky from the boys in the office, a subscription to Reader‘s Digest 
from Berens & Co., and 2 ties from an unknown source. 

Mrs. Jean D. Baker, secretary-stenographer, 3509 Ames Street, NE, Apartment 
203 was interviewed on June 14, 1949. Mrs. Baker stated that at Christmas, 1948, 
she received 2 or 3 pounds of candy, a scarf, a small vial of perfume, and a sub- 
scription to Reader’s Digest. 

Mr. Francis A. Simmons, construction examiner, 83715 T Street NW, was inter- 
viewed on June 14, 1949. Mr. Simmons stated that around Christmas, 1948, he 
received one bottle of wine which was left in his car and a bottle of whisky which 
was left in his car and a subscription to Reader’s Digest from Berens & Co. Mr. 
Simmons stated that he attended a party in the spring of 1948 which was given by 
Mr. Magazine at Benny Bortnick’s Restaurant; that a number of FHA inspec- 
tors who worked on Mr. Magazine's project were present; that Mr. Simpson was 
also present, but that he does not remember any others. 

Mrs. Shirley Windsor, 3511 Longfellow Street, Hyattsville, Md., was.interview 
on June 14, 1949. Mrs. Windsor stated that she has been employed by FHA 
only since March 31, 1949. 
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Miss Mary Marathon, clerk-typist, 1501 Neal Street NE, was interviewed on 
June 14, 1949. Miss Marathon stated that around Christmas, 1948, she received 
a silk scarf, 3 pounds of candy, and a subscription to Reader's Digest. 

Mr. George H. Lommel, construction examiner, 2818 South Eighth Street, Arl- 
ington, Va., was interviewed on June 14, 1949. Mr. Lommel stated that around 
Christmas, 1948, he received 7 bottles of liquor, some fruit, 2 ties, and a sub- 
scription to Reader’s Digest. 

Miss Louise Surface, clerk-typist, 1010 Randolph Street NW., apartment 2, was 
interviewed June 14, 1949. Miss Surface stated that at Christmas, 1948, she 
received 2 pounds of candy, a silk scarf, and a subscription to Reader’s Digest. 

Miss Lucy L. Tuinman, 1855 Irving Street NW., was interviewed June 14, 
1949. Miss Tuinman stated that at Christmas, 1948, she received 2 pounds of 
candy, a silk scarf, and a subscription to Reader’s Digest. 

Miss Aileen Lee, Beltsville, Md., was interviewed June 14, 1949. Miss Lee 
stated that at Christmas, 1948, she received a pair of nylons from the men in 
the office, a vial of perfume, 3 boxes of candy, and a subscription to Reader’s 
Digest. 

Mrs. Pat M. Schladt, clerk, 5501 Potomac Avenue NW., was interviewed June 
14, 1949. Mrs. Schladt stated that at Christmas, 1948, she received 2 handker- 
chiefs from Haris Construction Co., 1 scarf from an unknown source, a sub- 
scription to Reader's Digest from Berens & Co., 2 or 3 pounds of candy, and 2 
pairs of nylons from a Mr. Kinsky. 

Miss Jean M. De Meritt, assistant closing clerk, 4000 21st Street NE., was inter- 
viewed June 14, 1949. Miss De Meritt stated that at Christmas, 1948, she re- 
ceived a silk scarf through the mails. 

Mr. Frank E. Stefi, construction examiner, 5403 Queens Chapel Road, Hyatts- 
ville, Md., was interviewed June 14, 1949. Mr. Stefi stated that at Christmas, 
1948, he received about 1 dozen bottles of liquor, among which were 2 bottles 
of liquor and 1 bottle of wine from Mr. Magazine and 8 bottles of liquor from 
Mr. Tony Izzo, 1 turkey from Morris Hurwitz, 3 ties from an unknown source, 
and a box of fruit from Mr. H. P. Dyson, and a subscription to Reader’s Digest 
from Berens & Co. 

Mrs. Naomi Williams, secretary-stenographer, 751 12th Street SE., was inter- 
viewed on June 14. Mrs. Williams stated that in 1947 she received a carton of 
cigarettes through the mail from Investors Syndicate and a subscription to 
Reader’s Digest from Berens & Co.; that in 1948 she received a subscription to 
Reader’s Digest from Berens & Co., 4 or 5 boxes of candy from unknown sources, 
a vial of perfume, a scarf, 2 handkerchiefs, and a small bottle of toilet water. 

Mr. Perley W. Clogston, construction examiner, Annapolis Hotel, Apartment 
1114, was interviewed June 14, 1949. Mr. Clogston stated that at Christmas, 
1948, he received 3 bottles of liquor from M & P Co., 3 ties through the mail, and 
i Subscription to Reader’s Digest from Berens & Co. 

Mr. Ralph Cooper, construction examiner, 2134 G Street NW. 
June 14, 1949. 
May 2, 1949. 


Mr. Harrison C. Jacobs, construction examiner, 714 North Kenmore Avenue, 
Arlington, was interviewed on June 15, 1949. He stated that in 1947 at Christ- 
mas he received a half case of whisky from Olney & Landreth: that in 1948 he 
received 4 decanters of Kentucky Tavern whisky from a Mr. Hurwitz, 1 bottle 
of whisky from Goodwin Gardens, 2 neckties from an unknown source, and a 
subscription to Reader's Digest from Berens & Co. 

Mr. James M. Long, valuator, 1351 Park Road NW., Apartment 1, was inter- 
viewed June 15, 1949. Mr. Long stated that at Christmas, 1948, he received 2 
ties from an unknown source and a subscription to Reader’s Digest from Berens 
& Co. 

Mr. Ralph R. Rapp, construction examiner, 1421 Massachusetts Avenue NW., 
Apartment 401, was interviewed June 15, 1949. Mr. Rapp stated that around 
Christmas, 1948, he received 3 bottles of whisky from various sources, 2 ties, and 
a subscription to Reader's Digest from Berens & Co. 

Mr. Jeremiah Tempone, construction examiner, 1305 Hemlock Street NW., was 
interviewed June 15, 1949. Mr. Tempone stated that around Christmas, 1947, 
he received 1 or 2 bottles of liquor and a subscription to Reader's Digest from 
Berens & Co.; that in 1948 he received 1 or 2 bottles of liquor, 2 ties, and a sub- 
scription to Reader’s Digest. 

Mr. David W. Townsend, construction examiner, 5512 Carolina Place NW.., 
was interviewed June 15, 1949. Mr. Townsend stated that around Christmas, 
1948, he received 9 bottles of liquor from 5 different jobs, 1 box of cigars, 2 ties, 
and a subscription to Reader's Digest. 
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Miss Camille Fyalkowski, clerk-stenographer, was interviewed on June 2, 1948. 
Miss Fyalkowski stated that at Christmas, 1948, she received a box of pears from 
investors Syndicate, 2 pairs of nylons from Haris Construction Co., a pair of 
nylons from the men in the office, a vial of perfume from Godden & Small, and 
a silk scarf from Smith-Grossberger. 

Miss Betsy Sprague, 2707 Eighth Street, South Arlington Apartment 333-—A 
was interviewed June 6, 1949. Miss Sprague stated that around Christmas, 1948, 
she received a box of pears from Investors Syndicate, to pairs of nylons from 
Haris Construction, 1 pair of nylons from the men in the office, a vial of perfume 
from Godden & Small, and a silk searf from Smith-Grossberger 

Mrs. Mary Rita Horner, clerk-stenographer, 11 East Rosemont Avenue, Alexan 
dria, was interviewed on June 6, 1949. Mrs. Horner stated that at Christmas, 
1948, she received one handkerchief from Haris Construction Co., a small vial 
of perfume from Godden & Small, a silk scarf from Smith-Grossberger, 5 pounds 
of candy, a bottle of toilet water from Banks & Lee, and a box of pears from 
Investors Syndicate. 

Mrs. Dorothy M. Kaiser, clerk, was interviewed May 27, 1949. Mrs. Kaiser 
stated that around Christmas, 1948, she received a set of carving knives from 
Colonial Investment Co.; that she received a subscription to Reader’s Digest, 
a vial of perfume, and a few boxes of candy, and a silk scarf through the 
mails. 

Mr. John C. Johnson, valuator, was interviewed June 2, 1949. Mr. Johnson 
stated that at Christmas, 1948, he received a few bottles of liquor, a tie, and a 
subscription to Reader’s Digest. 

Mr. J. R. Pasquale, construction examiner, was interviewed on June 13, 1949. 
Mr. Pasquale stated that at Christmastime, 1948, he received a couple of bottles 
of liquor from unknown donors. 

Miss Antoinette Zyvoloski, clerk-typist, was interviewed on June 8, 1949, and 
stated that she received a silk scarf, a couple of boxes of candy, and a subscrip- 
tion to Reader’s Digest. 

Mrs. Shirley J. Wilson, clerk-typist, stated that she received a couple of pounds 
of candy, a silk searf, and a subscription to Reader’s Digest. 

Mr. Lawrence G. Schumacher, mortgage service representtaive, 2504 Allison 
Street, Mount Rainier, Md., was interviewed June 20, 1949. Mr. Schumacher 
stated that at Christmas, 1947, he received 6 bottles of whisky, 3 bottles of wine. 
1 ham, a box of fruit mailed to him from Florida by Mr. Magazine, 5 or 6 ties from 
different sources, and a subscription to Reader’s Digest; that at Christmas, 1948. 
he received a wristwatch from Haris Construction Co., which he returned te 
Mr. Straus a couple of days later: that he also received 8 bottles of whisky, 
which included 3 bottles of liquor and 2 bottles of wine from Mr. L. Minscoff 
a ham from Mr. L. Anderson, 8 neckties from various sources, a box of fruit 
from Florida from Mr. Magazine, a carton of cigarettes from Investors Syndi- 
cate, and a subscription to Reader’s Digest. Mr. Schumacher stated that he 
returned the wrist watch to Mr. Straus because he thought it was “a little toe 
much to accept.” 

Mrs. Elizabethe Nurney Weeks, clerk-typist, 1437 K Street SE, Apartment 3, 
was interviewed on June 20, 1949. Mrs. Weeks stated that around Christmas. 
1948, she received two boxes of candy, a silk scarf from Smith-Grossberger, and 
a subscription to Reader’s Digest. 

Mrs. Cleo B. Stewart, file clerk (neighborhood information), 3974 Blaine Street 
NE, was interviewed June 20, 1949. Mrs. Stewart stated that around Christmas 
1948, she received a silk scarf from Smith-Grossberger, 3 boxes of candy from un 
known sources, 1 vial of perfume, and a subscription to Reader’s Digest. 

Mrs. Josephine Cuzzo Vagnoni, clerk-typist, 2015 Jackson Street NE, was inter 
viewed June 20, 1949. Mrs. Vagnoni stated that around Christmas, 1948, she 
received 1 silk scarf from Smith-Grossberger, 2 boxes of candy from unknown 
sourees, and a subscription to Reader’s Digest. 

Mr. Telesphore Senesac, construction examiner, 4804 Bradley Street, Chevy 
Chase, Md., was interviewed June 20, 1949. Mr. Senesac stated that around 
Christmas, 1948, he received 2 bottles of liquor from the bricklayer subcontractor 
at Kent Village, 2 ties from unknown sources, and a subscription to Reader’s 
Digest. 

Mr. Heath Berry, senior valuator, 7218 Central Avenue, Capitol Heights, Md., 
was interviewed June 21, 1949. Mr. Berry stated that around Christmas, 1947, 
he received a personal portable radio from the Colonial Investment Co., and about 
14 or 15 bottles of liquor from various sources; that at Christmas, 1948, he re- 
ceived a $15 gift certificate on Woodward & Lothrop from Hamburg & Rose, 
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builders, 8 or 9 bottles of whisky from various sources, and a subscription to 

Reader’s Digest. Mr. Berry stated that he still has the gift certificate. He also 

stated that he did not receive a watch from Haris Construction Co. 

The Cuamman. Getting back to this No. 6, Patchogue Gardens, 
there are a few questions I want to ask about that. They invested 
only $1,000 in the project ? 

Mr. McKenna. $1,000 was their investment. They may have had 
to advance other sums in order to get it rolling. 

The Cuatrman. They immediately took out $155,000 when the proj- 
ect was completed ? 

Mr. McKenna. That is right. They withdrew $155,000. I don’t 
have the precise amount. 

The Crairman. The project is now back in the hands of FHA? 
They had to repossess it. 

Mr. McKenna. That is correct, sir. 

The Cuarrman. How long after they had paid themselves $155,000, 
did FHA repossess this particular project ? 

Mr. McKenna. I believe it was paid to them 3 months after the 
original default—3 months after the default, but before the acquisition 
date—it was conveyed to them September 18, 1952. The payment of 
the dividend was July 1, 1951. 

The Cuamman. They paid themselves $155,000 within 3 months 
after the project was completed ? 

Mr. McKenna. After the project defaulted, sir. It was already in 
default when they paid this money to themselves. 

The Cuarrman. The project was already in default? 

Mr. McKenna. When they paid the money to themselves. 

The Cuarrman. When they paid the $155,000 to themselves ? 

Mr. McKenna. According to FHA records, that is true. 

The Cuarrman. FHA did nothing about it? 

Mr. McKenna. FHA took title to the property but did nothing 
about it. 

The Cratrman. Didn’t FHA own preferred stock in this project ? 

Mr. McKewwna. Yes, and there is another case here which illustrates 
that rather dramatically. FHA as preferred stockholder had the 
right when a project went into default to move in, take over the cor- 
poration, to collect its assets, and even to avoid the necessity of defi- 
ciency judgments proceedings afterward, to get whatever money the 
corporation had or had a right to then as preferred stockholder and 
they didn’t do it here. 

The Cuarrman. Let’s make sure I understand this. These people 
only put a thousand dollars in to start with. 

Mr. McKenna. That was their investment. 

The Cuarrman. After the project was in default and FHA had re- 
possessed it, they declared $155,000 dividend ? 

Mr. McKenna. Before they repossessed, but after it was in default. 

The Cuairman. Before they repossessed but after it was—while 
they were in the process of repossessing it they declared $155,000 div- 
idend. 

Mr. McKenna. Whether they had begun the repossession process 
then I don’t know, but certainly after the project was in default, yes, 
5 months after default. 

The CHarrmMan. Doesn’t FHA put these concerns in bankruptcy ? 
I thought we had laws that you couldn’t take money out of a cor- 
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poration within—out in Indiana I forget what it is; I think it is 
4 months if you go bankrupt. 

Mr. McKenna. We are now in the process of determining how 
much of this money FHA can collect back anyway, Senator, but cer- 
tainly under those circumstances 

The Cuamman. I don’t know about New York, but in Indiana if 
you take money out of a corporation 4 months prior to going bankrupt, 
you must return the money. 

' Mr. McKenna. It is my personal opinion that even if it weren’t 
in default FHA could make them pay it back in as a legal matter. 

The Cuatrman. What do the records show FHA did in this par- 
ticular instance ¢ 

Mr. McKenna. They let the $155,000 go out and didn’t do anything 
about it. 

The Cuarmman. Did they take any action whatsoever against them ! 

Mr. McKenna. We have no record whatsoever in FHA’s records. 

In that connection, I might point out that there were rather vague 
charges against Mr. Grace, indirectly related to this particular project 
back in 1949. There was a report of investigation there—I don’t have 

it here, but I think it would be well to turn it over to the committee 
later. The report again was inconciusive. That was back in 1949. 
That report again was sent to the Department of Justice approxi- 
mately 3 years later and again after the statute of limitations had run 
on the charges there set forth. In other words, after they got the 
report of investigation, making serious charges against the highest 
official in the New York office, FHA sat on it for 3 years and then, 
after the statute of limitations had run, sent it over to the Department 
of Justice. In this, however, apparently if Mr. Grace had those in- 
terests that are alleged against him, he didn’t get rid of them because 
there was another investigation in 1952. Again the charge was made 
that it was his law firm, a firm in which he had interest, that was 
processing these applications. Again there was an investigation. 

The Cnatmman. You are throwing this name “Grace” around. 
What is the full name? 

Mr. McKenna. He was formerly State director in New York. 

The Cuarrman. You mean he was former State FHA director ? 

Mr. McKenna. Yes, until about a year ago, I believe. 

The CuarrMan. And he is a lawyer? 

Mr. McKenna. Yes. 

The Cuarman. Has a law firm? 

Mr. McKenna. Yes. 

The Cuarrman. What is the name of the law firm / 

Mr. McKenna. Grace & Grace. 

The Cuarrman. It is two brothers, is it ? 

Mr. McKenna. I believe so. 

The Cuamman. One of them is a practicing lawyer and the other 
one was the State FHA director. 

Mr. McKenna. That is correct. 

The Cuarrmay. Is he still State FHA director ? 

Mr. McKenna. No, he resigned last year after a second investiga- 
tion, I believe last year or 1952, I am not certain of that date, after 

a second investigation, and in the course of which he pretty much 

conceded the basic facts were true. He then was allowed to resign 
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and this time, so far as I know, no referral was made to the Depart- 
ment of Justice until, of course, this investigation began when we 
called the matter to the attention of the FBI. 

The Cuarrman. Do you know Mr. Grace’s first name / 

Mr. McKenn,. Thomas. We have no way of knowing whether 
Mr. Grace is completely innocent or guilty. We can only say this: 
FHA had no right to sit on those charges since they were charges 
involving criminal charges and allegations affecting its own employ- 
ees. Nevertheless, we have another case in which ‘they sat on it for 
3 years until the statute of Limitations had run. 

The Senator asked a moment ago about failure of FHA to protect 
its interest. We have a case which shows how oblivious FHA was to 
its own interest, even though it had in its hands power to collect back 
money due to it. That is the Lewis Garden case, Henrico County, 
Va., which I believe is close to Richmond. The FHA insurance fund, 
according to its own estimates, is going to lose somewhere between 

$700,000 and $2 million, and they seem to think it will be $2 million 
on Lewis Gardens, which FHA has acquired on the default of the 
mortgagors. The cost of acquisition on foreclosure and repairs since 
then by FHA amount to almost $4 million. FHA itself has valued 
the project at about $2 million. 

The mortgages in ‘this case exceeded cost by over $400,000. The 
sponsor of the project was Franklin A. Trice, of Richmond. He 
purchased the land on which the project was built for a net price of 
$13,987. That is the share of the land, the part of the land which was 
used in the project. I don’t have in hand the total cost of all the land 
that he bought from the Government, but on the income-tax returns, 
which he showed to the investigators, he valued that share, which he 
used there, at $13,987. Even though he purchased this land from the 
Government for $13.900, FHA valued it at $190,000, and Trice ex- 
changed it for $526,000 worth of corporate stock. The land was 
Trice’s only investment in the project. 

After the project was completed, and when it had half a million 
dollars in surplus derived from this windfall, FHA nevertheless de- 
ferred the corporation’s mortgage payments and waived payments to 
the reserve for replacement on the plea that the income of the corpora- 
tion was not adequate to make the payments. 

The Cuarrman. You mean when they had some $500,000 cash on 
hand? 

Mr. McKenna. They had that much in assets on their balance 
sheets. 

The CuarrMan. Cash on hand? 

Mr. McKenna. That is right. 

Senator Frear. It doesn’t say “cash on hand.” 

Mr. McKenna. Except to the extent he loaned it to other corpo- 
rations that he also controlled. 

Senator Frear. Cash could have been made available there. 

Mr. McKenna. That is correct, sir. In 1952 and 1953 the project 
defaulted. The five sections were bid in at foreclosure sale by the 
mortgagees at an acquisition cost which was within about $40,000 of 
the total amounts of the mortgages. In other words, by bidding it 
in that high, FHA precluded itself from large deficiency judgments 
even though the corporation had the money and since then FHA 
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has had to pay over $200,000 to rehabilitate the property. That is in 
FHA’s own records, and while we have conducted a field investiga- 
tion of this case to verify the facts, nevertheless most of our original 
information comes from FHA’s own records, and FH A’s own records 
show that on August 31, 1952, the mortgagor corporations had $524,- 
000 in loans outstanding. F HA as the preferred stockholder under 
the charter of the corporation had the right to move in and to recover 
this money, but it didn’t do so. 

Senator Frear. Were those loans to stockholders or officials of the 
corporation ¢ 

Mr. McKenna. The procedure is set forth in the memorandum 
here, Senator, I believe in the next to the last paragraph. It is rather 
complicated, but it did go to Mr. Trice’s own interest and it eventually 
ends up with Mr. Trice. 

The Cuarrman. I might say at this point we find a general pattern 
where they mortgage out and get several hundred thousand dollars 
cash on hand. Instead of paying it out in dividends they just loan 
it to themselves, sometimes at no interest whatsoever. They use the 
money then in other projects, of course, making money on it. It is 
pyramided. 

Senator Frear. What liability do they give to the corporation when 
they take it out in that manner? Is it recoverable in your opinion? 

Mr. McKenna. It is, of course, recoverable. 

The Cuamrman. They loan it to another corporation. They are 
very careful they don’t loan it to themselves. 

Mr. McKenna. It is recoverable but at option of the stockholders. 
In conection with that, as the Senator knows, one of the reasons for 
that device is it is just a loan to the taxpayer so he doesn’t have to pay 
any taxes on it, but it is not collectible until he decides it is collectible, 
which might never be. In effect, he has also avoided income-tax laws 
by that device. 

Senator Frear. May I ask a question? That has nothing to do 
with this, but does H. R. 8300 cover this? Have you studied this 
new law? 

Mr. McKenna. I am the wrong one to answer that. I have been 
so immersed in getting these facts I don’t know what Congress is 
doing. 

Senator Frear. It may be one that would be well worth looking 
over. 

Mr. McKenna. I think so, sir. 

For a reason we haven't been able to find the answer to, FHA 
killed its own possibility of recouping this money without real diffi- 
culty by asking the mortgagor corporations to buy back the $500 of 
preferred stoc ‘k FHA had in the orporation. 

In other words, FHA asked the mortgagor corporation to place 
FHA in the position where it couldn’t protect its rights after the de- 
fault had occurred. 

The Cuarman. We are going to look into that, too. 

Senator Frear. May I ask a question right along this line, however, 
Senator? There is a project that I think has rec cently been granted 
an insured mortgage, and I don’t know what number it is under, in 
Camden, Del. Speaking of increased land value, the land.on which 
this project was built was sold in the neighborhood of $300,000, and 
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the insured mortgage wom it for $54,000. That is just one here 
in the last month or two. I don’t know whether you have gotten 
up that far or not. It isn’t a section 608, but something that fol- 
lowed section 608, rental housing in a defense area. 

Mr. McKenna. We haven’t come across it, but we will check it, 
in Camden, Del. 

Senator Frear. That is right. I am in favor of the project. I am 
in favor of an insured loan, but I can’t approve of them giving that 
amount of money, $54,000 cost. The second paragraph in this Hen- 
rico County case is practically identical. 


Mr. McKenna. On page 2 of the memo on this case, which is a 


little complicated but nevertheless I think understandable if read, 
it shows how Mr. Trice ended up with the money that was mortgaged 
out in the case. 

In addition to the mortgaging out in this case, we have the problem 

of how the project happened to fall in default. One of the reasons 
was its poor location, but there were two other contributing reasons: 
At the time the project was constructed, a contract was entered into 
with a corporation set up for that purpose, which was to provide the 
present with bottled gas, and it was provided that the project would 
¢ heated by bottled gas, a very expensive process, and one which was 
going to cost the tenants between 70 and 80 percent more to heat their 
apartments than would have occurred otherwise, the profits, of course, 
going to this specially established corporation. Also another cor- 
poration was set up to make some money on supplying water to the 
projects. The water was to come from the project’s own land, but it 
was to go through this other corporation, which would sell it to the 
project. The project couldn’t stand those burdens, couldn’t stand 
the poor location, couldn’t stand the mortgaging out, so the projects 
defaulted; FHA has a loss of about $2 million on them, but the 
sponsor walks off with more than half a million dollars. 

The Cuarrman. Which he loaned to himself. 

Mr. McKenna. Another New York case, the Rego Park Apart- 
ments in New. York, is a case where the investment was $2,000 and 
almost immediately upon completion of the development the stock- 
holders who invested that $2,000 withdrew $1,700,000 in dividends. 
Now here is another case of this lease-land arrangement. FHA ap- 
proved this setup whereby the principals, the persons who sponsored 
the project, leased the land on which the project was built, for 99 years, 
at an annual rental of $31,120, and they gave FHA the right, in the 
event they failed in that project, to buy that land from them for 
$779,000. According to the tax stamps on the previous conveyance 
they had purchased it for $400,000. 

In addition to the profits they got from the lease, 3 months after 
the date of the mortgage loans insured by FHA, the sponsors mort- 
gaged this fee that they had retained, getting $701,100 on the fee title, 
giving as an additional collateral the assignment of the 99-year lease, 
and I am informed that they bore no personal liability on these notes; 
that the mortgagee agreed to look only to the mortgage for the reim- 
bursement. 

Because of the passage of time I might skip to the number eight on 
the list, which is Oakland Gardens, in Bayside, Long Island, Alley 
Park Housing Corp., and the 77th Road Realty Corp. 
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There have been $428,500 which the mortgagors have realized from 
the mortgaging out of this project. The FHA-insured loans amourt 
to over $6 million, construction cost on one of the projects was $3,- 
672,000 as against a loan of $4 million, giving an excess of loan pro- 
ceeds of $322,000 over costs on that project alone and the total invest- 
ment in both projects was only $6,000. 

This is the part of this project that I think gives an insight into the 
philosophy of the FHA people. Seu 

After completion of the projects, the principals withdrew a large 
part of the amounts mortgaged out as advances to affiliates. Ninety 
percent of the stock of the Mortgagor corporation was owned by the 
Queens Valley Corp. The Queens Valley Corp. is entirely owned by 
residents of England. The British subjects discovered that the distri- 
bution of their windfalls as dividends would subject themselves to 
English taxes. In other words, the British Government would take 
away most of the money they made so they wrote to FHA, pointed this 
out in so many words, perfectly frankly, concealing nothing and re- 
quested FHA to approve a plan whereby the withdrawal of the money 
would be treated as a redemption of part of their stock. The money 
had already been distributed. Nevertheless, FHA approved the de- 
vice, and $3,380 in stock was redeemed for $836,000. This was done 
at a time when the mortgagors’ financial statements showed heavy 
operating losses, and there was a deficit in the surplus account. 

Following the distribution of the windfall, the mortgagor principal 
sold out; partly because the project has to pay interest on the with- 
drawn money that was distributed to the original principal the new 
owners are having trouble meeting loan payments and FHA has had 
to grant modifications in payments. 

In this project, too, they made money from the leasehold arrange- 
ment. The Queens Valley Corp., which these British people own, 
was the principal which leased Royal land to the two corporations 
under 99-year leases. Annual rental was $25,000. They gave FHA 
the privilege in event they defaulted of buying this land for $623,000. 
According to the revenue stamps they bought it for $384,000. 

Senator Frear. Did you say the annual rental was—— 

Mr. McKenna. $25,000, sir 

Senator Frear. What would you think, Mr. Chairman, if I may 
ask a question—— 

The CuHarrman. If you will vield one moment. I can see now we 
are not going to possibly be able to get through all of these cases. 
Without objection, we will place the summaries of the 27 cases that 
Mr. McKenna has in the record. If there is no objection what I hold 
in my hand will be made a part of the record. 

(The information referred to follows :) 


SuMMARIeS oF FEDERAL Hovusine Section 608 CASE INVESTIGATIONS PRESENTED 
TO THE SENATE BANKING AND CURRENCY COMMITTEE BY WILLIAM F, MCKENNA, 
Deputy ADMINISTRATOR, HOUSING AND HoME FINANCE AGENCY 
The following summaries of FHA section 608 cases were prepared by investi- 

gators principally from material contained in FHA files, including financial state- 

ments of the mortgagor corporations involved. The findings are not complete 
or final because in many instances field investigations have not been made. 
SHIRLEY-DUKE APARTMENTS, ALEXANDRIA, VA. 
There are six separate insured FHA loans involved in this case amounting 
in all to loans in the amount of $13,846,000. The initial capital in each of the 















































50 FHA INVESTIGATION 


corporations applying for each of the 6 loans was $1,000, consisting of the distribu- 
tion of 1,200 shares of stock to 22 stockholders at $5 a share. The records 
indicate that the distribution of mortgage proceeds averaged $1,737.25 per 
share. 

According to FHA records, the largest stockholders were Mr. and Mrs. Her- 
man W. Hutman of Washington, D. C., who received $607,650.02 from the dis- 
tribution of mortgage proceeds; Mr. and Mrs. Bryan Gordon, Jr., of Bluemont, 
Va., who received § ,483, and Mr. and Mrs. Earl J. Preston and son John B. 
Preston of Silver Spring, Md., who received $400,656.34 out of the mortgage 
proceeds. 

The case is an example of the division of the excess of FHA insured mortgage 
proceeds between the sponsors of the Shirley-Duke Apartments and the lending 
institution. 







Although the schedules attached to the application for mortgage insurance 
set forth a financing expense at 1%4 pereent, actually 64% percent of the total 
mortgage amount or $924,990 went to the mortgagee—Investors Diversified 
Services—in addition to interest and all other charges. Even after this pay- 
ment of $924,990 to the financial institution, the FHA insured mortgages exceeded 
the cost of construction by $2,084,823.74 which was distributed to the stock- 
holders. 

The local manager of Investors Diversified Services, E. M. Bros, and Mrs. 
Bros, received $89,699.19 from the mortgage proceeds as stockholders. Mr. Bros 
resigned from IDS in April of this year when he was asked to furnish informa- 
tion to his company on outside activities. 

Notwithstanding the foregoing circumstances, when the mortgagor corpora- 
tions applied for rental increases on the Shirley-Duke Apartments, the applica- 
tion was granted, thereby placing the burden on the tenants for paying for sums 
mortgaged out. 

The burden imposed by the division of the excess of FHA loan proceeds over 
costs falls on every family living in that project, each of whom will have to pay at 
least an additional $70 to $85 every year in rents over the 33-year life of the 
mortgage. 


ELISABETH GREGORY AND MARINE TERRACE APARTMENTS, ASTORIA, N. Y., AND 
ELM WOOD GARDENS, INC., EAST PATERSON, N. J. 


The total loans in these developments amounted to $14,666,000. The four 
projects were sponsored by substantially the same group and the original capital 
investment in each mortgagor corporation was $1,000. Successor stockholders of 
Elmwood Gardens, Inc., received $436,200 in dividends. The original stockhold- 
ers of the other three mortgage corporations, owning the Astoria Apartments, 
received dividends totaling $1,300,000 within a few months after c~mpletion of 
the projects, and later additional dividends of $316,881, amounting in all to 
$1,616,881 on an initial investment of $3,000. Records indicate that the princi- 
pals in these corporations made numerous large loans to themselves or their 
nominees and affiliates. 

Financial reports from the mortgagors show transactions of doubtful pro- 
priety—large loans to principals and affiliates, withdrawal by a stockholder of 
tenants’ security deposits, pledging of personal property of the mortgagor cor- 
porations as collateral to notes payable of their parent company—of which the 
only one questioned by FHA was the stockholder’s withdrawal of tenants’ secu- 
rity deposits. 

Our investigation also disclosed that substantial amounts have been author- 


ized to be withdrawn from reserve for replacements to be used to pay for main- 
tenance expenses. 


FARRAGUT GARPENS, INC. (VANDERVEER ESTATES), BROOKLYN, N. Y. 


The stockholders of Farragut Gardens, Inc., which built the housing develop- 
ment known as Vanderveer Estates, are Martin H. Bendek, Morris Kavy, Henry 
Hirsch, and Alexander P. Hirsch. 

On an investment of $10,000 the stockholders received dividends of $3,158,000 
shortly after completion of construction of this apartment development. 

The original FHA insured loan of $19,446,700 was increased to $21,719,300 
based upon recomputation of replacement costs. 

FHA files also show that the mortgagors obtained a deferment of payments 
on one of the mortgages for a period during which a huge distribution of divi- 
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dends was made. The mortgagors filed required financial reports long after 
they were due, in some instances more than 12 months late. 

The land upon which this project is built is owned by the Newstrand Realty 
Corp., Whose stockholders are the same as those in Farragut Gardens. The 
lease is for a term of 99 years with an annual rental of $76,960. If there is a 
default in the mortgage and FHA wants to acquire title to the land, it must pay 
a predetermined price of $1,924,000 for it. 


LEWIS GARDENS (LEWIS ROADS) , HENRICO COUNTY, VA. 


The FHA insurance fund stands to lose approximately $2 million on Lewis 
Gardens, a 608 project near Richmond, Va., which the FHA had to acquire in 
early 1953 when the mortgagors defaulted on loan payments. Costs of acquisi- 
tion on foreclosure and repairs since then by FHA amount to almost $4 million 
whereas FHA has revalued the project after foreclosure at only $2 million. 

Mortgages insured by FHA exceeded costs by at least $433,850. The sponsor 
of the project, Franklin A. Trice, of Richmond, Va., purchased the land on 
which the project was built, for a net price of $13,987 from the United States 
Government. Nevertheless, FHA valuators appraised it at $190,000. Trice ex- 
changed it for corporate stock at a price of $526,000. This land, which he pur- 
chased from the Government at a net cost of $13,987, was Trice’s only investment 
in the project. 

After completion of the proect and at a time when the corporation had half 
a million dollars in surplus derived from the windfall, FHA deferred the cor- 
poration’s mortgage payments and waived payments to the reserve for replace- 
ments in 1950 on the plea that income at that time was not sufficient to make the 
payments. 

In 1952 and 1953, the projects defaulted. The five sections were bid in at fore- 
closure sale by the mortgagees and FHA at a total acquisition cost of $3,733,- 
153.79. An additional $200,000 has been expended by FHA since acquisition. 

FHA’s own records show that on August 31, 1952, the mortgagor corporations 
had $524,625 in loans outstanding. FHA at no time ever exercised the power 
that it had, as preferred stockholder, to take over the corporations and collect 
this money. Instead, FHA or the insured mortgagees caused the properties to be 
bid to within approximately $40,000 of the amount of the mortgage indebtedness. 
The principal, Mr. Trice, in a statement made to investigators on June 22, 194, 
stated that he knew that deficiency judgments could be obtained by FHA for 
the differences between the amounts due under the mortgages and the bid prices, 
that he made inquiry to secure information of the highest amount FHA or the 
insured mortgagees would make, and that he did get such information. 3 
making increasingly higher bids, Mr. Trice succeeded in causing the five sections 
to be bid in by the mortgagees and FHA for amounts close to the principal bal- 
ances, 

For some reason, FHA requested the mortgagors to redeem FHA’s preferred 
stock for $500, which was promptly done. Because of this, FHA has been de- 
prived of the power to protect its own interest. 

The field investigator reports that the “windfall” to Lewis Roads Corp., was 
funneled out by means of loans of approximately $600,000 made to Lee Circle 
Corp., a company formed by Trice to construct a medical office building in Rich- 
mond ; that Mr. Trice personally borrowed from Lee Circle Corp. $399,250 on his 
personal notes; that subsequently, Trice personally assumed the indebtedness of 
Lee Circle Corp. to Lewis Roads Corp. in exchange for wiping out his obligation 
to Lee Circle Corp; that Trice, by resolution of the board of directors of Lewis 
Roads Corp. dated October 29, 1952, was declared dividends of $565,000. 

One of the reasons, in addition to inconvenient location, which contributed to 
the default of the projects was the use of bottled propane gas for heating and 
cooking purposes which had to be paid for by tenants. This type of gas, to be 
provided by a company established for this purpose, was approved by FHA de- 
spite original estimates by FHA underwriters that it would cost 70 to 80 percent 
more than other fuels. Excessive operating costs was another factor, due partly 

to the cost of water. Water from artesian wells located on the property is 
supplied to the project at high cost by Lewis Gardens Service Corp., a company 
originally owned by stockholders of the mortgagor corporation. 








REGO PARK APARTMENTS, INC., ELMHURST, N. Y. 


The sponsors of Rego Park Apartments, Inc., Elmhurst, N. Y., invested $2,000 
and, almost immediately upon completion of the apartment development, with- 
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drew $1,700,000 in dividends. In addition to this, with FHA approval, the prin- 
cipals leased the land on which the project was built for 99 years at an annual 
rent of $31,120, giving FHA an option to purchase for $779,000 in the event the 
projects defaulted. The sponsors had purchased this land for $400,000. In 
addition to the profits arising from the lease between the sponsor and the mort- 
gagor corporation, it appears that approximately 3 months after the date of the 
mortgage loans insured by the FHA, the sponsors, who had retained the fee title, 
obtained additional mortgage loans of $701,100 on their interest in the fee titles 
and gave, by way of additional collateral, an assignment of the 99-year leases. 

The officers of the Rego Park Apartments, Inc., are: Norman Tishman, presi- 
dent and director; R. B. Tishman, vice president and director; David Tishman, 
treasurer; Reuben Tally, secretary-director. 


The Tishman Realty & Construction Co. is the holder of all of the stock of 
Rego Park Apartments, Ine. 


PATCHOGUE GARDENS, INC., PATCHOGUE, N. Y. 


The FHA files disclose that sponsors of this project invested $1,000, One hun- 
dred and fifty-five thousand dollars was paid out as dividends to stockholders 3 
months after original default on July 1, 1951. At the time they withdrew this 
money, the project was operating at a loss. The project was completed August 
23, 1950. 

Within 2 years of completion, the project, in default, was conveyed on Sep- 
tember 18, 1952, to FHA upon the condition that sponsors were released of all 
liability. FHA estimates its prospective loss on this project at between $74,000 
and $174,000. 

FHA received a complaint from a responsible financial institution complaining 
of the manner in which local officials of FHA processed the application in this 
case—2 to 4 days after submission of formal application—whereas ordinarily 
the time is 2 to 4 months. There is no record that FHA, upon receiving this 
written information, conducted an investigation of the matter. Further, even 
though the dividends were paid when the project was operating at a loss and 
were paid in violation of the project’s charter, FHA didn’t object to the distribu- 
tion of this money. 

According to FHA records, the officers and stockholders of the mortgagor cor- 
poration in this case were Jerry Kanner, president; Mack Kanner, treasurer; 
and Lester Kanner, secretary ; all of Merrick, N. Y. 


BEACH HAVEN APARTMENTS, INC., BROOKLYN, N. Y. 


In this project the loans exceeded the costs by approximately $3,500,000. 
Partly because permission to commence construction in advance of loan closing 
was granted without requiring that the first principal payment be advanced, over 
$1,700,000 in rents were collected before the first payment had to be made on 
the mortgage. At the present time, according to FHA records, $729,000 of the 
amounts mortgaged out have been loaned to affiliated corporations. Approxi- 
mately $3 million is left undistributed in banks. 

In addition to these amounts by which the mortgages exceeded costs, FHA 
permitted the principals to lease the land on which the project was built, at an 
annual ground rental of $60,600 for 99 years. FHA was granted permission in 
the event the projects defaulted to purchase this rent for $1,515,000. The rec- 
ords on file in the register’s office in Kings County indicate that the principals 
purchased this property January 12, 1945, for the sum of $34,500, as indicated 
by the amount of United States documentary stamps affixed to the deed. 

According to FHA records, the principals of this project are Fred C. Trump, 


85-14 Midland Parkway, Jamaica, N. Y., and William Tomasello (no address 
shown). 


OAKLAND GARDENS, BAYSIDE, LONG ISLAND, WN. Y. 


(ALLEY PARK HOUSING CORP., 
77TH ROAD REALTY CORP.) 


Two 608 projects in the Oakland Gardens development have resulted in wind- 
falls totaling about $428,500 for the mortgagors, Alley Park Housing Corp. and 
the 77th Road Realty Corp., both of Bayside, N. Y., and both having the same 
principals. 

FHA-insured loans for the two projects amounted to $6,196,500. The construc- 
tion costs on one of the projects was $3,672,681.54, whereas the loan on such 
project was $4,005,600, or an excess of loan proceeds of $332,918 over costs on 
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that project alone. The total cash investment of the principals in the two 
projects was $6,000. 

After completion of the projects the principals withdraw a substantial portion 
of the windfall as “advances to affiliates.’ Ninety percent of the stock of the 
mortgagor corporations was owned by the Queens Valley Corp., and all of the 
stock in the Queens Valley Corp. was owned by residents of England. These 
British subjects discovered that distribution of the windfalls in the form of 
dividends would subject them to heavy English taxes. They pointed this out to 
FHA, and requested FHA to approve a plan whereby the withdrawal of the money 
would be treated as a redemption of part of their stock. Even though the money 
had already been distributed, the FHA approved this device, and $3,380 in stock 
was redeemed for $336,000. In addition, the transaction was approved at a time 
when the mortgagor’s financial statement showed heavy operating losses and a 
deficit in its surplus account. 

Following the distribution of the windfall, the mortgagor principals sold out. 
Partly because the project has to pay interest on the withdrawn money that was 
distributed to the original principals, the new owners are having difficulty in 
meeting loan payments, and it has become necessary for FHA to grant modifica- 
tions in payments. 

“Leasehold windfalls” provide an extra source of profit to the original princi- 
pals. The Queens Valley Corp. which was the principal owner of the 2 proj- 
ects, leased the raw land to the 2 mortgagor corporations under 99-year leases. 
Annual rental for the land is $25,000. If the FHA should foreclose on the proj- 
ects and if it should desire to acquire the land, it will have to pay nearly $623,000 
for it. Revenue stamps indicate the land was purchased for $384,000 on October 
24, 1946. 

LINWOOD PARK, INC., TEANECK, N. J. 


The three stockholders of this project, Ralph J. Solow, president, Sidney Sar- 
ner, vice president, and George I. Marcus, invested $13,000 in capital stock. Ac- 
cording to FHA records, certain of these shares were redeemed soon after 
completion of the project for $1,318,425. In addition, long-term loans of $1,270,000 
were made to affiliate companies out of amounts by which mortgage proceeds 
exceeded the cost of construction. Partly because construction was permitted to 
be commenced before the formal closing of loans, approximately $1 million in 
rentals was collected before the first payment had to be made on the mortgages, 
Over and above this, the mortgagors received commissions for placing the FHA- 
insured mortgages. 

Nevertheless, Assistant Commissioner Clyde L. Powell authorized these proj- 
ects to charge any tenant who wanted to use television antenna service, $40. 


GLEN OAKS VILLAGE, INC., BELLEROSE, N. Y. 


The principals of this apartment development are George M. Gross, Alfred 
}ross and Lawrence Morton, Glen Oaks, N. Y. Loans to construct this develop- 
ment were in excess of $24 million, which were made to multiple corporations and 
thus evaded the $5 million limitation of the National Housing Act. 

Stockholders of the multiple corporations received dividends of approximately 
$4,600,000 out of the excess of mortgage loan proceeds over actual construction 
costs. This was on a capital investment of $82,500. In addition, this develop- 
ment was built upon land leased by the sponsors to the section 608 mortgagors 
These leases run from 50 to 99 years and provide for annual rental payments by 
the 608 mortgagors to the sponsors of $108,794. The FHA has an option to 
purchase the land in case of default for $2,715,550. 

In one of the projects in this development, after construction was completed, 
FHA allowed an increase in the mortgage amount even though the mortgage 
amount already greatly exceeded the cost of construction, and 3 months later, 
an $800,000 dividend was declared to the sponsors out of this increased excess. 

Thereafter, FHA granted an increase in rent to the sponsors presumably based 
in part on the high costs resulting from the windfalls to the promoters, and still 
later FHA authorized a depletion of the replacement reserve and the waiver of 
payments to that reserve. ; 


BILLY MITCHELL VILLAGE, INC., SAN ANTONIO, TEX, 


According to FHA records, the stockholders of the mortgagor corporation are 
David Muss, president, Norman K. Winston, vice president, and Louis N, Kaplan, 
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treasurer, all of New York City. N. Y., and Henry W. Penn, secretary, San An- 
tonio: and Southwest Homes Texas Co., builder of the project. FHA files dis- 
close that in 1949, FHA required that the mortgagor corporation include certain 
charter provisions to prevent distributions out of funds other than earnings. 
The financial reports of the mortgagor corporation, filed in 1950, show that 
shortly after completion of the project, the book value of the project was $3,588,- 
175.60, after appreciation of at least $845,845 for the purpose of creating an ap- 
praisal surplus account. Dividends of approximately $500,000 were paid out 
of loan proceeds. Capital investment was $56,000. 

No further action by FHA appears to have been taken with respect to the pay- 
ment of such dividends other than an inquiry by FHA in 1951 with respect to 
the appraisal. Neither does it appear that FHA, thereafter, took any action for 
improvement of the language in future charter provisions to overcome obvious 
inadequacy of language being used. 


KEW GARDENS APARTMENTS, BRIARWOOD, QUEENS COUNTY, N. Y. 


This development consists of 12 different projects and the total amount of the 
insured mortgages on all these projects amounted to $9,400,087. 

According to the records made available to the FHA, the amount of the mort- 
gage loan exceeded the actual cost by $394,200. Reports to FHA show a capital 
investment of $1,000 in each of the 12 corporations in the form of 10 shares of 
eommon stock to Harry L. Osias and Leah Osias, his wife, of $100 par value per 
share, in each of the corporations. 

The land in each project is leased for a 99-year term by Harry L. Osias and Leah 
Osias, his wife, to the mortgager corporation. The annual rentals for the proj- 
ects involved come to $21,080, and the option price for which FHA can purchase 
this property in the event of foreclosure is set forth as $527,000. No distribution 
by way of dividends or repurchase of outstanding stock of the mortgage pro- 
ceeds in excess of the actual building cost is reported. 

This case is significant because of the 99-year leasehold arrangement and the 
retention by the mortgagor corporation of the excess mortgage funds. 


KEW GARDENS HILLS APARTMENTS, KEW GARDENS HILLS, N. Y. 


These projects comprise four corporations, of which Harry L. Osias, Brooklyn, 
is president, and Leah Osias is secretary-treasurer. On a capital investment 
of $4,000, dividends of $190,000 were paid out of the excess of mortgage proceeds 
over construction costs, Loans to the four corporations exceeded actual con- 
struction costs by over $582,000. FHA was informed of this in corporate finan- 
cial reports, but no action was taken by FHA to adjust the amount of the loans 
accordingly. The FHA reduced estimated replacement cost of the projects by 
$108,000 in Jaly-1949 to reduce cash escrow requirements of sponsors but did not 
reduce the amount of loan. 

The organization of four corporations with loans amounting to over $14 mil- 
lion was approved by the FHA, with the result that the $5 million statutory 
limitation was circumvented. Construction was by companion companies or by 
principals of the borrowing corporations. In three of the projects, FHA per- 
mitted construction on land leased by the sponsors to the corporations. This 
Jand was leased for 99 years at an annual rent of $34,360. FHA and the spon- 
sors entered into an agreement that in the event the sponsors’ project failed, 
I HA would be able to pay them £859,000 to buy this land. 


BON HAVEN APARTMENTS, INC., RICHMOND, VA. (THREE PROJECTS 

In this case the total loans to the mortgagor corporation amounted to $3,916,000 
on the three projects. The project was completed September 17, 1948. The 
value of the real estate was written up $1,350,000 on the books. 

According to FHA records, the original incorporators of the three mortgagor 
corporations were Harry I. Schutte, Jr., Larry C. Melton, and Frank B. Austin, 
Jr., all of Richmond, Va., who resigned as officers and directors (Dec. 11, 
1947) and were snueceeded by B. F. Bonner, president, Corella A. Bonner, treas- 
urer, and E. D. Cortright, secretary ; and the capital investment in each corpora- 
tion was $1,000. Reported subsequent transfers of stock were without FHA ap- 
proval, contrary to previsiens of corporate charters. Construction of the proj- 
ects was by companies owned by the principals of the mortgaging corporation. 
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At the same time that these dividends were being paid, the three corporations 
comprising the projects were engaging in short-term borrowing, upon which 
interest was being paid. In addition, loan commitments were extended by the 
FHA for several months. 

FHA records disclose that on an original capital iavestment of $3,000, dividends 
paid to shareholders amounted to approximately $1,250,000. These dividends 
were paid out of the excess of mortgage proceeds over construction costs in these 
projects. As early as 1950, the borrowers’ financial reports to the FHA clearly 
indicated that the project loans exceeded construction costs and that book value 
was being written up to cover the difference. No objection to this, however, was 
raised by the FHA. 


HUNTINGTON APARTMENTS, INC., 1467 HUNTINGTON AVENUE, ALEXANDRIA, VA. 


In this case the amount of the mortgage loan was $570,000. The original officers 
and directors were George A. Ford, president, William S. Banks, vice president, 
respectively of Washington, D. C., and Bethesda, Md., and Howard E. Everhart, 
of Alexandria, Va., secretary. 

The project was completed January 31, 1950. According to borrower’s finan- 
cial report of May 31, 1950, the assets were written up $163,417.20, which amount 
was added to surplus, out of which dividends were paid (May 31, 1950) in the 
amount of $80,100; and additional dividends were paid (May 31, 1952) in the 
amount of $15,000, all on capital investment of $300, The financial report to 
FHA indicated that the loan exceeded costs. 

Though construction was completed in January 1950, the first loan payment 
was not required by FHA until January 1951. Prior to the date of this first 
loan payment, the amount of rents collected exceeded $60,000. 

Though rents were estimated prior to construction to be $17.79 monthly per 
room, the FHA approved initial rents at $18.18 per room and subsequently 
approved an increase to $19.66. 


KNIGHTSBRIDGE APARTMENTS, INC., GREAT NECK, N, Y. 


FHA records show that the three stockholders of this project, Gilbert Tilles, 
president, William Sambur, treasurer, and Herman Tilles, secretary, invested 
a total of $10,000 in capital stock. Eight months after the project was completed 
they received a dividend of $214,448.55, notwithstanding the fact that the first 
fiscal year showed an operating loss, even before depreciation. The facts of 
this dividend declared from “surplus” became known to FHA on May 29, 1951, 
but no action was taken by FHA other than to ask for a $5 dividend on the 
preferred stock customarily held by FHA in 608 projects. In 1954 the common 
stockholders received an additional dividend of $16,200. 


ED. DONNER GARDENS, INC., JACKSON HEIGHTS, N. Y. 


The sponsors of this project were Charles Donner, of Jackson Heights, Charles 
J. Muss, of Flushing, N. Y., Samuel Donner, of Great Neck, N. Y. According to 
the FHA records, the initial capital investment was $1,000 and a mortgage loan 
of $2,576,400 was obtained. The FHA records show that a report of the mort- 
gagor corporation, dated December 26, 1950, indicated that the sole stockholder 
of the mortgagor corporation was the Charlesam Construction Corp. 

A review of the statements furnished to the FHA by the mortgagor corpora 
tion, including statements dated May 31, 1953, fails to reveal that any distribu 
tions, as such, were made by the mortgagor up to May 31, 1953. However, the 
financial statements show that as of April 31, 1953, the sole stockholder of the 
mortgagor corporation, Charlesam Construction Corp., was the recipient of 
loans made from time to time by the mortgagor corporation and that as of April 
31, 1958, the Charlsam Construction Corp. owed to the mortgagor corporation the 
sum of $671,022.47. Article 2 (d) of the articles of incorporation of the mort- 
gagor corporation states in substance that the mortgagor corporation is pro- 
hibited from entering any outside business venture so long as the property is 
encumbered and insured by the FHA. It is clear too that the principals in the 
mortgagor corporation and the Charlesam Construction Corp. are the same. 


PARKCHESTER APARTMENT DEVELOPMENT, NEW ORLEANS, LA. 


In this case, FHA insured loans totaling $10,845,600 exceeded costs by approxi- 
mately $4 million, according to the analysis of FHA’s own files, and, substantially 
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all of this money has been distributed. Last year, 8 of the 11 mortgage loans 
involved were assigned to FHA which issued debentures for these loans in the 
amount of $7,345,350, an amount substantially exceeding the actual cost of all 
11 projects. The original sponsors were Paul Kapelow, Lewis Leader, and Emil 
Bluestein. 

tefore FHA acquired these mortgages, substantial operating losses were 
incurred. As far back as March 1952, the district director advised Assistant 
Commissioner Powell that it was “only a question of time until we will acquire 
these properties.” 

At this date, FHA is in the process of taking over the management of all 
11 projects. 

Although the structures were two-story frame, with no basement or garages, 
and equipped only with inexpensive floor furnaces and wall heaters, FHA valu- 
ators accepted basic cost estimates of approximately $10 per square foot. 


PARKLANDS MANOR, INC., WASHINGTON, D. C. 


The officers of Parklands Manor, Inc., which received an FHA mortgage loan 
of $5,563,000, are, according to FHA records, Morris Cafritz, president and 
treasurer, Edward Cafritz and Charles H. Purcell, vice presidents, and Martin 
Atlas, secretary, all of Washington, D. C. The mortgagee in this loan was the 
Cafritz Mortgage Corp. FHA records indicate that Morris and Kdward Cafritz 
are trustees for Calvin Cafritz, Carter Cafritz, and Conrad Cafritz, the holders 
of all of the common stock. 

In this case, Parklands Manor, Inc., the mortgagor, has loaned $630,000 to 
affiliates (the Parklands Shopping Center, Inc., $150,000 and Parklands Terrace, 
Inc., $480,000). Article 3 (d) of the articles of incorporation of this company, 
in substance, provides that it shall engage in no other business than the con- 
struction and operation of a rental housing project. 

The FHA records also indicate that rents of about $380,000 were collected 
prior to the date of first principal payment on the mortgage; and that the annual 
gross rental reported by the mortgagor for the year ending June 30, 1953, 
amounted to $524,400, and was $66,336 more than the rentals shown in FHA 
project analysis form. Article 12 (a) (1) of the articles of incorporation of 
the mortgagor states, in substance, that rental rates shall be approved by the 
FHA. 

JEFFREY GARDEN APARTMENTS, BAYSIDE, N. Y. 


The original stockholders and officers were Haskell Hess, president, Sidney 
Kessler, vice president, Benjamin M. Hess, treasurer, all of Jamaica, N. Y., and 
Rubin Garfinkel, secretary, and Martin Nutkis, stockholder. The mortgage 
loans amounted to $2,278,700. On a capital investment of $2,200 dividends in 
the amount of $367,201 were paid to the stockholder and advances to stock- 
holders by the corporations were made in the total amount of $13,056.94. The 
financial statements of the mortgagor corporations show an appreciation in 
assets of $654,829. 

In this case, a swimming pool was built, for which there is no mention in the 
application, the project analysis, or the commitment. There is nothing in the 
statute or regulations suggesting that section 608 was intended to insure loans 
to finance construction of swimming pools. This item was reported to the FHA 
by the filing of a financial statement dated October 30, 1950, and no questions 
were raised with respect thereto by FHA. 


RODGERS FORGE AND HAMPTON APARTMENTS, BALTIMORE, MD. 


According to FHA records, the officers and stockholders of the Rodgers Forge 
Apartments are James Keelty, Jr., president, James Dorment, vice president, 
Joseph Keelty, treasurer-secretary, and Louise H. Keelty and Marguerite Dor- 
ment (stockholders). James Dorment and Marguerite Dorment and Elizabeth 
Gaegler are stockholders and officers in the Hampton Apartments. In this case 
the mortgage loans amounted to $5,321,700 and exceeded the costs of the project 
by $1,052,700. A comparison by FHA of the costs shown in financial reports 
to FHA in 1950 (first year after construction started) with the estimated per- 
centage of completion shown in contractors’ requisitions would clearly indicate 
that loans would substantially exceed cost of construction. 

The capital investment on each project was $2,000. Loans to officers and the 
construction company (owned by same group) were made in the amount of 
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$200,000 on the first project and on the third project (Hampton Apartments) 


in the amount of $190,000. The second project has invested $450,000 in cer- 
tificates of deposit. Rents collected before amortization of loans began totaled 
$280,000. 

CLIFTON PARK MANOR, NEW CASTLE COUNTY, DEL. 


The sponsors of this development and the stockholders of each of the mort- 
gagor corporations are substantially the same group of persons in each project. 
The total amount of the insured mortgage loans on the 3 projects was $5,980,000. 
The total capital investment in the mortgagor corporations amounted to $7,325 
on which dividends of $549,375 were paid on October 31, 1951, which payment 
was within about 45 days after completion of the project. Fixed assets were 
written up $1,580,708 during the year 1952. 

The sponsors in the first project in this development were Charles Benzel, 
1078 Du Pont Building, Wilmington, Del., George T. Weymouth, Greenville, 
Del., Charles R. Martin, Box 733, Wilmington, Del. 

In the second and third projects the sponsors are the same, except Mrs. 
George T. Weymouth, who is substituted for Charles Benzel. 

According to FHA records, the stockholders when the mortgaged loans were 
made were as follows: Thomas BE. Brittingham, Jr., Nicholas Z du Pont, Laird 
& Co., Lammot du P. Copeland, C. Porter Schutt, Don A. Loftus, Thomas B. 
O’Toole, Charles R. Martin, Pierre S. du Pont III, Charles F. Benzel, George 
T. Weymouth, Don A. Loftus, trustee. 


WOODBRIAR MANOR, INC. (GLENWOOD ESTATES), ELMHURST, N. Y. 


The stockholders of Woodbriar Manor, Inc., Elmhurst, N. Y., and the sponsors 
of the project are Martin Fisher, Larry Fisher, and Emily Fisher, all of Kew 
Gardens, N. Y. The mortgage loan in this case amounted to $4,867,300. On a 
capital investment of $1,000 in the mortgagor corporation, the stockholders 
received dividends of $1 million shortly after completion, in May 1951, of the 
project. 

The project is located on land owned by Martin Fisher and leased to the 
mortgagor corporation under a 99-year lease at an annual rental of $17,200. If 
FHA wants to acquire the land, in the event of default of the loan, FHA must 
pay $430,000 for it. 

FHA files also indicate that a rent increase was granted by FHA in July 1953 
without requiring mortgagor to file documentary evidence in support of the 
request for increase. 

The project in this case was constructed by the J. B. Realty Corp., of which, 
according to FHA records, Martin Fisher is president. 


KEW TERRACE APARTMENTS, FLUSHING, N. Y. 


The original stockholders and officers were Morris Brecher, president, Alfreu 
Wohl, secretary-treasurer, and Charles K. Itchkow, vice president. The paid-in 
capital investment for this development was $6,000. The mortgage loans 
amounted to $3,005,800 and exceeded costs of construction by $542,428. The book 
values of the two projects in this development were written up a total of $946, 
$555.88, and thereafter dividends of $555,000 were paid to the original stock 
holders. The borrower's financial reports dated January 31, 1950, submitted 
to FHA would have, if reviewed, disclosed that the loans exceeded cost of 
construction and that book values had been written up to assist in the distribu 
tion of the windfalls. 

The original owners in 1953 disposed of their stock in the mortgagor corpora- 
tions. The consideration paid for the stock is not known, 


HILL DEVELOPMENT ©O., BAYSIDE, N. Y. 


The original officers and stockholders of the mortgagor corporation were 
Benjamin Neisloss, president, Harry Neisloss, secretary-treasurer, and Benja 
min Braunstein, vice president, all of Jamaica, N. Y. The records show that 
the paid-in capital investment in the mortgagor corporation amounted to $30. 
On August 25, 1950, dividends were paid out in the amount of $145,000, and 
during 1952 a further dividend in the amount of $22,410 was paid. The 
mortgage loan insured by the FHA amounted to $1,926,800. From the financial 
statements of the mortgagor, it appears that after completion of construction 
assets were written up by $300,000. 
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CATHEDRAL GARDENS, INC., HEMPSTEAD, N. Y. 


The stockholders in this mortgagor corporation are: Mack Kanner, Jerry 
Kanner, and Lester Kanner, all of Merrick, Long Island, N. Y. The total paid-in 
capital is $1,000. In this case, the mortgage of $1,924,500 apparently exceeds 
costs by approximately $482,046. The financial reports of mortgagor corpora- 
tion indicate that the book value of the land and improvements was written 
up by $723,397, with a corresponding credit to capital surplus. 

It is significant to note that in this case the financial report of the mortgagor 
corporation of September 30, 1950. discloses that on August 26, 1950, cash divi- 
dends of $425,000 were paid to stockholders, but that during the latter part 
of the period the dividend distribution was repaid in cash to the mortgagor as of 
August 26, 1950. The financial reports did not indicate any reason for this 
repayment. As of September 30, 1953, there was a surplus account of $750,000 
available for distribution, and as of the same date there was cash on hand 
(cash and Government securities) of $595,055. It appears that substantially 
all of this cash represents proceeds of the loan in excess of costs. 


BRADDOCK GARDENS APARTMENTS, INC., QUEENS VILLAGE, N. Y. 


FHA records show that on a capital investment of $750, distribution of approxi- 
mately $52,810 was made to stockholders in 1950 and 1951 alone. The stock 
of the corporation was sold in August 1950 for $86,781.46. It cannot be deter- 
mined from FHA files who received the proceeds of the sale of this stock. Total 
distributions made were $289,210. 

Present corporate officers are B. Retter, president; M. Retter, vice president ; 
and C. Rosen, treasurer, all of New York City. 

Though the project was completed in January 1950, and though the rental 
income commenced in October 1949, the first payment on the mortgage was not 
due until November 1950. The corporation, therefore, collected about $110,000 
in rents before it was required by FHA to make any principal payments on 
the mortgage loan. 

Senator Frear. Under section 203, there is no mortgaging-out 
clause in the cooperatives, but in the new act that is proposed and i is 
now in conference; there is an anti-mortgaging-out clause. Do you 
think it might be well to hold up set tlement on those until this 1954 
act has been passed. 

Mr. McKenna. What do you mean by “settlement,” Senator ? 

Senator Frear. Well, if settlement 1s made now, they are not sub- 
ject to the anti-mortgaging-out clause, but if it is held up until the 
law passes, then they would be subject to it. 

Mr. McKenna. That is so. 

Senator Frear. Do you not think in the light of what has gone on 
here now that FHA should be advised to uthalil final aettlement 
on that until the disposition of the present bill ? 

Mr. McKenna. That would seem to be good administrative dis- 
cretion on the part of FHA, sir. 

Senator Frear. Thank you. 

The Cuairman. I think in the proposed law any renewals are sub- 
ject to certification. 

Senator Frear. Yes, sir 

The CiairmMan, You may proceed. 

Mr. McKenna. Another case in Brooklyn, N. Y., Beach Haven 
Apartments. 

Che Cuairman. What page is that? 

Mr. McKenna. That is No. 7, sir. 

In this project, the excess of loans over cost was $3,500,000. The 
rents collected before the first payment on the mortgage had been 
paid was $1,700,000. This was partly due to the fact that FHA per- 


mitted construction to begin before they closed the mortgage. 
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At the present time according to FHA records, $729,000 of the 
amounts mortgaged out had been loaned to affiliated corporations, 
though I understand from other sources that may have been repaid. 
Approximately $3 million is left undistributed in banks, but wow in 
addition to the amounts by which the mortgage proceeds exceeded 
costs, FHA allowed the principals to lease the land on which the 
project was built to the corporations at an annual rent of $60,600 for 
99 years. FHA was allowed the privilege of buying this land in case 
the project defaulted for a price of $1,515,000, and against that price 
of $1,515,000 at which FHA is allowed to buy this property, the 
stamps show that the principal bought it for $34,500, on January 12, 
1945. 

The Cuatmrman. They are going to get $60,600 a year rent for 99 
years, on something they paid $34,500 for, on January 12, 1945. 

Mr. McKenna. And if they fail in the meantime, if their projects 
fail, then they get another $1,515,000 for that land. 

The Cuamman. If FHA has to repossess the land, they will get 
$1,515,000 and they mortgaged out to begin with, $314 million. It 
makes you nauseated when you read these figures. 

Mr. McKenna. In the Glen Oaks case in New York, with which 
everybody is familiar because of the publicity given to the tax aspects 
of it, there were dividends paid of $4,600,000, but there are certain 
aspects, I believe, which even as of now have not been fully publi- 
cized. ‘The leases on these lands, and again it is a case where the 
principal leased the land to the corporations instead of being required 
to transfer it, the leases required annual payments of $108,/94 for 
a period from 50 to 99 years. In the event the projects default FHA 
then has to pay the people who cause them to default $2,715,55v. 

Now, the sequence of events in one of these projects, I think is 
of some importance in understanding how FHA proceeded. One of 
these projects, according to FHA’s records, is listed as No. 012-40006, 
and in this project according to FHA’s records, it shows that on July 
29, 1948, the project was completed. This is one of the Gross-Morton 
projects. 

According to FHA records it was completed on July 29, 1948. On 
that date, the New York Department of Housing and Buildings gave 
a certificate of occupancy. Nevertheless, on September 9, 1948, an 
FHA project analysis recommended that the amount of the insured 
mortgage be increased and on September 28, 1948, the amount of the 
insured mortgages was increased. 

On December 15, 1948, the sponsors withdrew $800,000 from that 
project out of the excess of mortgage proceeds over cost. 

In other words, after construction was completed, after a certificate 
of occupancy was issued, FHA raised the amount of the mortgage. 
There was already mortgaging out, which was clear according to 
FHA’s records. FHA increased the amount of mortgaging out and 
the sponsors took the money out of the project. 

In New Jersey, in the Linwood Park case, in Teaneck, N. J., after 
completion of the project, shortly afterwards, some of the stock of 
these corporations was redeemed for $1,318,000. In addition, long- 
term loans of $1,270,000 were made to affiliated companies. These 
moneys came out of the excess of the mortgage over cost of operation; 
also, about $1 million in rentals was collected before the first payment 
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on the making of the mortgages. Over and above this, of course, the 
mortgagors got some money from the lending institutions, because 
they gave these lending institutions the mortgage, and the mortgages 
being FHA-insured at that time, they were selling at a premium. 
Nevertheless, with this background, the Assistant Commissioner in 
charge of rental housing, Mr. Pow ell, authorized the projects to 
charge the tenants $40 for hooking up to the television antennas. 

In San Antonio, Tex., the Billy Mitchell Village, Inc., the FHA rec- 
ords show that the stockholders of the mortgagor corporation are 
Davis Muss, of New York City, president; Norman K. Winston of 
New York City, vice president; and Louis N. Kaplan of New York 
City, treasurer. The secretary is Mr. Henry W. Penn, of San 
Antonio. 

In almost all of these cases, of course, or a high percentage of them 
certainly, there is a community of interest between the owning corpo- 
ration and the building corporation. The money which is reflected 
as mortgaging-out does not include the profits which the building 
corporation made. The builder’s profits are over and above the 
amounts that are shown to be mortgaged out. 

The financial reports of the mortgagor corporation filed in 1950 
show that shortly after completion of the project, the book value of the 
project was written up $845,845 and $500,000 was paid out of loan 
proceeds. This is opposed to a capital investment of $56,000. 

The CHarmman. I think we are going to have to recess now, until 
this afternoon. 

Unless there is objection, I think we will recess now, until 10 o’clock 
tomorrow morning, at which time we will finish with Mr. McKenna, 
and after Mr. McKenna’s testimony tomorrow morning, we will hear 
Mr. Powell. That will constitute our two witnesses tomorrow. Then 
] again want to say, on Wednesday we will listen to the Shirley-Duke 
case in Arlington, Va 

If there is no objection, we will now recess until 10 o’clock tomorrow 
morning. 

(Whereupon, at 12: 12 p. m., the hearing was recessed until 10 a. m.. 
Tuesday, June 29, 1954.) 
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TUESDAY, JUNE 29, 1954 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Maybank, and 
Lehman. 

Also present: William Simon, general counsel, FHA investigation. 

The CuarrmMan. The committee will come to order. 

This morning will be a continuation of Mr. McKenna’s testimony. 


TESTIMONY OF WILLIAM F. McKENNA, DEPUTY ADMINISTRATOR, 
ACCOMPANIED BY SIMON H. TREVAS, COUNSEL, HOUSING AND 
HOME FINANCE AGENCY—Resumed 


The Cuarrman. Mr. McKenna, you may proceed in your own way. 

Mr. McKenna. Mr. Chairman, yesterday we discussed various fac- 
tors which added to the amounts that were mortgaged out to these 
windfalls, so-called. There was one factor which we did not discuss 
very thoroughly, and one which I would like to report on this 
morning. 

There is a written report which we have prepared regarding this 
particular phase which contributed so much to the mortgaging out, 
and that is the underpayment of workingmen on these projects 

The Cuarrman. What? 

Mr. McKenna. The underpayment of workingmen on these projects 
on which so much money was mortgaged out. 

The CuatrmMan. Let me ask you a question before you get into that. 
Are you finished with section 608 projects? 

Mr. McKenna. With the specific projects. We filed a statement, 
fr. Chairman. Unless the committee has questions to ask, I was 
roing forward from that point. 

The Carman. I have 1 or 2 questions I want to ask about that 
before you get into this other. 

We have found, as you know, a lot of so-called mortgaging out. 
I think everybody understands what we mean by mortgaging out. 

Have you found any evidence of where the officials of FHA or 
former officials—those employed by FHA in the past—have encour- 
aged or done anything about it? 

Mr. McKenna. Yes; particularly when we were including former 
officials. As to persons who were officials at that time, I believe we 
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can, if the committee wishes, give a list of the occasions on which 
we feel mortgaging out was encouraged by then officials of FHA, 
and there was, also, Senator, a common practice, which I believe is 
still prevalent, of former officials of FHA leaving the employ of 
FHA, setting thems¢lves up as consultants to builders around the 
country in order to handle their relationships with the Federal Hous- 
ing Administration, and we have in that case found instances where 
these former officials of FHA, having left the employ of FHA, ad- 
vised builders on how to finance their entire project and realize 
noney from it. 

The Cuarrman. Have you any concrete examples of it? Have you 
any documentary proof? 

Mr. McKenna. Well, in a recent field investigation of the Franklin 
Manor project, at Sarasota, Fla., the investigators, in the files, took 
with the permission of the present owners of the files, certain ex- 
changes of letters which show in their text how a former official of 
the National Housing Administration, the former head of the Na- 
tional Housing Administration, advised and told the builders of the 
project how they could finance it entirely out of Government money. 

The CuarrMan. Do you have a letter to that effect? 

Mr. McKenna. I should say Federal Housing money. 

The CHamman. May I see it? 

Mr. McKenna. We do have the exchanges of letters. 

There is a whole file on this which I will give to the committee. 
I have in particular here four letters 

The CHarmrmMan. My question is, do you have any documentary 
proof where former high officials or present high officials at any time 
encouraged or showed any project owner how he could mortgage out 
and build one of these projects without putting any of his own money 
in? 

Mr. McKenna. This exchange of letters shows the latter part of 
that, and shows how a former high official advised the builder how 
le could put his money into the contracting corporation so that it 
did not show as mortgaging out. 

The Cuarrman. Let me see it. 

Mr. McKenna. These are copies. We have the originals on file, 
if the Senator wishes them. 

The Cuatrman. Without objection, we will place in the record cor- 
respondence between Wilson Wyatt, who was the Housing Expediter 
back in the forties, addressed to his counsin, Earl Franklin, at Sara- 
sota, Fla., showing how it is possible to mortgage out and build proj- 
ects without putting any money in, and without objection we will 
place all this in the record. 

(The information referred to follows :) 





Exursit D-1 
JULY 22, 1949. 
Re FHA project No. 067-42017 Franklin Manor, Inc. 
Mr. Wiison W. Wyatt, 

Louisville, Ky. 


Dear Mr. Wyatt: Enclosed herewith, is a bid-proposal, in the amount of 
$473,800, from the R. E. Clarson, Inc., Tampa, Fla., relative to the construction 
of the apartments (92), office and utility (3) building, subject project. 

This general contractor is well established in this area, approved by all Federal 
construction agencies and is acceptable to the FHA for this project. This con- 
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tractor is now under contract with the F. W. Woolworth Co., Atlanta, Ga. (four 
to five millions) relative to the construction of buildings in the several southern 
States. 

My contract with their bonding agency, indicates that this one agency has 
authority to issue bonds for Clarson in the amount of one million, without refer- 
ence to the home office. Further, I am advised that Clarson can meet all the 
contract and FHA requirements noted for this project. The bonding cowpany 
agent being: Mr. Don E. McGuire, 537 10th Street, West Bradenton, Fla. 

The only difference between the referenced FHA approved plans and specifi- 
cations and the working plans and specifications being the construction details, 
ete. There should be no cost differential, as this plans and specifications are 
duplicates of other completed (FHA) construction. 

Based on this proposal, and using the FHA (commitment) estimate, the fol- 
lowing project costs are evident to the sponsors: 


1; Tmebirowemente 00: ANA scsi iis cet epee terennecnagnnan ae $63, 040 
© Bir CI OB nec n wenn wamnarnincmensmnenininmsaiah 473, 800 
§ Hee (Si. aschitect’s) a iin hi eect wne 16, 766 
4. Refrigerators, ranges, water and space heaters___.---------------~-- 40, 000 
& Garrguet S66 Shane... gig onennintalittitinmoon 40, 848 
@ Zagal and orpenisntiet sin. cc de di kn eg sine nese 21 200 
Gee einen ener ta eniamwanraeatpeeaianae 37, OVO 

ibineted - Gotal coisa een hh ee woe 673, 704 
MOTORRES BIOGRONE nonin dana endmenstencatitnessetemnnamnneme 745, 000 
I Nae wee Steck antes ceed cenakingedeeltantbbomande 673, 704 

I a aa ec call tata tae lal Renita anil cinitidlignntep 71, 296 


My personal estimate of these project costs, with construction being handled 
without general contractor facilities, using the purchasing powers of Franklin 
Bros., and with competitive (bonded) subcontractors, is as follows: 





1, FIRES: BO Dee nttin tmtnmptitntegnontinnendigeepainiienitinlembstinn $43,000 
TI ia i ich an heathens nartnaial Ertan ance enteayhien ant hbnebocpatipah 422, 425 
i NI edad cectarten ie cctiimrnictlivabubdangedincer au apeyininatyes 16,766 
4. Refrigerators, ranges, water and space heaters__._..-.___--------~. 40, 000 
Gan (i cr Senna tan cnln teenth initeeneghinbbbinte 40, 848 
S| a a I hi ll, sectrienies Prctiessbelineaiemene steep nidhemelbanninen) 2, 250 
Fp, SIT ie canna <t ais spies Se cpreiesabthanptioenipp alan deatedinamancdisematiinty digs pyubticiarotalbtaninit 87, 000 

IID) OI os orci telat lll Meester teaicdtatiheMnnentattaetibinnae 602, 289 
BERTH, BOOROOI Ds cic cceistewsemnsisnsticndcbataapiblinisnselnliigain ntpsiehitiane 745, 000 
ie ccarceceiennint bin tpnebentaniphnniipaap tna iisbindivarlies dn iinmiighatnictialliens: 602,289 

I tick tein chadtel dil taalkanda eat halt adele tineestndsipinciteinunpietewbiccle 142, 711 


The above (personal) estimate is capable of being maintained, through the use 
of on-hand proposals of items indicated under “Improvements to land,” saving 
the general contractor’s overheads and profit levels and the use of established 
(Franklin Bros.) purchasing powers and credits. 

This information is being furnished as evidence of the financial soundness of 
this project in relationship to the FHA estimate, mortgage value and the spon- 
sor’s possibilities. 

Very truly yours, 
FRANKLIN MANor, INC. 
W. H. TYLer. 



















































64 FHA INVESTIGATION 


Exuisir D-2 


Wyatt, Grarron & Grarron Law OFFICES, 
Louisville, Ky., August 6, 1954. 
Mr. W. H. TY esr, 
Care of John V. Deegan Realty Co., 
Sarasota, Fla. 
Dear Bitt: As I understand it, the following checks have been issued on the 


dates and in the amounts indicated, on the Liberty Bank account of Franklin 
Manor, Inc.: 




















end of the job, $11,175; plus amount necessary over and above mortgage 


| 
Num- | | 
her Date To Amount 
1 | saly 25 | FHA, inspection fee... _- Dosa aes eee aaatiientes tao $3, 725.00 
2| July 26| W. A. Wynne, stamps on note.. otncienasanbinadannanmanndcanetaiiel 747. 80 
3 do. . ©: Megertnen; intengible tan; «=.= o-5 2565 5. oossk cndinscccccescccccacbolce 1, 490. 00 
4) Aug. 1 | City of Sarasota, Lucas, examination fee_..._.............--...-.------ 10. 00 
5 .do | City of Sarasota, Lucas, general contractor’s license 50. 00 
6 .do___.| City of Sarasota, building permit onaneédagettehenneammmtennanadal 1, 004. 00 
7} Aug. 3] Abstract of Sarasota. title policy ___..............-.-.--....22-..22-.2--ee 2, 050. 00 
8 | _.do --, Bisbee-Baldwin—}4 of 1 percent, on ac count, financing fee _ - 3, 725. 00 
y -do Bisbee- Baldwin, escrow deposit for working capital to be held until the 
j 


| proceeds to eomphete | construction contracts, $44........-.-..------.-. } 11,219.00 
Bisbee-Baldwin, FH A mortgage insurance premium 








NGS. StF os ca badetua s Sehxa ko coke alee pede bas os | 2, 254. 20 





In addition to the above there has been charged to the account the sum of 
$98.70 for interest on the $37,000 loan fur the 15-day period from July 14 to 
July 29. I have requested Vernon, however, to deposit this sum in the account 
in order that the account will be reimbursed. The $37,000 loan was renewed 
for 30 days on July 29, at the end of which time interest in the amount of 
$191.20 will be due. The $30,000 note from the corporation to Earl Franklin 
and Vernon Franklin and endorsed by them to the Liberty was delivered yes- 
terday by me to the Liberty as collaterial on their $30,000 loan of July 25. Since 
that was a 15-day loan, it will be due with interest of $80 on Tuesday, August 9. 

Yesterday I gave to Vernon a blank note to be signed by him and his wife and 
by Earl and his wife and returned to me by Monday, the 8th, or at the latest 
on Tuesday, the 9th, in order that I may then deliver it to the Liberty (I will 
fill it in for $30,000 and for such period of renewal as I shall be able to agree 
upon with the Liberty) on Tuesday, the 9th, together with a check from Vernon 
for $80 in payment of the interest then due. If we are sure that the construc- 
tion fund loan will be completed, and a check for the first draw received and 
deposited within a period as short as 15 days from August 9, a 15-day renewal 
will be sufficient. If, however, it looks as though a little longer will be required 
for a first draw to be received, it may be best that I renew it for 30 days. I feel 
sure the Liberty will let me arrange it either way just as long as I am certain 
that it will be repaid out of the first draw. 

Yesterday I spent 2 hours with Mr. Dobbins at the Liberty and gave him a 
thumbnail sketch of our “11 days of crisis” in Florida. I found his attitude 
entirely satisfactory. 

If you are able to improve the amount of the first draw to bring it in line with 
anything like the figure that you had previously given me, I shall appreciate 
immediate notice of this as it will be very important good news. As I under- 
stand it, however, the FHA has indicated that the first draw will consist only of 
the following: 
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| $3, 725. 00 
747. 80 
1, 490. 00 
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Reimbursement of : 
FHA mortgage insurance premium__-._-~---_--.------------~---- $3, 725 
SETA SUMARIO, TOC wien ccecictmeicie cr merermdidncitlilbaibittteaditineg tb dbctabils 2, 235 
SUA tnebertion feeii ale gs np he cdenes 8, 725 


Financing expense (114 percent) (of this amount, $3,725 has been 
paid to Bisbee-Baldwin, and, on receipt of the first draw, $7,450 
must be paid to Bisbee-Baldwin. However, since the sum of $3,725 
will be paid by Bisbee-Baldwin to FNMA, there will still be due, 
out of the final draw, the remaining 4 of 1 percent or $3,725 
on ee ne Witt} io ks a a ea a hd 


Tie and secerding: expe@tesu. ssslso slo se ce en. 5, 954 
Asvhitect's fet; 60! percents si ie i eee es 20, 120 
Motels. tui Sali. ati a a od i dd Uae 46, 934 


I understand the architect’s account will be as follows: 
60 percent reimbursement on first draw -------------------+--- Li $20, 120 
Total amount due (2% percent) ..--------~--- Sreiinitheiase $16, 766 





Heretofore paid on accounts 14. ok a tw ee ett nne 1, 000 
Balance due out of first draw__-----~-- $14 Lago tel Ld 15, 766 
Balance remaining out of first draw for use by Franklin Manor.. 4,354 


I, therefore, figure that out of the first draw you will have available for pay- 
ment to the Liberty the sum of $23,718. This figure, together with the balance 
in the bank of $2,254.20, will give a total of $25,972.20 available to pay to the 
Liberty out of the first draw, leaving a balance of $4,027.80, plus $80 of interest 
to be produced from sources other than the first draw in order to pay the Liberty 
its $30,000 note and interest. 

Please doublecheck these calculations and, if accurate, simply mark “O. K.” 
with your initials opposite this paragraph. 

I am sending this letter to you in duplicate and shall appreciate it if you 
will return the carbon to me with a notation as to any inaccuracy in the fore- 
going, or any comment you may have. 

Cordially, 
WILSon W. Wyatt. 

P. S.: Mr. Vernon Franklin: I am enclosing your Liberty-Franklin Manor, 
Inc., bankbook. 





Exureit D-3 


WYATT, Grarron & GRAFTON LAW OFFICES, 
Louisville, Ky., November 16, 1949. 
Mr. C. B. ComMpPron, 
Kentucky Home Life Building, Louisville, Ky. 


Dear Mr. CompTon: I am enclosing the following: 

1. Excerpt from contractor’s requisition No. 3 for work performed up to the 
8ist day of October 1949. 

The first four columns are taken directly from the requisition filed with the 
FHA. The last two columns, under the general caption “Estimate of Probable 
Gain or Loss,” were supplied by Mr. Earl Franklin in the course of a full discus- 
sion of the situation with him in Florida this past weekend. You will notice that 
the estimated net would show a gain of $112,800. From this, however, would be 
subtracted the fees which will be paid to me for services as attorney and housing 
consultant in connection with this project from the beginning. 

I do not have the exact figure of the amount allowed by the FHA and paid by 
the Manufacturers Trust on this requisition. It was approximately $8,000 less 
than the sum requested. This is unimportant since the amount will undoubtedly 
be included in a subsequent draw. 

2. Itemization of fees and allowances (included within the mortgage of 
$745,000), over and above the amount of the construction contract and the con- 
tractor’s 5 percent cash fee. Opposite each of these items there is also indicated 
the amount of estimated gain or loss, based similarly on a full discussion with Mr. 
Earl Franklin in Florida. The net gain of approximately $16,000 will be almost 
exactly an offset for the development funds which were put into the corporation. 
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3. Agreement of September 8, 1949, between Franklin Manor, Inc., and W. H. 
Tyler; also release of liability for debt, executed by Tyler, pursuant to the fore- 
going contract, on September 14. 

4. A file marked “Closing papers.” You will probably want to look through 
this generally, and there are a few documents you will probably want to examine 
with care. It will not be necessary, I am sure, however, to read all of them 
throngh as you will find they are quite voluminous. 

Mr. Banks was released by Earl Franklin a couple of days before I got to 
Sarasota, but he has been replaced by a Mr. Barton who has been at work on the 
project from the beginning and seems to be competent. I asked Mr. Barton to 
prepare and send me a detailed breakdown of all money received by Franklin 
Manor, Inc., and I understand from talking with Earl on the telephone yesterday, 
that this is in the mail now. As soon as it arrives, I will send it over to you. 

I also asked Mr. Barton to send me the checkbook stubs for all checks issued 
until October 31, as I thought this information might be of assists uce to you in 
making an analysis. 

The following is a hurried summary of some of the points which we discussed 
when von, Mr. Kottke, and Mr. Vernon Franklin were in my office last week : 

The land on which the project is located was purchased by Earl and Vernon 
Franklin personally, at a cost of $37,000. This money was borrowed by them 
from the Liberty on their personal note (signed by their wives also) and secured 
by the pledge of all of the corporate stock of Franklin Manor, Inc., and of Franklin 
Bros Hardware & Appliances. Five thousand dollars and interest, was paid 
on this note last week by check sent from Franklin Manor, Inc. Since the land 
eonstitutes the principal basis for the Franklin Manor stock issued to the 
Franklins, this note should be paid by funds which are clearly personal funds of 
the Franklins. 

It is almost essential that most of the apartments be furnished. This will run 
approximately $65,000 in cost. Last week, Franklin Manor, Inc., gave its check 
to a furniture supplier for approximately $12,000 in payment (in advance) for 
furnishings for 16 apartments. These furnishings are to be delivered December 1. 
I am inclined to think that it will be hest for the furniture to be owned by the 
Franklins individually and leased to Franklin Manor, but I should like to have 
your thought and advice on this. If the furnishings are to be bought by the 
Franklins individually, they can be paid for—at least in large part—by the net 
proceeds which will probably be coming to the Franklins from the construction 
contract. This contract is hetween Franklin Manor, Inc., on the one hand, and 
Parl Franklin and W. H. Tyler on the other. As we discussed last week, Earl 
Franklin and Vernon Franklin are, ip fact, full partners in the construction 
contract as in this entire venture. 

Vernon has been doing the necessary financing arrangements up here, has been 
running the hardware store and, thereby producing additional funds as needed 
for payroll, etc., in Florida; has arranged essential financing by increasing the 
Franklin’s loan at Portland by some $16,000; has conferred with Earl by 
telenhone and letter on innumerable occasions; and has actually been at the 
project in Florida on several occasions for inspection, consultation, and advice. 
Furthermore, Vernon and his wife, along with Earl and his wife, signed the 
indemn fication agreement without which the construction contract could not 
have been authorized. 

It would seem to be well to set forth this partnership in the construction 
contract, with recitals showing all of the factual background and partner par- 
ticipation. If the profits from the construction contract could be divided as 
between 2 fiscal vears, the benefit of the community-property phase of the 1948 
Revenue Act would, in effect, give us 8 separate tax brackets. Earl has not 
yet received any advance rentals and it will probably be December before he 
does. For this reason it may be just as well to take October 31 as a fiscal 
year on Franklin Manor, Inc. 

Earl Franklin (and Vernon Franklin), as the contractor on the project, has 
not been issuing any checks. All of them have been issued out of the one 
bank account which contained all of the transactions on the project: that of 
Franklin Manor, Inc. It seems to me that it would be well for a ratification 
and confirmation to be executed by Earl Franklin to Franklin Manor, Inc., with 
reference to all checks heretofore issued by Franklin Manor, Inc., which were 
not realty checks, for the construction of the project. Franklin Manor’s account 
from that date forward, it would seem to me, should cover only the financial 
transactions of Franklin Manor property; and a separate bank account of Earl 
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Franklin as contractor should reflect all subsequent financial transactions related 
to the construction contract. 

Since you are out of the city today, and since I am leaving for the East this 
afternoon and will be there until Saturday, I am dictating these facts rather 
hurriedly before catching my train in order that you and Mr. Kottke will have 
them before you, along with the various other records which I am sending you 
from my file, and the records which will be coming forward for you from 
Sarasota. 

Monday morning I suggest that we arrange by telephone for a time that is 
mutually convenient during next week when we can sit down for whatever 
time is necessary in order to chart the tax course of the Franklins. 

Your counsel and advice will be essential, and I can assure you is not only 
very much welcomed and desired by me, but the same is true of both Earl and 
Vernon. 

Both of them have real respect and admiration for you, and I know they would 
not want to proceed on any tinal tax decision without the benefit and ,uidance 
of your views. 

I regret that I will not have an opportunity for the letter to be transcribed 
and checked by me before it is sent over to you, but on my return I shall 
check it. 

With very best personal regards, 


Exuisir D4 
May 24, 1959. 


Mr. Don REDMOND, 
Care of Federal Housing Administration, 
Washington, D.C. 
Dear Mr. RepMonpD: I learn through Charlie Powell of the Landscaping Di- 
vision, that you have a different zone now. I hope this is a better job. 
1 don't want you to forget that you promised me you would bring your wife 
and family down here for a vacation, I have been looking forward to it. We have 


a new boat dock and a good boat to go fishing in. 

We will give you an apartment right on the bay, and do everything possible to 
show you a good time. 

I want you to know that Wilson Wyatt, my brother, and I appreciate everything 
that you did for us, even sacrificing your last vacation for us. 

I certainly hope you can come down here. Let me know when you are 
coming, and I will try to have Mr. Wyatt here, and maybe you can arrange with 
Mr. Tinney or anyone else you like to come also. We have plenty of room, and 
] will show you the best time you have ever had. 


Hoping to hear from you soon, 
EARL FRANKLIN. 





Exurisir D-5 


Mr. WiLson W. Wyatt, 
Marion EB. Taylor Building, 
Louisville, Ky. 
Dear WILSON: I received your letter, and I am sending you a copy of Mr. Mun- 


nerlyn’s letter of May 25. Wilson, I can’t figure it out. Every time we hear 


from them, they want more money. 
I believe we have enough money to run this project until December the way I 


have cut expenses down. The only extra expense I will have th's month at all 
will be the wiring of the pier and shuffleboard court. I am getting expenses down 
lower every month—telephone and everything else. Next month will be still 
But as you say, the money I borrowed, which I owe you, is going to be 
hard to pay this year. However, I may fool you all. It's going to be a whole lot 
tetter this year than last year, because we are ready to take everybody in. We 
have every unfurnished apartment rented, and we are getting a few more over- 
night and weekend guests. When school is out the middle of this month, we 
ought to pick up enough to pay on the project without going into anybody’s 
pocket. I am told that September and October are pretty bad months, but we 
have the season right afterward. We aren't wasting a nickel. We.have our 
books and bank balance perfect, and every nickel we take in we have a recei't 
for, and every nickel we spend we have a record of. So our books are ready 


lower. 
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for anybody to audit. Still, it seems as though every time we get a few dollars, 
between Bisbee-Baldwin and Manufacturers Trust, we have to give them up. 

I got Don Barton a job through Mr. Able, with the Paul Smith Construction 
Co., starting Monday. Don and I are personal friends, but we couldn't stand the 

70 a week salary. Our monthly statement is also enclosed, and I think you will 
see a better picture. Next month it will be better still. 

Bill Tyler signed an affidavit to George Betts that he had the power of at- 
torney and authority to give him the contract to build this project. Betts 
claimed that for this reason he went to Sarasota to take the examination for a 
contractor’s license, and that the bid he made us was the reason for our getting 
the project—otherwise we wouldn’t have gotten it. I explained to Betts and 
his lawyer that Mr. Stanley, Bill Tyler, and I sat in the George Washington 
Hotel and made out all the papers concerned with the bid, and that everything 
that Bill Tyler told Betts was‘a lie, without my knowledge or authority, and 
that I could prove it. Betts wanted a settlement. I told him I wouldn’t give 
him a dime, and to sue and be damned. I then contacted Bill Tyler and told 
him that if he didn’t sign a release from both the painters and George Betts, I 
would personally see that he went to the penitentiary for the checks he has 
written. They want him in Louisville on 2 or 3 indictments. Me sold his part 
of the land to Russel Fye for $1,000, I hear. He has been paying off checks, 
but the people he owes are crowding him. I understand he still has over $1,000 
in checks out. He has been begging me to keep the Louisville police off him. 
He went to Doug Arnest’s office and signed an affidavit stating that the only 
reason he signed the original affidavit to George Betts was because he was in 
trouble, George Betts made his bond to keep him out of jail; he was desperate 
and would have signed anything to keep from going to jail. Doug Arnest pre- 
pared the affidavit, Taylor signed it, and also one against the painters. All 
of these releases were truthful, as I didn’t even know George Betts at the time 
the bid was made, the painters didn’t fulfill their contract, and anything that 
George Betts and the painters claimed was a lie. I could have proven it by 
bringing Dick Stanley and Ball from the FHA in, which would have defeated 
Betts’ case anyway. Doug Arnest laughs and says he thinks that’s all over with. 

I am doing my best to work on these taxes and cut them down. I am getting 
a copy of the taxes that Florasota Garden pays, as I know we shouldn’t pay 
any more per dollar than they do. They have special rates, and I want to get 
the same or better. Mr. Picket and I are good friends at present. He is my 
political adviser. Mr. Tate and I start next Tuesday to register everyone here 
we can to vote, and Mr. Picket says that in return he will help me out—which 
he already has. 

I was talking to Vernon last Sunday night, and he says that both the hardware 
store and Franklin Manor should make more money next year. He was new, 
and Bob Brady was new; they lost some business that they should have had, but 
I believe they will make more money next year. We have been trying to sell 
the hardware store, but can’t. There is too much money involved in it. I 
believe by next March or April we ought to be able to pay everybody off. If not, 
pretty close to it. Then we won’t have any more worries. If these people come 
down in October, November, and December, as I hear they do, although I don’t 
know, I will assure you that the check you are holding will be good, and the 
rest of it will have to come after the first of the year. 

There is a man who will be over to see me today or tomorrow who wants 
to build 125 houses on the South Trail in Sarasota, and sell them. So far 
he has had no luck, although he has tried everybody. We have a clothing dealer 
on the project who wanted to know whether he could talk to me, and find out 
whether I could do anything to help him. I told him I didn’t know of anything 
I could do, but I would talk to him. If he wants to retain you, and if you would 
like to take the case, he could fly to Louisville, or you could fly down here. He 
has bought the land, cleared it, and is ready to build and can’t get to first base. 

Wilson, I don’t want to take up too much of your time. I wish you could 
come down for a few days and see this place. We have the prettiest grass and 
flowers around here. 

I had one of the sales managers from the General Plywood stay at my house 
last night. His wife and family are coming down to stay 2 or 3 weeks with him. 
He wants some pictures which we have had made, as he is going to put them 
in several building magazines all over the country, which will be a good ad. We 
have our street lights in now. 

We are paying interest to Sarasota State Bank monthly. Also, because of 
the new law we will be sending in State and Federal taxes monthly. 
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George has just become a member of the Rotary Club. I belong to the Ex- 
change Club; and four of us belong to the chamber of commerce. I have taken 
my Shrine, and am now meeting all the big shots. One of them, from the Rotary 
Club, last week rented two apartments by the year. I am selling a piece of 
property for John Deegan to a friend of mine from Louisville—a bar, for $35,000. 


Best regards, 


Senator Mayank. Mr. Chairman, the only thing I would ask in 
justice, and I know you would agree, is that if Mr, Wilson Wyatt 
wants to file any statement in connection with it we will put that in 


the record. 

The Cuarrman. Of course. 

Senator Maypank. I will ask permission to do that. 

(The following was later received for the record :) 

UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
July 26, 1954. 
Mr. WiLson WYATT, 
Louisville 2, Ky. 

DEAR Mr. Wyatt: This is in further reply to your letter of July 6, 1954, with 
respect to the Franklin Manor FHA insured project in Sarasota, Fla. 

Subsequent to your letter we have heard in executive session under oath the 
superintendent on the construction job as well as your client, Earl Franklin (who 
was accompanied by one of your partners). 

Our investigation to date does not lead to the conclusion that everything was 
properly done in this project; nor does it lead to the conclusion that the audit 
statements furnished to you by the accountants and enclosed with your letter 
to me can be accepted at face value. 

Our investigation does, however, disclose that you had no interest whatsoever 
in the project other than acting as attorney for the Franklin brothers, and that 
you received nothing out of the project other than the fees which they paid to 
you, and that the Franklin brothers were not relatives of yours as reported by 
a witness in open session. 

Under these circumstances it is my understanding that you do not desire to 
have your letter of July 6, 1954, enclosed in the public record of our hearings. 


Sincerely, 
Homer E. CAPEHART. 


Wyatt, GRAFTON & GRAFTON, 
Louisville, Ky., July 28, 1954. 
Senator HoMer CAPEHART, 
Washington 25, D.C. 
DEAR SENATOR CAPEHART: I am glad to have your letter of July 26, 1954, follow- 


ing your telephone call to me on last Friday, July 23. 
It is, of course, gratifying that your investigation has now satisfied you of the 


propriety of my actions in relation to the Franklin Manor project. 

Under these circumstances I no longer insist on the inclusion of my letter of 
July 6, 1954, in the public records of your hearings. 

Sincerely yours, 

Wiison W. Wyatt. 

The Cuarrman. What we are trying to do here is find out the facts, 
and anybody who wants to testify may do so. Any time oe 
name is mentioned in any of the hearings, and he wants to personally 
appear and defend or protect himself, or give his side of the story, 
we will be delighted to hear him, or they may file statements—Mr. 
Wyatt or anyone else who wishes to come may do so. What we are 
trying to find out is the purpose of the correspondence and, frankly, 
what our staff is trying to find out is whether or not high officials in 
FHA in the past, or high officials at the present time, are encouraging 
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builders to mortgage out, whether they were a part and parcel of this 
business, whether they wrote letters or made speeches in which they 
encouraged and showed these people how they could mortgage out. 
Frankly, we have had much testimony in our executive hearings up to 
this time on the part of builders that high officials did encourage them 
to go into section 698 projects. They did encourage them to do it. 
They did tell them and show them how they could go in and build 
these projects without putting any—or very little—money into it. 

Senator Maypank. At the same time, Mr. Chairman, these big 
builders and associations in America testified here there would be no 
windfalls, as was stated yesterday. I am stating not only what is 
happening in this committee, but what happened on the Senate floor 
in which they promised all these things. I think the builders are as 
guilty as anybody else, in my book. 

The Cuatrman. The able Senator is correct. We have evidence 
here in public hearings that high officials of the FHA in the past, 
builders, mortgage bankers, and others, have assured this committee 
it was impossible for this sort of thing to happen. 

We likewise have documentary proof that these high officials in the 
past were encouraging builders to get into this sort of thing, and 
showing them how they could do it without putting any, or very little, 
of their own money in it. 

The letters we placed in the record this morning are documentary 
proof that that did happen—at least in one instance—and those are 
the things we are trying to find out. We are trying to find out whether 
this whole business has been brought about through maladministra- 
tion, whether it is the weakness of the law, or whether it is a combina- 
tion of both. 

I again want to say that any time any man’s name is mentioned in 
these hearings, adversely, and he wishes to be heard in person or 
wishes to file a statement, we will be delighted to have him appear, 
and delighted to have him file a statement. We want that definitely 
understood on the part of everybody. 

I find Mr. Powell is present this morning. 

I think we will excuse you for the moment. I want to put Mr. 
Powell on the stand this morning. 

Senator Maysank. I notice in a statement filed here that the Savan- 
nah Terrace Apartments in North Augusta hired experienced car- 
penters as apprentices. 

I would like to ask you where you got that information. It appears 
on page 3. Because the A. F. of L. is a pretty strong union in Aiken 
County, and all that atomic building was done down there. I have 
never had any personal complaints about it being done. 

Who made such a statement on that? 

Mr. McKenna. We have a full file on that, and I will make it avail- 
able to you. 

Senator MAysank. Was it A. F. of L.? 

Mr. McKenna. I believe there was an investigation. I will sub- 
mit the full file. 

Senator Maypank. What did the A. F. of L. do? They have a 
pretty good union down there, in Savannah, Charleston, and Augusta. 

Mr. McKenna. In many of these cases the original complaint did 
come from the union. Whether it did in this particular case I will 
be able to answer after we have a recess. 
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Senator Leuman. Mr. Chairman? 

The CuarrMaNn. Senator Lehman. 

Senator Lruman. I did not attend these executive or private hear- 
ings to which you referred, so I am not familiar with what transpired. 

The CuarrMan. Let me say this to the Senator, because I want the 
record to be perfectly clear: 

In executive session, with all Senators present, I told them that in 
all our executive sessions, or private sessions, that we were making a 
transcript of every word that was uttered by everybody present, and 
that those were available to every Senator. 

If the Senator wishes, we will have delivered to his office a copy 
of the transcript of every executive session we have had, which covers 
every word that was spoken. We will be delighted if he wishes de- 
livered to his office a copy of everything that was said in each executive 
session. 

Senator LeuMan. I would like to have that, but I do not want to 
have the chairman interpret my remarks as any criticism of the man- 
ner in which these private sessions were held. 

The Cuatmrman, My point is, naturally, 15 Senators cannot attend 
these private sessions. They don’t have the time. 

Senator LeuMan. I realize that. We wouldn’t have the time. 

The CuairMan. Senator Lehman, of course, doesn’t have the time 
to do it, but we are making available to each of the 15 Senators a 
transcript of every word that was said by myself or other Senators, 
and by all witnesses in each of these executive hearings. That is 
available to each of the 15 Senators any time they care to see it. 

Senator LenMan. I was simply trying to address myself, however, 
to a question, 

The CuarrmMan. Go ahead, please. 

Senator LEHMAN. The statement has been made here today that the 
records indicate that some officials—some high officials in FHA—in 
correspondence, or otherwise, showed some of the contractors or build- 
ers the manner in which they could utilize the provisions of section 
608 without putting up any substantial amount of their own capital. 

Now, did these letters, however go further and indicate or en- 
courage these people to believe that they could avail themselves of 
great or of substantial windfalls? In other words, it is one thing to 
proceed under section 608, without utilizing any substantial amount 
of personal capital, particularly at a time when we were very anxious 
to develop as much private building as possible, and it is quite a differ- 
ent thing if these people were encouraged to believe that the amount of 
the mortgage would be greatly in excess of the cost of the project, and 
thus allow them not only to mortgage out, but to declare large di- 
vidends? 

The Coamman. Will the Senator yield? 

Senator Lenman. I will be glad to. 

_ The Crarrman. As he, of course, knows, there has been much pub- 

licity about so-called windfall profits on the part of many builders. 
They have taken the position that the Government and the officials 
of FHA encouraged them to get into the business because housing 
in apartments was so badly needed. We have had much testimony 
to that effect. 

I think it behooves this committee, then, to find out if the former 
FHA officials, or present officials, encouraged them to do it and 
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showed them how they could do it. If they did, I would say that 
they ought not to be criticized—maybe not at all—at least, not so 
severely if the Government itself showed them how to do it. 

That is the purpose of our introducing into these hearings docu- 
mentary proof that that sort of thing happened, because I think we 
owe it to the builders. Many of them have told me that they were 
encouraged to do it. I think we owe it to them to find out whether 
or not that was true. 

Senator Lenman. I agree with you. 

There is a vast difference, in my opinion, between an official of 
the FHA showing a builder how he could avail himself of the pro- 
visions of section 608 without utilizing any substantial amount of 
his own personal capital, or, on the other hand, on the other side, 
a high official of the FHA encouraging these builders to believe that 
if they went into it they not only would not have to utilize a sub- 
stantial part of their personal capital, but could also obtain a windfall 
which would permit them, as has been done, to declare large dividends 
to themselves. 

I was trying to distinguish between those two things, and particu- 
larly as reference has been made. 

The Cuarrman. We want to find out whether it is the fault of the 
law, whether it is the fault of the Administration, or whether officials 
of the Government in the past did encourage them to do these things. 
I again want to say that any time any man’s name is mentioned in 
these hearings we want him to feel perfectly free to come and testify 
on his own behalf, or file a statement. 

Mr. McKenna. Senator, if I may, I have submitted a statement to 
the Senators here, and I would appreciate it if it could be made a part 
of the record. 

The Cuarrman. I am going to call you back in just a few minutes. 

Senator Mayranx. What statement is that? 

Mr. McKenna. The statement on the labor situation which the 
Senator just referred to. (See p. 101.) 

Senator Maynanx. Let me finish this point so it will be clear on 
the record. 

Does Wilson Wyatt’s letter show he suggested there would be a 
windfall? I didn’t read it. 

Mr. McKenna. I don’t want to generalize. 

Senator Maysank. Did it or didn’t it? You were supposed to be 
investigating the FHA, your own organization, and you don’t know? 

Did or did not Wilson Wyatt suggest to his cousin he could get a 
windfall? 

Mr. McKenna. Wilson Wyatt suggested to his cousin they could 
finance the project and make a contracting profit without puttin 
any capital in, and he suggested how he could show that they could 
state that the land was paid for, when, in fact, it was financed, depend- 
ing upon the mortgage loan, to pay for the cost of the land. 

Senator Maynank. Was not that the law? 

Mr. McKenna. My opinion the way it was done there was not ac- 
cording to the law, but it is a conclusion, and I would rather the Sen- 
ators drew their own conclusions. 

Senator Maysanx. I understand that, but you cannot draw—I ap- 
preciate what you are doing, but we cannot sit up here and draw con- 
clusions without complete facts. 
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Mr. McKenna. In my opinion, Wilson Wyatt’s letter showed a way 
to evade the law, but I would rather not have made that statement. 
Senator Mayank. That is all right. You say Wilson Wyatt’s let- 
ter showed how to evade the law? 
Mr. McKenna. That is my opinion. 
Senator Maynank. Under oath? 
Mr. McKenna. That is my opinion. 
Senator LenmMan. Did he make any mention of windfalls? 
Mr. McKenna. He did not. 
Senator LenmMan. Did he make any mention that it was his belief 
and expectation that the contractor could make more than a reasonable 
profit in undertaking the project ? 
Mr. McKenna. J have no recollection of those words. 
The Caarrman. Mr. McKenna you are temporarily excused. Mr. 
Powell, will you please come forward? 
Mr. Powetxt. Good morning. 
The CuHarrmMan. Good morning. 
Mr. Powell, will you be sworn? 
Do you solemnly swear to tell the truth, the whole truth, and nothing 
but the truth, so help you God ¢ 


TESTIMONY OF CLYDE L. POWELL, ACCOMPANIED BY DANIEL B. 
MAHER, COUNSEL 


Mr. Powe... I do, sir. 
The CuatrrMan. Will your counsel please give his name to the re- 


porter ¢ 

Mr. Marner. My name is Daniel B. Maher. I am a member of the 
bar of the District of Columbia. My appearance has heretofore been 
entered on behalf of the wituess in this case. 

May I respectfully request that the record show that the witness is 
here, pursuant to a subpena ? 

The CuarrMan. That is correct. 

Mr. Mauer. May I also state to the chairman that under the con- 
ditions now prevailing, I don’t think the witness should be compelled 
to testify. There are lights flashing in his face, within 3 or 4 feet. 
There is a microphone in front of the witness, which may be ampli- 
fied to infinity, and which in effect deprives the witness of his right to 
consult with counsel. 

The Cuarmman. Well, weuld the witness like to have the micro- 
phones and the lights removed ? 

Mr. Maner. Yes, Mr. Chairman. 

The CHarrman. All right. 

Will the reporters please get their pictures ? 

You have no objection to the mike here? 

Mr. Mauer. No, Mr. Chairman. 

The CuarrmMan. You are talking about the radio and the television ? 

Mr. Mauer. And I object to these flashlights. 

The CyarrMan. I see, just the flashlights. 

Mr. Maner. And also television in the event that they turn it on. 

The Cuamman. You object to your client testifying over the tele- 
vision or over the radio? 


Mr. Mauer. I do. 
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The CmarrMan. As long as the lights are off I have been informed 
that there will be no recording of television or radio. 

Mr. Maner. Very well. Thank you. 

The Cuarmman. If that is the wish of you and Mr. Powell, we 
certainly will adhere to them. 

Mr. Powell, will you please give the reporter your name and present 
address and present occupation ? 

Mr. Powerit. My name if Clyde L. Powell. My address is the 
Sheraton Park Hotel, Washington, D. C. 

At the present time I am not engaged in any business activities. 

The Cuarrman. How long were you connected with the Federal 
Housing Administration, and what were the positions that you oc- 
cupied with FHA? 

Mr. Powerit. Mr. Chairman, I respectfully refuse to answer. My 
refusal is based upon my constitutional protection against being com- 
pelled to be a witness against myself. 

The Cuamman. Will you explain to us the workings and procedure 
for FHA commitments under section 608 of the National Housing 
Act? 

Mr. Powe... The answer is the same as heretofore given. 

The Cuarrman. How did FHA determine the amount of the com- 
mitments it would make for mortgages under section 608 ? 

Mr. Powe.ti. My answer remains the same. 

The Cuarmman. Were you also connected with the section 213 
progr am ¢ 

Mr. Powe. My answer is as heretofore given. 

The Crarman. Well, I would like to say this for the benefit of 
the committee : 

Here is a gentleman who for 20 years held a high position in our 
Government, was paid by the American taxpayers, was the head of 
what was known as the rental housing projects, in which the Federal 
Government insured some $614 billion t to $7 billion worth of mortgages. 

He was not a common employee. He was the head of the depart- 
ment, and we only wish to ask him questions concerning the operations 
of his department. It is not our intention to ask him any questions 
as to what he did after hours, meaning what he did with his evenings 
or his Sundays, or his nights. 

We need his help in this investigation for the simple reason that 
he was the head of the department. He, and he only, can answer 
certain questions that this committee ought to have. 

I have asked him 5 or 6 questions that have to do with his responsi- 
bilities when he was the head of this agency, and he refuses to answer. 

I am going to continue to ask questions along those lines. 

Are you acquainted with Dr. Daniel Gevison, a Washington dentist, 
and, if so, how well are you acquainted with him? 

Mr. Powerex. The answer remains the same, sir. 

The Cuarrman. Did you personally direct the Texas office of FHA 
to grant a commitment for a project sponsored by Dr. Gevison, which 
the Texas office had turned down ? 

Mr. Powe... My answer remains the same, sir. 

The CuHarrman. Are you acquainted with Norman K. Winston 
and David Muss, and, if so, how well acquainted with them are you? 
Mr. Powerit. My answer is as heretofore given. 











diatbs 





Tl 
grar 
M 


iformed 


vell, we 
present 

is the 
tivities, 


ederal 
yOu oc- 


r. My 


f com- 


a] 


cedure 
ousing 


eb com- 


n 213 


fit of 


n our 
ad of 
deral 
rages, 
part- 
tions 
tions 
lings 


that 


Swer 


onsi- 
wer, 


itist, 


HA 


hich 


ston 
ou? 


th Alas 


FHA INVESTIGATION 75 


The CHarrman. Did you personally direct, the Texas office to 
grant 2 commitment to them for /: section 608 project in Texas? 

Mr. Poweti. My answer remains the same. 

The CuarrMAn. Are you acquainted with Bertram F. Bonner and, 
if so, how well? 

Mr. Powerit. My answer is the same, sir. 

The CuarrmMAn, Did you personally direct the Wilmington, Del., 
office to grant a commitment to Mr. Bonner which it had turned 
down ¢ 

Mr. Poweiu. My answer remains the same. 

The CuHarrman. Are you acquainted with Don A. Loftus and, 
if so, how well are you acquainted with him? 

Mr. Powet.. My answer is the same. 

The Cuarrman. Have you had any source of income over the last 
5 years other than your salary with the Federal Housing Administra- 
tion? 

Mr. Poweti. My answer remains the same. 

The CHarrmMan. Well, there are many, many other questions that 
I would like to ask this gentleman. 

I am addressing this to the committee members. As we get down 
to the investigation I want to say this: That there is some informa- 
tion that only this gentleman can supply. In our executive hearings 
already we have developed testimony, and, I might say this; I dont 
know what this gentleman has in mind, but it would not be harmful to 
him at all, but would be very, very helpful to the Government, and 
very helpful to this committee. 

Some of it is very important. Witnesses maintain that Mr. Powell 
gave them instructions, or gave them permission to do certain things, 
and, frankly, I don’t think he did. I do not know, but I do not 
believe he did, but unless he is willing to testify some of them are 
going to create some very, very bad situations for the Government. 

Mr. Mauer. Mr. Chairman, may I make a brief statement? 

The CHarrman, You may; yes, sir. 

Senator Maynank. Will you talk a little louder ? 

Mr. Mauer. Yes, sir. 

The Cuatrman. Let me finish my statement first, will you, please, 
and then you can make all the statements you want. 

Mr. Mauer. Yes, sir. 

The Cratrman. Mr. Powell, I hand you the Federal Housing Ad- 
ministration employment application which you signed on September 
28, 1934, and ask if that is the application you signed, if that is your 
photograph, and if that is your signature ? 

Mr. Powe... The answer remains the same, Senator. 

The Cxarrman. In other words, you refuse to say whether it is or 
is not. 

Will you hand me that, somebody ? 

Mr. Powell, question 19 of that application reads as follows: 

“Have you ever been indicted for or found guilty by any court of 
any crime, either misdemeanor or felony ¢” 

The answer appearing in this application is “No,” to that question, 
and I ask you whether you there answered “No” to the question of 
whether you have been found guilty of any crime ? 

Mr. Maner. The same answer, 
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Mr. Powerit. My answer remains the same, Senator. 

The CuarrMan. Your answer remains the same. 

Question 19: “Have you ever been indicted for or found guilty by 
any court of any crime, either misdemeanor or felony?” and your 
answer to this was “No”? 

Mr. Powe... My answer remains the same as heretofore given. 

The Cruatrman. I have a letter from the Department of Justice, 
dated June 25, 1954, which I shall read: 

Senator Homer E. CAPEHART, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington, D. C. 

Deak SENATOR CAPEHART: This will acknowledge receipt of your letter dated 
June 15, 1954, to the Attorney General, concerning Clyde L. Powell, former 
Assistant Commissioner of the Federal Housing Administration. 

You request advice as to whether the Civil Service Commission ever requested 
a Federal Bureau of Investigation check on Clyde L. Powell, and if so, the date 


or dates of such request, or requests, and the manner or extent to which they 
were complied with. 

As is indicated in the enclosed summary, we have been advised that the Civil 
Service Commission had submitted two fingerprint cards for Clyde Lilbon Powell 
with the same vital statistics as to birth, residence, and employment as appear 
in the Federal Housing Administration personnel records of Clyde Lilbon Powell, 
former Assistant Commissioner. These fingerprint cards were dated August 14, 
1941, and January 10, 1948. The Federal Bureau of Investigation furnished the 
Civil Service Commission with copies of an arrest record for Clyde Lilbon 
Powell, on October 22, 1941, and again on March 31, 1948. We have not been 
advised concerning the further disposition of those arrest records by the 


Commission. 

Mr Powell, the identification records reveal that you were arrested 
on August 19, 1922, by the Dallas (Tex.) Police Department, charged 
with passing a worthless check. Is that true? 

Mr. Powetu. My answer remains as heretofore given, sir. 

The Cuarrman. The records show, Mr. Powell, that you were ar- 
rested on January 12, 1920, for suspicion of passing bogus checks, 
and were discharged ; a notation on the records of the Arkansas Police 
Department indicates “now wanted Texarkana, Tex., and Dallas, 
Tex.—bad checks.” 

Is that true? 

Mr. Powe... The answer remains the same, sir. 

The Cuarrman. The record also shows that you were arrested on 
January 12, 1920, by the Little Rock, Ark., Police Department on 
charges of suspicion. No disposition of this arrest is shown. 

Is that true? 

Mr. Poweti. My answer remains the same. 

The CHarrman. The record further shows you were arrested in 
Philadelphia, Pa., on October 30, 1917, on a charge of larceny ; entered 
a plea of guilty on November 8, 1917, were given a suspended sentence, 
and discharged. 

Is that true? 

Mr. Powretx. The answer remains the same. 

The CuHarrman. The record further shows that you enlisted in the 
United States Army, Enlisted Reserve Corps, on June 4, 1917. Is 
that true? 

Mr. Poweti. My answer remains the same. 

The Cuarrman. The service record also reveals that you were unable 
to report for duty when called on January 15, 1918, because you were 
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being neld by civil authorities in the county jail at Chicago, IIl., for 
having passed a worthless check. 

Is that correct? 

Mr. Powe... My answer remains the same, sir. 

The CuHAarrmMan. The record further shows that you entered active 
service on April 15,1918. The record indicates that Powell was absent 
without leave from December 14 to December 18, and received a sum- 
mary court-martial sentence of confinement at hard labor for 2 months 
and forfeiture of two-thirds pay. 

Is that correct? 

Mr. Powetu. My answer remains the same. 

The Cuatrman. The records of the Jackson County sheriff’s office, 
Kansas City, Mo., for the year 1917 reflected one Clyde Powell, 21, 
5 feet 6, chestnut hair, blue eyes, white, male, of Salem, Mo., was 
arrested on September 18, 1917, on a charge of embezzlement and 
was released on bond. The record book of Justice of Peace Charles 
A. Clark, Kaw Township, Jackson County, Mo., Docket No. 3975, 
reflected that Clyde Powell and Clara George, on September 18, 1917, 
were charged with embezzlement. The Kansas City Times on Sep- 
tember 19, 1917, on page 10, reports as follows: 


Horet AccuSES EMPLOYEES—EMBEZZLEMENT OF MUEHLEBACH MONEY CHARGE 
AGAINST COUPLE 


Clyde L. Powell, assistant auditor of Hotel Muehlebach, was arraigned on a 
charge of embezzlement before Judge Charles H. Clark yesterday afternoon and 
placed in the county jail in default of $1,000 bond. He and Miss Clara George, 
cashier of the Plantation Grill, were charged with having embezzled $450 of the 
botel’s money. Powell pleaded not guilty. His hearing was set for September 
28. Miss George was ill and unable to appear yesterday. Powell is 25 and Miss 
George is 38 years old. 


Is that correct ? 

Mr. Powe. My answer remains the same, sir. 

The CuarrmMan. Without objection, I would like to place in the 
record the letter from the Attorney General’s office of June 25, 1954, 
together with the complete record of Mr. Powell, showing the FBI 
report on his arrest over a period of years, and also to place in the 
record that when he was employed on September 28, 1934, in his 
application he answered the question “No,” whether or not he had 
ever been arrested. 

Without objection, we will place these in the record. 

(The material referred to follows :) 


DEPARTMENT OF JUSTICE, 
Washington, June 25, 1954. 
Senator HoMER E. CAPEHART, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington, D. C. 

DEAR SENATOR CAPEHART: This will acknowledge receipt of your letter dated 
June 15, 1954, to the Attorney General, concerning Clyde L. Powell, former 
Assistant Commissioner of the Federal Housing Administration. 

You request advice as to whether the Civil Service Commission ever requested 
a Federal Bureau of Investigation check on Clyde L. Powell, and if so, the date 
or dates of such request, or requests, and the manner or extent to which they 
were complied with. 

As is indicated in the enclosed summary, we have been advised that the Civil 
Service Commission had submitted two fingerprint cards for Clyde Lilbon Powell, 
with the same vital statistics as to birth, residence, and employment as appear 
in the Federal Housing Administration personnel records of Clyde Lilbon Powell, 
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former Assistant Commissioner. These fingerprint cards were dated August 14, 
1941, and January 10, 1948. The Federal Bureau of Investigation furnished the 
Civil Service Commission with copies of an arrest record for Clyde Lilbon Powell 
on October 22, 1941, and again on March 31, 19418. We have not been advised 
concerning the further dispositions of those arrest records by the Commission. 
Sincerely, 
WARREN OLNEY III, Assistant Attorney General. 


Crype L. PoweELt, FormMER ASSISTANT COMMISSIONER, FEDERAL HovsiIna 
ADMINISTRATION 


The following is a summary of some background concerning Clyde L. Powell, 
former Assistant Commissioner, Rental Housing Division, Federal Housing Ad- 
ministration. Mr. Powell resides at the Sheraton-Park Hotel in Washington, 
D. C., and maintains a legal residence at 476 North Kingshighway, St. Louis, Mo. 

Tre records of the Federal Housing Administration indicate Clyde L. Powell 
was born March 2, 1896, at Salem, Mo.; served in World War I, having enlisted 
in September 1917, and being discharged in May 1919. He claimed 17 months’ 
service in rrance and cla med attendance at the University of Missouri, engineer- 
ing department, from 1914 to 1917, without graduation. 

iecent inquiry indicates there is no record of Clyde L. Powell attending Mis- 
seuri University, Columbia, Mo., or the Missouri School of Mines, Rolla, Mo., 
during the peried 1914-17. 

The records of the St. Louis, Mo., police department reflect that a Clyde L. 
Powell, was C. Clyde Powell, and Robert Lane, age 19 years, a bellboy, was 
arrested on March 29, 1916, for larceny from a dwelling. It is reported that 
this individual had two pawn tickets in his possession at the time of arrest, 
The records reflect he admitted these pawn tickets were for a ring and a pair 
of gold cuff links stolen from two different hotel guests. On May 2, 1916, the 
above-described Clyde L. Powell was sentenced to 1 year in the workhouse, and 
was parvled on the same date. The records of the circuit clerk for the criminal 
ci.us.s court, St. Louis, Mo., reflect that a Clyde L. Powell, on May 2, 1916, upon 
enterin: a plea of guilty, was sentenced to 1 year in the workhouse for larceny 
of a ring valued at $25 from I. C. McNiece, of the Washington Hotel, St. Louis, 
Mo. It appears that this Clyde L. Powell was paroled on the same date, and 
ordered to report by letter to the judge. The circuit clerk’s records show an 
vpplication for pardon dated May 2, 1916 (same day as sentencing, and signed 
the same date. This application indicates the applicant, Clyde L. Powell, was 
born March 2, 1897; was employed at the Washington Hotel; and gave his home 
address as Salem, Mo, 

Your attention is invited to the identity of name and home—Salem, Mo.—- 
with that given by Assistant Commissioner, Clyde L. Powell, in his Federal 
Housing Administration employement record. ‘There is exactly a 1-year dif- 
ference in the dates of birth and age, at the time of arrest. 

ie identification record for one Clyde Lilbon Powell, Federal Bureau of 
Investigation No. 5180, reflected he entered the United States Army on June 4, 
1917, at Kansas City, Mo., and was assigned Army Serial No. 805870. The iden- 
tification record reflects, further, that the same person was arrested by the 
Philadelphia, Pa., police department, on October 30, 1917, on a charge of larceny; 
entered a plea of guilty on November 8, 1917; was given a suspended sentence ; 
aud was discharged. The identitication record shows this same Clyde Lilbon 
Powell was again arrested on January 12, 1920, by the Little Rock, Ark., police 
department, on a charge of suspicion. No disposition of this arrest is shown. 

A search of the police records of the Little Rock, Ark., police department in- 
d cated one Clyde Powell of Salem, Mo., was arrested on January 12, 1920, for 
suspicion of passing bogus checks and was discharged. A notation on the 
records of the Arkansas police department indicates now wanted Texarkana, 
Tex., and Dallas, Tex., bad checks.” The identification record reveals this 
same person was again arrested, this time on August 19, 1922, by the Dallas, 
Tex., police department, charged with passing a worthless check. It appears 
he made restitution and was released. 

The military service record of Clyde L. Powell, Army Serial No. 805870, 
shows he enlisted in the United States Army, Enlisted Reserve Corps, on June 4, 
1917. It is noted that the serial number and enlistment date, in this military 
service record, are identical with the number and date set forth in the above- 
mentioned identification record. ‘he service record reveals Powell was unable 
to report for duty when called on January 15, 1918, because he was being held 
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by civil authorities in the County Jail, at Chicago, Ill., for having passed a 
worthless check, at the Siegel Cooper Co. The Chicago police department 
records reflect that Clyde L. Povrell was arrested in Chicago, IIL, on October 
17, 1917, for passing a check for $85 at Siegel Cooper & Co., Chicago, Ill., drawn 
on the South West Bank of Kansas City, Mo., payable to Clyde L. Powell, sigued 
George W. Powell, which check was returned. His age was given as 23, re- 
siding at Kansas City, Mo. The service record reflects, further, that Clyde L. 
Powell entered on active duty on April 15, 1918. The record indicates that 
Powell was absent without leave from December 14, to December 18, 1918, and 
received a summary court-martial sentence of confinement at hard labor for 
2 months, and forfeiture of two-thirds pay. The unexpired portion of Poweli’s 
sentence to confinement was remitted on January 28, 1919. The record also 
reveals Clyde L. Powell received company punishment, March 28, 1918, for 
missing reveille, and formation. Clyde L. Powell was honorably discharged on 
May 8, 1919, as a private, first class, by reason of expiration of his term of 
service. 

The booking desk register for the old Jackson County jail, Kansas City, Mo., 
under registry No, 4692 reveals that one Clyde L. Powell, age 22; height 5 feet 
6 inches; hair light; eyes blue; race white; born Salem, Mo., was committed to 
jail by Justice of the Peace Clark on February 8, 1918. The charge was shown 
as surrendered by bondsman. The records further reveal that the prisoner was 
released on March 12, 1918, on bond. 

The records of the Jackson County sheriff's office, Kansas City, Mo., for the 
year 1917 reflected one Clyde Powell; 21; 5 feet 6 inches; chestnut hair; blue 
eyes; white; male, of Salem, Mo., was arrested on September 18, 1917, on charge 
of embezzlement and was released on bond. The record book of Justice of Peace 
Charles A. Clark, Kaw Township, Jackson County, Mo., docket No. 3975, reflected 
Clyde Powell and Clara George, on September 18, 1917, were charged with em- 
bezzlement. The Kansas City Times on September 19, 1917, on page 10 reports 
as follows: 


“HOTEL ACCUSES EMPLOYEES—EMBEZZLEMENT OF MUEHLEBACH MONEY CHARGE 
AGAINST COUPLE 


“Clyde L. Powell, assistant auditor of Hotel Muehlebach, was arraigned on a 
charge of embezzlement before Judge Charles H. Clark yesterday afternoon and 
placed in the county jail in default of $1,000 bond. He and Miss Clara George, 
cashier of the Plantation Grill, were charged with having embezzled $450 of the 
hotel’s money. Powell pleaded not guilty. His hearing was set for September 
28. Miss George was ill and unable to appear yesterday. Powell is 25 and Miss 
George is 38 years old.” 

The records of the St. Louis, Mo., police department reflect, further, that a 
Clyde Powell, age 34-35, a broker by profession, residing at 4406 McPherson, St. 
Louis, Mo., was arrested on March 17, and April 14, 1931, for failure to have a 
State automobile license. It has been ascertained that Clyde L. Powell, Assistant 
Commissioner, Federal Housing Administration, was a real-estate brvker in St. 
Louis, Mo., in 1931, end at that time resided at Hampden Hall Apartments, 
4402-4406 McPherson, St. Louis, Mo. 

According to the date of birth given in his Federal Housing Administration 
employment record, Clyde L. Powell, would have been 35 years old on March 2, 
1931. 

The criminal records of the Metropolitan Police Department, Washington, 
D. C., reveal that one Clyde Powell, age 45, white, occupation, clerk; marital 
status, single; address, Wardman Park Hotel; had been arrested at 2:35 a. m., 
on July 16, 1943, and had been charged with being disorderly. The disposition 
reflected that Powell elected to forfeit $5. 

The identification record referred to above, also reveals that the Civil Service 
Commission had submitted two fingerprint cards for the same Clyde Lilbon 
Powell. One dated August 14, 1941, gives Powell’s position as Assistant Admin- 
istrator, Federal Housing Administration, Washington, D. C., and contains the 
statement—“I have never been arrested” in response to the inquiry concerning 
an arrest record. The second fingerprint card submitted by the Civil Service 
Commission, dated January 10, 1948, shows Powell's position as Assistant Com- 
missioner, Rental Housing Division, Federal Housing Administration, Washing- 
ton, D. C. On this latter card, in answer to the question—‘Have you ever been 
arrested for any reason whatsoever” ?—there is a crossmark in the space next 
to the word “No.” The arrest record of Clyde Lilbon Powell, as recorded in the 
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identification record referred to above, was furnished the Civil Service Commis- 
sion on October 22, 1941, and, on March 31, 1948, by the Federal Bureau of 
Investigation. 

The fingerprint cards referred to above, describe Clyde Lilbon Powell with the 
identical full name, date of birth, employment, and residences in 1941, and 1948, 
as appear in the employment records of the Federal Housing Administration 
for Clyde L. Powell, Assistant Commissioner, Federal Housing Administration. 
The fingerprint cards are part of the identification record described above. 


.8.A. Form No. 7 
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WASHINGTON 
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Examiner 











1. Name Clyde L,. Powell, .._ 


" (Print) 


2. Address (local) ....72.4 Chestnut Stas St. LouissMo. =. Telephone No. chs 8912-_ 


4 Date of birth Mar. 2nd, 1896.0... 5. Married, single, divorced, or widowed? me SS 

6 Giske rane... 2 a i oe ei) eee 
(Btate of foreign country) (City or town) : 
(a) If foreign born, state when and how naturalized __.... —.. 2... 2 --- nnn nn 2a nen ene nnen enn ee nne nnn ecenenees seeneeemem aceon 4 

7. Legal (voting) residence ec nsist a I Se Se _St-Louis 
(State and Congressional District) (County) (City or town) : 

& Height ee 2. Weight Sa 3k) Color of hair .Chestnut...... Color of eyes a I desta 

©. Male Yes... Female... Race White ._. ale 

10. For what position are you making application?...._ State. Manager... nnn nennenennneeeereereeeeneeeennene i 
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13. Will you accept temporary employment? —.. N@@ near nee eS 4 
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Commis- 15. Education: 
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If-s0,-state the name of the charge and the result of the proceedings ~~~. ---en-neneceeeeeenveeeennneeeseanennnnnenneeeeeee 


ISU3d 








82 FHA INVESTIGATION 


20. Have you ever had a bond cancel_ur an application declined by # bonding compa. ....MQ........ If eo, give full 
eT cnr mrensenssemnsenvessemecnenennateessecktbibisitniastniaes 
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23. Do you receive an annuity under the Civil Service Retirement Act? J enews 
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27. In space below, give a complete statement of your employment history, including names and addresses of employers, dates, 
salaries, and reasons for leaving each position: 


= aman — ee — 
—_ <= — —_ 








DATE OF EMPLOYMENT | | 
— } 
| MAME AMD ADDRES® OF BMPLOTER | FOSITION AND BRIEF DESCRIFHOM OF DUTIES SALARY REASON POM LEATING 
From— To- 
(month, year) | (month, yeat) | 


withthe! W.Les. Morrison Investment. Co. 4s a broker on a commisaion bask penainatinen 
Spent the years of 1925 and 1926 in Florida in the building and real chtate. business 


in the Chty of Miémi. ~ | OULD 6 


Located in St. Lopis in 1927 and have been assaciated with the Laclede] Bond and ‘Mortgage 


that time and I am still associated with said Laclede Bond and ‘heeds Co. as a mortgage! 


loan broker on a bound ssion basis. _ 


Wy. duties. have been handling company real estate and making intpectionk of various _ 
propertibe subai tted for the purpose of a mortgage loan, and dking eppress sals as to 


construction costé and the desirability|of location. oo | an 





28. Other experience ... My entire business experience has been in the real estate mortgage _ 


business and have been actively engaged in making housing loans for the past six 


years. hl ceo ‘ 


I ceatiry that the foregoing statements are true and complete. 


ANY FALSE STATEMENT MADE BY THE APPLICANT OR CONNIVED AT BY HIM IN MAKING APPLICATION IS 
SUFFICIENT CAUSE FOR THE REJECTION OF THE APPLICANT OR FOR THE DISCHARGE OF THE EMPLOYEE 
AFTER APPOINTMENT 


sguature of applicant) 


In case of emergency, notify ........Mrs. James Gill pecpainintectameiieaneiin 


: - e 
Relationship ister ee Post-office address ........... 350 Weld on St 
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The Cuarman. Mr. Powell, do we understand that under no cir- 
cumstances will you give this committee any help or any testimony ! 

Mr. Powe.u. My answer remains the same, Senator. 

The CHarrman. Regardless of how many times we might call you 
before this committee ¢ 

Mr. Powerex. My answer remains the same. 

The Cuarrman. Will you do this: Will you give us information 
pertaining to those things that have to do with your specific work ? 

Mr. Powe. My answer is the same as heretofore given. 

The Cuarrman. You will not cooperate with us in any way what- 
soever ? 

Mr. Powerex. The answer remains the same, sir. 

The Cuarrman. Senator Lehman, do you see anything to do other 
than dismiss this witness ? 

Mr. Mauer. May I make a brief statement for the record, Mr. 
Chairman ¢ 

The Cuarrman. Senator Maybank, do you see anything to do other 
than dismiss this witness ? 

Senator Mayranx. No. 

Mr. Maner. May I make this brief statement for the record? 

The CHatrman. Yes; you may. 

Mr. Maner. This witness, for the past 4 months, has been subjected 
to innuendoes and accusations in the public press. He has sought in- 
effectually before the Federal Housing Administration to learn the 
nature of the charges against him. He has been unsuccessful. All of 
the innuendoes, all of the accusations, have been made under the cloak 
of privilege. If and when anyone is willing to divest themselves of 
their privilege and make the accusations outside of the privilege, I 
am certain that they will have an opportunity to prove them in a 
court, which is capable of giving a final judgment. 

Now, Mr. Chairman, I state to you most respectfully that what the 
chairman has read into this record this morning of alleged charges 
against Mr. Powell, whatever materiality or relevancy they may have 
to section 608 or the FHA Act, I don’t know, but I do know this, Mr. 
Chairman: That what has been read into this record this morning is 
the most eloquent reason that I have ever known for a person clothing 
himself in the Constitution of the United States. 

Thank you very much. 

The CHarrman. Let me say this: Your client has a chance right 
now to clear himself of these charges that you are talking about. 

Mr. Mauer. Mr. Powell will clear himself before the proper tri- 
bunal. I say that congressional investigating committees have no 
right to try the guilt or innocence of any man. 

‘The Carman. You mean to say that the man can work for the 
Federal Government for 20 years, and in a high position, and if a com- 
mittee of the United States Senate wishes to ask him some simple 
questions about the operation of that department that he has a right 
to refuse to testify ? 

Mr. Mauer. I say this to you, Mr. Chairman: That when a man 
becomes a trusted employee of the United States he is clothed with the 
Constitution just like every other citizen. 

The Cuarman. Mr. Simon. 
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Mr. Suwon. Mr. Maher, I would like to ask one question, indicating 
the extent to which your statement applied, and I waive any congres- 
sional immunity I may have in asking the question: 

In my presence Dr. Gevinson testified under oath 

Mr. Mauer. Are you under oath? 

Mr. Smaon. I will be glad to be sworn. 

The CuairMan. Do you solemnly swear to tell the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. Suwon. I do. 

In my presence Dr. Gevinson testified, just within the last 10 days, 
under oath, that Mr. Powell had interceded in Texas to get an appli- 
cation for a section 608 mortgage commitment approved. I do not 
know whether Dr. Gevinson was telling us the truth, but I would be 
very happy if you would permit your client to testify here under 

oath as to whether what Dr. Gevison told us under oath is true. 

Mr. Mauer. I didn’t get the name, sir. 

Mr. Sruon. Dr. Daniel Gevinson. 

Mr. Mauer. No, sir; your name. 

Mr. Suwon. William Simon. 

The CuatrmMan. Mr. Simon is the general counsel for this investi- 
gating committee. 

Mr. Mauer. Mr. Simon, if the testimony was given under oath, pur- 
suant to the work of this investigative committee, then it is clothed 
with a privilege, as you know. 

Mr, Suton. I waive any privilege I have. Dr. Gevinson committed 
perjury if what he said isn’t true. 

Mr. Mauer. Has Dr, Gevinson waived his privilege? 

Mr. Suwon. He has no privilege as to perjury. 

Mr. Mauer. He has a privilege as a witness before a committee. 

Mr. Srwon. He has no privilege as to perjury. If what he said is 
false, we can ” the Attorney General to indict him for perjury. 

Mr. Marner. I am not here to prosecute Dr. Gevinson or anyone else. 
That is essentially your function, sir. 

Mr. Sraon. We would like to know whether what Dr. Gevinson told 
us is true. 

Mr. Mauer. I would suggest you attempt to prove it from Dr. Gev- 
inson before the proper tribunal. 

Mr. Suon. You had said earlier that if a specific charge was made 
that your client would disprove it, and I repeat to you a specific alle- 

gation or specific answer that Dr. Gevinson made to us, and I would 
like to know, and I say to you, frankly, 1 don’t know whether it is 
true, but I would like to know. 

Mr. Mauer. Neither do I. However, what I did say was this: 
That if those people who are making the accusations against Mr. 
Powell would only divest themselves “of their privilege, and make 
the accusation outside of the privilege, so that Mr. Powell could have 
the truth or falsity of it tested before an American jury, we would 
be glad to do so. 

Mr. Simon. Let me say in fairness Dr. Gevinson made no accusation. 
I asked him the specific questions which compelled him in answering 
to say what he did. He did testify under oath that Mr. Powell had 
directed the Texas people to give this section 608 commitment. 
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Mr. Mauer. Well, then, to ascertain the truth or falsity of the 
statement I would suggest that you have Dr. Gevinson waive his priv- 
ilege and make a public statement to that effect, and we very well will 
give him an opportunity to prove it before an American jury. 

Mr. Srmon. But Mr. Powell will not help us find out whether Dr. 
Gevinson told us the truth? 

Mr. Mauer. I don’t think that Mr. Powell is under any requirement 
to help this committe do anything in the light of the accusations which 
have been made against him. If you have some charges—— 

The Cuarrman. Now, wait a minute. Mr. Powell appeared before 
this committee, and no man was treated any nicer than he was treated. 
We asked him some very, very simple questions. We were very 
anxious to get simple, honest answers. We brought Mr. Powell in 
here this morning, and we asked him some very, very simple questions, 
and wanted to get some simple answers out of him. He refused to 
testify. He hid behind the fifth amendment. 

Mr. Mauer. I don’t consider 

The Cuarmman. Now, don’t take the position that Mr. Powell hasn't 
been treated fairly before this committee, because he has. 

Mr. Maner. Mr. Senator, may I say this: That on the occasion I 
originally appeared before this committee, and again today, may I 
state this in simple candor to each member of the committee, that I 
have appeared before many congressional committees, and never have 
I been treated with greater courtesy than I have before the Banking 
and Currency Committee. Nonetheless, sir, I have a duty to this 
client, which I intend to fulfill. I am unwilling for Mr. Powell to 
barter away any right which he has as an American citizen, and hiding 
behind the fifth amendment, Mr. Capehart, is not hiding. It is taking 
a right which is given to each of us when we are born. 

The Cuarrman. Mr. Powell testified before this committee on many 
occasions, when he was chairman or when he was head of the depart- 
ment. 

Mr. Maner. That may very well be, Mr. Senator, but it was not 
after public accusations were made in the newspaper of misconduct, 
fraud, and everything else in the criminal book. 

The Caarrman. You are dismissed, Mr. Powell, unless there are 
some further questions. 

Do any Senators have any questions? 

Mr. Maner. May I again thank the committee for the courtesy 
granted me this morning. 

The Cuarrman. You are welcome. 

Mr. McKenna, would you please return to the stand. 





TESTIMONY OF WILLIAM F. McKENNA, DEPUTY ADMINISTRATOR, 
ACCOMPANIED BY SIMON H. TREVAS, COUNSEL, HOUSING AND 
HOME FINANCE AGENCY—Resumed 


The Cuarrman. Mr. McKenna, do the records of FHA, the FHA 
files, show the receipt of the FBI report that we just placed into the 
record concerning Mr. Powell, which the civil service or which the 
FBI maintain they delivered to them in 1948 ¢ 

Mr. McKenna. The investigators report they have been able to 
find no trace of receipt of that letter. Investigators also checked with 
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the Civil Service Commission. The report of the Civil Service Com- 
mission states it has no record of receipt, but it normally transmits 
such records directly to the agency concerned, so while they might 
not have a notice of the receipt, it saould be in the agency concerned. 

The Cuarmman. Your answer is you are unable to find the report 
that I just placed in the record, which the FBI maintain they de- 
livered to the FHA officials in 1941 and 1948? Your answer is you 
cannot find it ¢ 

Mr. McKenna. That is correct, Mr. Chairman. 

The Cuarrman. What could have happened to it ? 

Mr. McKenna. That, of course, is something that is bothering us 
considerably. It would appear it would need the assistance of some- 
body other than Mr. Powell, himself, to have concealed such a record, 
or to have taken it out of the records of FHA. We have contacted 
people around the FHA office, but have been able to find no trace of it. 

It is possible if there is such a person who assisted Mr. Powell he is 
still with the organization. 

The Cuairman. In other words, if someone lifted it, in your opin- 
ion they are still with FHA? 

Mr. McKenna. They could be. We have eliminated, of course, 
most of the top officials, but we have no way of knowing who might 
have assisted Mr. Powell in that. 

The Cuarrman. Then you may pee: 

Senator Maypank. Let me get this straight. As I understand, you 
put in here a letter from the Attorney General you believe somebody 
may have lifted out of the FHA. 1 wonder whether it was in the 
FHA or not? 

Mr. McKenna. We cannot prove it reached the FHA. 

Senator Maysank. Being on the Appropriations Committee, very 
frankly, I know the difficulty which Civil Service had to make these 
checks and I think you do, too, since you were with the House, because 
of lack of funds. The former Congressman from Georgia, Ramspeck 
came so often to the committee to tell us the troubles he was up against 
on these investigations because of lack of funds. I think you recall 
that when you were with the House. 

Mr. McKenna. That is, of course, true, Senator. 

Senator Maysank. I don’t know. I was curious to know. 

Mr. McKenna. I might point out, Senator, that in this case the 
record was transmitted by the FBI. 

Senator Maysank. I saw the record. 

Mr. McKenna. It was sent, they say, to the Civil Service Commis- 
sion. The Civil Service Commission tells us it is quite probable that 
they would make no record of the receipt of such a document, but 
that they say they would immediately transmit it to the agency con- 
cerned. 

Senator Maynank. In other words, then, you believe it was trans- 
mitted to the agency ; FHA ? 

Mr. McKenna. It is only a belief, though, Senator. 

Senator Maysank. That is right. 

The Cuairman. Gentlemen, Mr. Powell, in his application, in 1934, 
said, of course, that he had never been arrested. In 1941, and again in 
1948, the FBI, through the Civil Service, delivered to the FHA of- 
fices, or I presume to the FHA Director—I don’t know whom, at least 
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they say they delivered to him—the record of Mr. Powell’s arrests 
that we just now placed into this record. 

My question is: Were you able to find that record in the FHA files, 
and your answer was that you were unable to find it. 

Mr. McKenna. We have been unable to find any trace of it. 

The Cuarmman. Which means just one of two things: Either the 
FBI did not deliver them as they say they did, or if they did deliver 
them to FHA somebody lifted them out of the files; is that what could 
have happened or is that what did happen ? 

Mr. McKenna. Yes, except for the possibility the Civil Service 
Commission might not have forwarded it. 

The Cratrman. In other words, the FBI gave them to the Civil 
Service Commission. 

Mr. McKenna. Yes. 

The Cuatrman. The Civil Service Commission should have given 
them to FHA. 

Mr. McKenna. They advised our investigators that they would do 
that automatically. 

The Cuarrman. They advised your investigators they automatic- 
ally do that ? 

Mr. McKenna. That is right. 

The CuHatrman. You have not been able to find what has been placed 
in the record in the FHA files? 

Mr. McKenna. We have not been able to find it, Senator. 

The Cuatrman. Had the records been placed in the FHA files, had 
the FHA Commission, whoever was immediately over Mr. Powell in 
authority, seen that record, he would have been obligated, would he 
not, to have dicharged Mr. Powell? 

Mr. McKenna. Well, of course, there would have been a misrepre- 
sentation in the basic employment documents. The statute of limita- 
tions might have run. 

Senator Maynank. Mr. Chairman, for my information, might I 
ask this question: Who in your judgment should that record have 
been sent to in the department, Mr. Powell’s a sapertes or the personnel 
director, or how would those things happen ? 

Mr. McKenna. We assume it would have gone to the personnel 
director at that time. 

Senator Maysanxk. That is what I would have guessed. 

Mr. McKenna. I talked to Mr. Hicks, who was personnel director 
the second time it was to have come over, and Mr. Hicks said he never 
heard of it until our investigators first asked him about it. 

The CHamrMan. Senator Lehman. 

Senator Leuman. Do you know whether the CSC has made any 
search in its own files to ascertain whether that report still remained 
in their possession ? 

Mr. McKenna. I have only the oral report of our investigators 
which is they contacted the C ‘ivil Service Commission and the Civil 
Service Commission reported it was unable to find any trace of the 
documents. 

Senator Lenman. On what date was Mr. Powell separated from 
the service ? 

Mr. McKenna. On April 13 of this year. 

Senator Lruman. 1954. Had you been suspicious of him prior to 
that time? 
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Mr. McKenna. The suspicions about Mr. Powell were one of the 
factors leading to the present investigation, to my understanding. 

Senator LenMan. But he was not disc harged by the Administrator 
or separated from the service until April of this year ? 

Mr. McKenna. That is correct. He was ordered discharged by the 
Housing and Home Finance Administrator. 

The Cuarrman. You may proceed, Mr. McKenna. 

Mr. McKenna. When I was last here, Senator Maybank asked me 
about a case in South Carolina. I have the abbreviated record of the 
case here. 

Senator Maypank. What case was that? 

Mr. McKenna. That was Savannah Terrace Apartments. 

Senator Maypank. I just asked about the labor. I didn’t question 
the case. 

Mr. McKenna. I have the details here if the Senator wishes. 

Senator Maypanxk. May I see it? The committee can proceed. 
Thank you, sir. 

Mr. McKenna. May I continue ? 

The CnatrmMan. Proceed, yes, sir; 

Mr. McKenna. We discussed various factors yesterday which might 
contribute to the amount of the mortgaging out. One of the factors 
which we didn’t discuss was the failure of contractors to comply with 
the prevailing wage standards that are required by statute in section 
608 operations; in “fact in other multif: unily rental housing operations. 

I have submitted a statement in writing here to the me smbers in order 
to save time so I will run through it very briefly. The statute is ex- 
plicit. It is a directive in this case, leaving no discretion to the 
Federal Housing Commissioner. He has to require a certificate from 
the builders that prevailing wage standards have been complied with. 

In my opinon, under this section the Commissioner may not insure 
in advance, if he knows or if he has reason to know that the certifica- 
tion is false. However, the position taken by Mr. Powell and by the 
Federal Housing Commission was different. In the letters which are 
cited and quoted in the statement here, it is clear that the Federal 
Housing Commission took the position that even though the certifica- 
tion was false, that because the certification had been filed, they never- 
theless sould ignore the circumstances, 

The Department of Labor didn’t agree to that, conducted its own 
investigation, sort of compelled, according to the Department of Labor, 
compelled the FHA to conduct an investigation of its own. 

We have gone through the Federal Housing Administration files 
in this regard. We have made a particular study of 11 States. There 
are two reasons for the selection of the 11 States. We wanted to cover 
the country geographically and in one area, of course, there was a 
concentration of this alleged offense. 

It is clear from these files that the amount of the mortgaging out, 
these cases where there was such terrific mortgaging out, that mort- 
gaging out increased because labor was not paid as the statute said it 
had to be paid and the answer of the Fede ral Housing Administration 
is set forth in this statement, but in summary it is an answer that it is 
none of our business. 

Senator Mayspank. Who said it is none of your business ? 
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Mr. McKenna. That ismy summary of the details that are set forth 
in here of FHA’s—— 

Senator Maypanx. Who signed that, if I may ask? 

Mr. McKenna. Mr. Clyde Powell signed the first one; Mr. B. C. 
Bovard signed the second one that is listed here. 

Certain of the practices which contributed to the failure to comply 
with the prevailing wage standards are set forth in the memorandum 
and there is no point in my reading them. The profits, of course, were 
increased by the amount by which labor was underpaid. 

We find that there were no references, except with one possible 
exception of these cases under the established procedure to the Gen- 
eral Accounting Office for failure to comply with the Government 
prevailing wage statutes. 

We found also that in cases where labor was underpaid, construc- 
tion very often was poor. There seemed to be some relationship be- 
tween the two, and we found cases, these section 608 cases, where 
there was a lot of mortgaging out, where labor had been underpaid, 
and we further found cases where, after it was proved that the pre- 
vailing wage standards were not complied with, where the contractor 
was required to make good the amount that had been discovered ; there 
were also amounts that were not discovered, but when the contractor 
was required to make good amounts that were discovered, FHA 
raised the commitment so he could pay that out of the original mort- 
gage commitment. Those cases are specified to—— 

Senator Maysanx. Are you going to file that for the record ? 

Mr. McKenna. Yes. They refer to the specific files of FHA. We 
can give you all the facts you wish. 

Senator Marsan. I just asked. I had to leave early yesterday to 
attend an Appropriations Committee meeting. 

Mr. McKenna. I had one letter from which I wanted to read a part 
of a paragraph, from Mr. Powell, and I will submit the letter to the 
committee. The quote which I think is good to read is this. It is a 
letter to Mr. Schackleford, who is president of the South Carolina 
State Council for Carpenters. It is dated November 16, 1949. Mr. 
Powell writes: 


I am afraid that you do not quite understand the functions of this Adminis- 
tration in connection with the determination of prevailing wages. The law re- 
quires that this Administration should not insure mortgage or advance on a 
mortgage unless it receives a certification from the general contractor han- 
dling the job that he has paid not less than prevailing wages as determined by 
the Secretary of Labor for that job, subsequent to the filing of the application 
for mortgage insurance and prior to the beginning of construction. 


The Cuamman. May I ask you a question there? How many of 
these projects have you checked to see whether they did or did not 
follow that regulation ? 

Mr. McKenna. We made a specific study of 62 projects to 11 States. 
The next sentence of that letter is the one I did want to read. 

The Cuarrman. Go ahead. 

Mr. McKenna. The next sentence, and it is the only one I do want 
to read, this Mr. Powell again: 


When we receive such a certification, there is nothing for this Administra- 
tion to do except to approve the advance of mortgage money for insurance. 
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That is the end of the quote and I think it portrays the philosophy 
of FHA that they didn’t have to bother with whether or not it was a 
false certification to the Government. They were protected if they 
had the certification. 

The CuarrmMan. In other words, Mr: Powell took the position that 
even though it was a false certification, that he could not do anything 
about it ? 

Mr. McKenna. I think that is clearly represented in these letters 
here, yes. 

Senator Bricker. Mr. Chairman. In those cases wherein the De- 
partment of Labor had forced them to an investigation to determine 
whether or not there had been compliance with the wage rates, they 
then raised the amount of the mortgage so that they would pay out on 
the higher level? 

Mr. McKenna. In certain of the cases, that is true, Senator Bricker, 
yes. 

The Cuarrman. How many cases have you checked to date to see 
whether they did comply with the labor regulation ? 

Mr. McKenna. We have checked 62 cases in 11 States. 

The Cuarrman. What is the result of your check ? 

Mr. McKenna. The result is set forth here and it shows that FHA 
didn’t particularly care whether or not contractors complied or not, 
except to the extent that they were forced by the Department of Labor. 

The Cuarrman. How many contractors did you find that did pay 
below the specified rate? 

Mr. McKenna. We checked those 62 cases. Of course, we have had 
leads on them. I believe in those 62 cases they had all paid below the 
rate. 

The Crarrman. All 62 of them had paid less than the rate? 

Mr. McKenna. That is what I believe. They were selected because 
we had leads on them. 

The Cuarrman. In other words, they were not 62 taken at random? 

Mr. McKenna. No, we have not checked at random. 

The Cuarrman. They were 62 you had reason to believe had not 
paid the rate. 

Mr. McKenna. That is right. They are set forth in this memo- 
randum. 

The Cuarrman. Is that in this memorandum? 

Mr. McKenna. It is, sir. 

The Cuarrman. You don’t name the contractors, do you ? 

Mr. McKenna. We give the identification by file numbers and we 
can give the committee the full identification if the committee wishes. 

The Cuairman. I think we ought to have the names of the 62 con- 
tractors, don’t you? 


Senator Bricker. Yes. go Be 
The Cuarrman. Without objection we will ask that you furnish us 


the names and addresses of the 62 contractors. Do you have them at 


the moment ? : 
Mr. McKenna. We don’t have it in that form. We will get it to 


the committee very —, 
The Cuarrman. We will place it in the record at this point. 


(The information referred to follows :) 


50690—54—pt. 1——-7 
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Project 
No. 


062-42118 
062-42124 
06242142 
0642-42131 
062-42141 
0462-42154 
06242133 
062-42122 
06242138 
062-42146 
062-42151 
062-42148 


138-42009 


032-40003 
032-40004 
032-40005 


000-42231 | Carver Hall Apartments, section No 





00042233 
000-42234 
00042266 
000-42218 
0000-42244 


06142116 | 
06142083 | 
061-42085 | 


061-42064 
061-42053 
06142080 
061-80001 
061-42076 | 
061-42077 | 


000-42195 


000-42208 
000-42209 
000-42210 
000-42154 
00042215 | 
000-42216 
000-40170 
000-42153 


000-42225 


053-42018 


053-80001 | 
053-80002 
053-80008 | 
053-80009 | 
1538-42043 
053-42029 | 
05342041 
053-42022 
05342044 
053-42025 
053-42037 | 
053-42048 


FHA 


INVESTIGATION 


Section 608 Projects—Prevailing wage violations 


| Name and location 


ALABAMA 


Jackson Heights Apartments, Montgomery 
Oak Street Apartments, Birmingham... 
Gault Avenue Apartments, Fort Payne 
Athens Apartments, Inc., Athens 
Randolph Apartments, Eufaula s 
Florence Court Apartments, Talledega.__. 
Oneonta Apartments, Oneonta. ‘ 
Sheridan Apartments, Decatur 
| Wheeler Apartments, Selma - 
Summerfield Heights, Selma_ .--- 
Clubview Apartments, Monroeville _. 
Avilla Apartments, Montgomery 


CALIFORNIA 


Riverside Town House, Riverside 


DELAWARE 


Monroe Park Apartments Corp., Wilmington ‘ 
Monroe Park Homes, Inec., 24, New Castle County 
3d Monroe Park Homes, Inc., New Castle County . 


DISTRICT OF COLUMBIA 


. 1, Washington 
Carver Hall Apartments, section No. 2, Washington 
Carver Hall Apartments, section No. 3, Washington 
Carver Hall Apartments, section No. 4, Washington_. 
Davis & Aiken Apartments, Washineton_._.....__- 
Hamilton Courts Apartments, Washington_.. 
Roland Park Apartments, Washington_ 


GEORGIA 


Ormewood Apartments, Inc., Atlanta _- 
Lincoln Street Apartments, Augusta 

Lyons Apartments, Athens.... 

Maxwell Apartments Corp., Augusta__ 
Wellswood Apartments, section No. 1, ‘Atlanta 
Buena Vista Apartments, Columbus 
Custer Road Terrace, Fort Benning Suanke 
Wellswood Apartments, section No. 2, Atlanta___.__- 
Wellswood Apartments, section No. 3, Atlanta 


MARYLAND 


Kentwood Apartments, 
County. 

Wayne Apartments, Inc., section A, Silver Spring... 

Wayne Apartments, Inc., section B, Silver Spring__- 

Wavne Anartments, Inc., section C, Silver Spring-_-_- 

Blair Portal Apartments, Silver Spring 

Ss lison Chapel Apartments, Nos. 1 and 2, Prince 
Georges County. 

Long Branch Apartments, Inc., Silver Spring 

Hillcrest Heights Apartments, Hillcrest Heights 


Corp., Prince Georges 


Rockville Terrace, Rockville 


NORTH CAROLINA 


Plaza Terrace Apartments, Charlotte 


Bragg Investment Co., Fort Bragg 


Columbia Terrace, Winston-Salem... ..........-.... 
Edgewood Knoll Apartments, Asheville 
Beverly Avartments, Inc., Asheville 

Selwyn Village, Inc., Charlotte 
Weyland Homes, Charlotte - ----.- 
Coleman Apartments, Inc., Asheville 





West Terrace Apartments, Inc., Asheville 
Newland Road Apartments, Charlotte 





053-42027 
053-42020 
05342055 | 


Whitaker Park Apartments, Raleigh 
Forest Grove Homes, Greensboro 
Westwood Apartments, Charlotte 





Name of contractor 


Mac D. Saxon. 
Fred Brock. 
Jack Way. 

D. D. Colvin. 


| Henderson, Black & Green, Troy, Ala. 


Mac D. Saxon. 

1D. D. Colvin. 

Homer B. Hutchinson, Jr. 
Charles S. Frazer. 

C. W. Williams, Marion, Ala. 
Baldwin Builders, Inc. 

Jack 8. Riley. 


J. M. Mauser. 


Monroe Park Construction Corp. 
‘0. 
Do. 


Feinstein Construction Co, 
Do. 
Do. 
Do. 
Davis & Aiken. 
Do. 
Banks & Lee, Inc. 


MeDonough Construction Co. 
Claussen-Lawrence Construction Co. 
William A. Mathis Co., Inc, 
Daniel Construction Inc. 
The Jordan Co. 

Do. 


Do. 


Do, 
Do, 


Morrison Construction Co., Inc. 


Donley Construction Co. 
Do. 
Do. 

C, A. Snow Co. 


Banks & Lee, Inc. 


Hunt Construction Co., Inc. 

Anthony A. Carozza & George W. 
DeFranceaux. 

Berlin Construction Co., Ine. 


Whetton Bros., also known as South- 
eastern Construction Co. 


Loving- Weaver. 


W. B. Delk. 

Robinson Bros. Contractors, Inc. 
Beverly-Robinson Construction Co. 
Selwyn Construction Co. 


Seay Construction Co., Inc. 


0. 
C. D. Spangler Construction Co. 
Central Construction Co. 


C. D. Spangler Construction Co. 
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Section 608 Projects—Prevailing wage violations—Continued 


Proees Name and location Name of contractor 
NO. 





NORTH CAROLINA—Continued 


Country Club Development, Chapel Hill. - - _.| Triangle Construction Co. 
Brookhill Village, Charlotte. oh ....----| Taylor & Fore. 
C. D, Spangler Construction Co, 


053-42033 
053-42062 
053-42011 | Double Oaks Apartments, sini, «shtwisce pee «ne 
053-42009 | Oakcrest Apartments, Charlotte 









053-42010 | Morningside Apartments, Inc., Charlotte__..........} D. L. Phillips. 

SOUTH CAROLINA 
05442067 | Crayton Manor, Anderson. -. z | Taylor Construction Co. 
05442074 | Cherokee Heights, Gaffney. . Sossamon Construction Co. 
05442081 | Irene Apartments, Inc., Gaffney...---- Do. 
05442052 | Sumter Apartments, Inc., Sumter M. B. Kahn Construction Co 
054-420: Orangeburg Apartments, ‘Inc. , Orangeburg. Do. 
05442068 | Governor Yeamen’s Ap artments, North Charleston. Ruscon Construction Co. 
05442039 | Carlton Arms, Charleston abe ; Kelly Shahid ConstructionCo. 
0534-42000 | Glenbaven Apartments, Greenwood. Lyles & Lang Construction Co 
054-42043 | Savannah Terrace Apartments, North Augusta_. Do. 
05442042 | Washington Homes, North Augusta... Do. 
05442063 | Crystal Homes, Inc., Spartanburg... . Cecil’s Inc. 
05442026 | Crestview, Greenville . Do. 
05442024 Highland Homes, Inc., Spartanburg-- Do. 
054-42013 | Schuyler Apartments, Spartanburg-.- : Do. 
054-42002 | Howard-Aden Apartments, Spartanburg. --. . Do. 
054-42028 | Birnie Apartments, Sumter al Boyle Construction Co. 
054-42010 | Sergeant Jasper, Inc., Charleston- - - ...-.-| Skinner & Ruddock, Inc. 
05442033 | Roosevelt Village, Columbia -. ..| Lee J. Baker. 
05442023 | Washington-Carver Village, Inc., Columbia_. Conagree Construction Co, 


DELAWARE 
03242011 : 
032-42012$| Clifton Park Manor, secs. Nos. 1, 2,and 3, New Castle | Don A. Loftus & Associates. 
032-42013 County. 

NEW JERSEY 


035-42038 | Pleasantville Apartments, Pleasantville. ... - Pleasantville Construction Corp. 
035-42040 | Barrington Apartments, Barrington ‘ ...| Barrington Manor Construction Corp 


03542055 | Riverview Manor, Inc., Riverside. .............-..--| Almar Construction Co, 


MARYLAND 


052-80005 | Arundeland, Inc., Annapolis--.-..--. is The Severn River Construction Co 
VIRGINIA 
051-42069 | Nelson Apartments, Inc., Lexington... -- ....| William D. Maxey, Inc. 
000-80002 | Lewis Heights, Inc., Fort Belvoir --.......- ....| Lewis Heights Builders. 
TEXAS 
115-42030 | Victoria Apartments, Victoria ‘is -«sa--------| G. L. Christian. 
115-80006 | Bergstrom Air Force Base, Austin.................-- | Elliott Construction Co. 


PENNSYLVANIA | 


03442065 | Mooreland Apartments, Carlisle. -................-- | Carlisle Development Co. 

034-80001 | Stanwix Apartments, Carlisle. .............-....---- Reisinger Bros. 
OKLAHOMA } 

118-42015 | Utica Square Apartments, Tulsa_-..-................-. | Mr. Leemon W. Nix. 

117-90008 | Mt. Scott Apartments, Inc., Lawton. ...| Charles H. Stanford, Ine, 

117-90005 | Vogue Apartments, Inc., Groups No. 1, Lawton.. .-.--| Aeme Construction Co. 

117-90006 | Vogue Apartments, Inc., Groups No. 5, Lawton...... | Atlas Contracting Co. 


Alliance Construction Oo. Inc., and 
Acme Construction Co,, Inc. 





117-90002 | Blue Ribbon Apartments, Groups No. 3, Lawton-.-.-- 


117-90001 | Blue Ribbon Apartments, Groups No. 2, Lawton =} 
117-90003 | Blue Ribbon Apartments, Groups No, 4, Lawton..... 


The CratrmMan. Senator Lehman. 

Senator Lenman. Mr. McKenna, on the sixth page of this report, 
you write: 

Until recently, the administration of the FHA had not basically changed its 
evasive attitude as to enforcement of section 212, nor its lack of cooperation with 
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the Department of Labor under Reorganization Plan No. 14 of 1950, and the 
Department of Labor Regulations, part 5, issued pursuant thereto, and effective 
July 1, 1951. The recent change of attitude was not accomplished until Housing 
and Home Finance Administrator Cole took immediate action to correct the 
situation after it had been brought to his attention by Mr. Rothman, Solicitor 
of the Department of Labor. Under regulations, part 5, agencies and the De- 
partment of Labor are authorized to submit the names of violators to the 
Comptroller General for placing on an ineligible list for a period of 3 years. 
However, up to the time this investigation started, the FHA had not made one 
single such recommendation, even though the names of several contractors were 
submitted by FHA to the Department of Justice for criminal prosecution, 

May I ask when your investigation started ? 

Mr. McKenna. On April 12, sir. 

Senator Leuman. April 12, so there was no change until April 12, 
until some time after April 12, because there must have been time 
given to you to cause the investigation to be made, and to submit some 
report. Up to that time apparently there was no change made in the 
policy of the FHA ? 

Mr. McKenna. I believe there were some representations earlier 
than that by the Administrator to FHA. How successful they were, 
I don’t know. Of course, at this moment we are making a very in- 
tensive investigation of that particular subject. 

Senator Lenman. That doesn’t answer my question. You state 
here definitely that up to the time this investigation started, which 
is April 12, 1954: 

The FHA had not made one single such recommendation, even though the 
names of several contractors were submitted by FHA to the Department of 
Justice for criminal prosecution, 

May I ask why there wasn’t a change made in the policy ? 

Mr. McKenna. I suppose, sir, that it has taken that long for the 
facts to become known to the Administrator’s office. 

Senator LenmMan. Would it take a year? 

Mr. McKenna. FHA wasn’t very free in telling about its own 
misdeeds, as the Senator well knows. It has been pretty hard to get 
the basic facts. 

Mr. Leuman. No; but there was an Administrator. 

Mr. McKenna. And the Administrator was not consulted by FHA. 
In effect, he had no power over FHA until the last week, no real power. 

Senator Leuman. But some of these cases were apparently, accord- 
ing to your statement, submitted by FHA to the Department of 
Justice for criminal prosecution. What seems strange to me, that 
this policy, which has been proven to be or claimed to be contrary 
to law, was not changed for so long a period of time. 

The Carman. Mr. McKenna, who was in charge of this policy 
up until April? 

Mr. McKenna. The Federal Housing Commissioner, Mr. Hollyday, 
this year. Before then, Mr. Powell was really the man in charge. 
Mr. Powell had been in charge so far as rental housing is concerned 
for many years. 

The Cuarmman. In other words, Mr. Powell was the man who 
should have made these changes ? 

Mr. McKenna. That is right. 

The CuarrmMan. Who was Mr. Powell’s immediate superior? 

Mr. McKenna. The Federal Housing Commissioner. 

The Cuarrman. What was his name 
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Mr. McKenna. be until April 12 it was Mr. Hollyday; before 
then, I believe it was Mr. Greene. 

The Cuatrman. Is it a fact that when Mr. Cole, the Administrator, 
was told about these things, that he immediately dismissed Mr. Holly- 
day ? 
Mr. McKenna. Of course, the President dismissed Mr. Hollyday, 
or asked Mr. Hoilyday’s resignation according to my understanding, 
but it is true—— 

The Cuarrman. Is it not a fact that when Mr. Cole, the Admin- 
istrator, and the President learned of these irregularities, what Mr. 
Powell had been doing or failed to do, and what Mr. Hollyday had 
failed to do, that the President and Mr. Cole asked for Mr. Holly- 
day’s resignation ? 

Mr. McKenna. That is correct, Senator. 

The Cuatrman. Then there was something done about it the minute 
it was called to the attention of the President of the United States? 

Mr. McKenna. I can’t see how there could be any more effective 
action than was taken when these facts were called to the attention 
of the administration. 

The Cuatrman. And Mr. Powell, the man directly responsible for 
this, had been with the FHA for how many years? 

Mr. McKenna. Close to 20 years, if not 20 years, sir. 

The Cuamman. And he was the department head over all such 
matters ? 

Mr. McKenna. So far as rental housing is concerned; that is cor- 
rect, sir. 

The Cuarman. Therefore, I again ask this question: That as soon 
as the Administrator, Mr. Cole, and the President of the United 
States were aware of these situations, they did immediately take 
action ? 

Mr. McKenna. I might point, Senator 

The CuatrMan. Did they take action ? 

Mr. McKenna. They did, sir; immediately. 

The Cuamman. By discharging Mr. Powell ? 

Mr. McKenna. And by 

The CuatrMan. And by discharging Mr. Hollyday ? 

Mr. McKenna. And by discharging everybody else who appeared 
to have any connection with this sort of operation. 

The CuarrmMan. The answer to the question of the Senator from 
New York is they did take action when they learned of these ir- 
regularities? 

Mr. McKenna. Yes, sir. The fact is, I think, Mr. Chairman, the 
only way this can be corrected is by imposing honest administration 
upon the Federal Housing Administration, by appointing people who 
are conscientious and efficient and honest, and that is precisely what 
they are trying to do now in a very energetic way. The complaint, 
of course, has been made that the administration is too energetic about 
it, but I think the facts show they demand it. 

Senator Lenman. Mr. Chairman? 

The CHarrman. Senator Lehman. 

Senator Lruman. I merely wish to repeat that it does seem strange 
to me that so long a time elapsed before there were any steps taken to 
change a system, the details of which must have been known, it seems 
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to me, to Mr. Cole, who I believe, if I am not misstating this through 
ignorance, I believe was a member of the House Banking and Cur- 
rency Committee in 1950, at a time when amendments to this bill, this 
law, were proposed, but, of course, were not enacted. So he must have 
been familiar with this situation, it would appear to me. 

The Cuamman. I presume it is pretty hard to catch situations like 
this. Here you have Mr. Powell, who was the head man, who in 1934 
when he was employed signed what evidently was a false statement, 
and yet remained there for 20 years and was promoted from time to 
time, until in 1940, I believe it was, he became the head man of this 
great rental property program, the program of the Government where 
$614 to $7 billion was involved. So I would say it looks to me like 
it is rather hard to catch some of these fellows who have been in there 
for many years. 

Mr. McKenna. I think this should be expressed. I wasn’t in the 
Government at that time, but it is my understanding that Mr. Cole did 
make representations to Mr. Hollyday that this situation be corrected, 
that this precise situation be corrected, but it is also clear that until the 
last week or so Mr. Cole had no power to effectuate his suggestions, 
He had no real authority over the Federal Housing Administration, 
until about the last week, when his authority over the constituent 
agencies of HHFA was changed. So all he could do was make repre- 
sentations to Mr. Hollyday, which he did, and when Mr. Hollyday 
didn’t carry that out ion Mr. Hollyday was removed and all these 
other figures were removed, too. 

Senator Lenman. You say he made representations and those were 
not followed. He had power to remove Mr. Hollyday if it was neces- 
sary and proper. 

Mr. McKenna. He did not have that power; only the President had 
that power. 

Senator Lenman. He certainly would have had the authority to go 
to the President and tell the President of these irregularities. 

Mr. McKenna. That is what was done and that was why this in- 
vestigation was ordered, and that is why such a strenuous effort is 
being made now to clean out the Federal Housing Administration. 

Senator Bricker. Mr. Chairman? 

The CHamMan. Senator Bricker. 

Senator Bricker. I am speaking from memory now, from various 
investigations we have held on this line throughout the years. I re- 
member full well as far back as 1947, when this committee was dili- 
gently attempting to get the facts in regard to the operation of this 
particular department and this particular section of the law, 608, and, 
as I remember, there was a now apparent very studied effort to prevent 
this committee from ascertaining what the facts were and the truth 
and how the department was being operated. I definitely remember 
the testimony of Mr. Powell to that extent, where he clearly—and I 
think now apparently from the record—deliberately misled this com- 
mittee in its attempt to ascertain what the truth was. I think the 
record will clearly show that. 

The Cuamman. The Senator wasn’t here when we placed into the 
record letters that he wrote to a New York concern in which he knew 

of mortgaging out to the tune of $2,500,000, and dividends for $1,300,- 
000, then came up here within either 2 days or 2 weeks after he had 
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written that letter, which is in the record, and testified to a question by 
yourself and many other Senators of this committee that such a thing 
could never happen, and he never heard of such a thing. 

Senator Bricker. I remember the testimony very well, and if his 
testimony had been truthful, this situation could not have existed. 

Mr. McKenna. That is unquestionably true. 

Senator Bricker. It was a deliberate attempt to mislead this com- 
mittee away from its investigation. 

Mr. McKenna. I might point out, Senator, that the attitude of 
FHA was no different toward the HHFA than it was toward this 
committee and to the Congress. 

Senator Bricker. That was the fault of the law. 

The Cuarrman. I think in all fairness we ought to get the record 
straight. Mr. Cole is the head of HHFA and has only minor authority 
over FHA. It is coordinating authority. 

Mr. McKenna. Until last week. 

The Cuatrman. He had coordinating authority and no direct au- 
thority. FHA has been an independent agency, with a Commissioner 
who was appointed by the President and confirmed by the Senate. Mr. 
Cole had no authority to do the things that the Administrator should 
have done. 

Mr. McKenna. I think it would be well to repeat here what I said 
at the opening yesterday, Senator, when I delivered to the then highest 
official of FHA, on April 12—the evening of April 12—the President’s 
order about the files of FHA. He was advised by the Associate Gen- 
eral Counsel, Mr. Murphy then 

The Cuarrman. Who was advised ? 

Mr. McKenna. Mr. Greene, who was Deputy Commissioner, and 
the highest official of FHA at the time, and he was there in my pres- 
ence advised by Mr. Murphy that the President of the United States 
probably had no authority over the Federal Housing Administra- 
tion, except to appoint the Commissioner by and with the advice 
and consent of the Senate, and that was given as serious advice in 
my presence and the advice further was that if the Deputy Commis- 
sioner went ahead and sent these telegrams according to the direction 
that accompanied the President’s direction, the direction of Mr. Cole, 
that he might have to pay for the telegrams himself because of that 
supposed limit on the authority of the President. I think that was 
the attitude of FHA and that is the reason 

Senator Maypanx. Was that the attitude of Mr. Greene? 

Mr. McKenna. Mr. Greene went ahead and sent the telegrams. 
That was not his attitude. 

Senator Mayank. In other words, he cooperated ? 

Mr. McKenna. Yes, sir. 

Senator Mayznank. [ thoroughly agree with what Senator Bricker 
said of testimony before this committee. We have sat here together 
over a period of years. It was not only the HHF A, as you said 
yesterday, tried not to give us information, but also the other people 
treated us more or less the same way. In justice to the committee, 
I was always suspicious and I noted Senator Bricker was also and 
so far as this committee is concerned, and I think you said yesterday, 
to keep the record clear, we passed an amendment. We passed it in 
the Senate, to put a stop to this, but we could never get it through 
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the conference, and early in the morning as I recall and you reeall, 
with all the row on public housing and other things, we were forced 
to abandon what he had done in the belief that Senator Bricker 
had and other members of this committee, that there was something 
wrong. I certainly thought something was wrong. I know Senator 
Long did. I know Senator Douglas did. I think Senator Douglas 
was sponsor of the amendment. 

Senator Bricker. I remember in 1947, and I know it was difficult 
to write out and Mr. McMurray worked on it for a long time, but 
it was submitted to conference. 

Senator Mayzank. I supported this amendment. I supported Sen- 
ator Douglas. We held out for the longest time on it. I want the 
record to be clear that as far as this committee is concerned, they 
didn’t have too much confidence in what was told to us by individuals 
. —_ as by the builders and contractors, and so forth. I know I 

1an't. 

Senator Bricker. And it was that fact that led up to the final repeal 
of section 608. 

Senator Maynanx. That is right. As a matter of fact, Senator, 
you will recall that we repealed section 608—I don’t say we were forced, 
but nevertheless this committee repealed section 608 before the law was 
repealed by the Congress, because if I recall correctly—and I am only 
thinking from memory—somebody introduced an amendment, Sen- 
ator Long I believe, that was a floor amendment after this committee 
had repealed it—I am not sure—but anyhow we were so suspicious we 
did repeal it. 

Senator Bricker. 1950. 

Senator Maynanr. But we repealed it, but they did it by law. We 
left it out and it was extended on the Senate floor. 

Senator Lenman. Mr. Chairman, I was not on the committee at that 
time. Of course, both Senator Maybank and Senator Bricker have 
said they were suspicious of the operations of section 608 as far back 
as 1947, I believe, but certainly in 1950-—— 

Senator Bricker. The first effort was made in 1947, Senator Lehman. 

Senator Lenman. Yes; but certainly in 1950. Now, it is fair to 
assume that Mr. Cole, who was a Congressman and member of the 
Banking and Currency Committee of the House, holding similar 
functions to this committee, would also have been suspicious. He cer- 
tainly must have had knowledge of what were the things that troubled 
members of the Senate committee. There is no reason to suppose they 
didn’t trouble the members of the House committee equally. If he had 
knowledge of that, it would seem to me it would be rather strange 
that he did not take action as the Administrator on matters of which 
he had knowledge. 

Mr. McKenna. I think the record will show and we can offer to the 
committee a statement of what the sequence was, if the committee will 
accept it. 

aid Maynank. If the Senator doesn’t mind my sort of getting 
this into the record, Mr. McMurray tells me that the way we stopped 
section 608 was we cut off the $600 million in this committee and re- 
fused to appropriate it, and later on, the Senate insisted upon the 
weetcrenies. What happened ? 

r. McMorray. There was an amendment increasing it to $400 
million on the floor. 
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Senator Maypanx. So they increased it to $400 million? 

Mr. McMurray. Yes. 

The CuarrMan. Let me say this: Senator Lehman seems to think 
that Mr. Cole should take some responsibility for failure to take action 
sooner. That is possibly true, but remember this: That when he did 
take action he was severely criticized by the mortgage bankers; he was 
severely criticized by the builders; he was severely criticized by many, 
many organizations for firing Mr. Hollyday and Mr. Powell. They 
took the position then, and they still take the position, I understand, 
that there is nothing to this. 

Mr. Clark, I believe, who is the head of the Mortgage Bankers Asso- 
ciation—I think I am correct in this—was out in my town of Indian- 
apolis a couple of weeks ago and made a speech in which he was very 
critical of this committee, and very certain of the fact that there was 
nothing to this whole business. 

So I want to say this: That the record ought to show that there has 
been great pressure brought to bear on this whole matter. 

Mr. Mem, The record ought to show, Senator 

The Cuarrman. As far as I am personally concerned, we are going 
to expose the whole business and let the chips fall where they may, 
and whoever is involved are going to be involved, and whoever is re- 
sponsible we feel ought to be exposed. We are going to proceed on 
that basis. 

You will remember that when they asked Mr. Powell for his resigna- 
tion they accepted it, and you will remember Mr. Hollyday made the 
statement that he had been a great public servant. He had been with 
the Government for 20 years. He regretted having to go. He had 
done much to help the builders and building industry in America— 
you remember that press release that he got out. 

So I do not think Mr. Cole deserves to be criticized in this instance 
because he had a lot to contend with, and he still has a lot to contend 
with. I might say this committee still has a lot to contend with at the 
moment, and lots of pressure being put upon it, and lots of propa- 
ganda. 

I cannot believe there is nothing to this whole business, and every- 
thing isin fine shape. I do not believe it is. 

Senator Lenman. I would like to say something to the distinguished 
chairman. I would like the chips to fall where they may, but I want 
to make. sure they do fall where they may. 

The Cuarrman. Let me say the Senator is just a hundred percent 
right, and it is going to be very unpleasant—it is unpleasant to be 
chairman of a committee that must investigate this sort of thing, and 
it is very unpleasant, of course, to have to expose prominent people, 
but we are going to have to do it. We have no other choice. It is our 
responsibility, and there is going to be many of them exposed in the 
next 60 days, which is going to be very unpleasant to me because I 
like good things rather eased things. 

Mr. McKenna. The fact remains, Senator, that the people who 
did all of this were appointed in the thirties and in the forties. The 
fact remains, also, they have been removed in the last 2 months, and 
they were removed by Mr. Cole over the strongest possible objection 
from the industry, and he is still severely criticised by the industry 
because of the energy of his actions. 
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The Cuatrman. I think the record shows that. 

Senator Bricker. He did that as soon as he had the authority under 
the law and the facts to justify it. 

Mr. McKenna. In fact, he did it before he had the authority, Sena- 
tor. He took it in his hands and did it. He didn’t get the authority 
until last week, but he did it 2 months ago. 

Senator Bricker. He did it anyhow. 

Mr. McKenna. That is correct. 

As to the comment about what has been done since April 12: I re- 
quested the FHA to give me a statement of what they have done since 
April 14. That is a little out of my field. They gave me this state- 
ment, and I would like to submit it to the committee for the record, if 
the committee please. 

The Cuarrman. Without objection, it will be made a part of the 
record. 

(The material referred to follows:) 


Actions TAKEN SINCE AprRix 14, 1954, To STRENGTHEN THE OPERATIONS OF FHA 


1. A few days after taking office Commissioner Mason set up several committees 
to study the FHA programs in order to find ways to safeguard the public under 
the title I program as well as under all other programs. A review committee 
of housing technicians from the staff of the FHA was established. Another 
committee created was an Industry Housing Committee comprised of nationally 
recognized leaders of the home building and lending industry. Then there was 
a Consumer’s Interest Housing Committee, comprised of officers of national 
organizations which are interested in housing from the consumer’s point of view. 

Through these committees, studies have been made of FHA organization, repair 
and modernization loan insurance, and the mortgage insurance programs for 
multifamily, sales and cooperative housing. .Based on the work of these com- 
mittees recommendations for changes in law and procedures designed to elim- 
inate abuses were made to the Senate Banking and Currency Committee. The 
Senate saw fit to incorporate most of the legislative recommendations in the 
pending housing bill. Some of the procedural recommendations have already 
been put into effect. The remainder will be put into effect along with the 
legislative changes as soon as the law has been passed. 

2. A basic reorganization of FHA, which grew out of the studies of the com- 
mittees mentioned above, has just been announced. This reorganization is 
designed to streamline FHA’s liaison with and control over its 75 field offices. In 
addition to establishing a more direct line to field offices, the new organization 
plan establishes a new Examination and Audit Division to provide independent 
and comprehensive examination of insuring office operations. It is contem- 
plated that each field office will receive a minimum of one complete examination 
each year which will survey its operations and procedures. The new organiza- 
tion also creates an Assistant Commissioner for Programs to assist the Commis- 
sioner in formulating and appraising FHA programs in the light of objectives set 
by the Congress. 

3. In order to increase the integrity of the multifamily housing program, a 
new administrative practice was put into effect on May 18, 1954. Under this 
ruling, Sponsors’ requests for permission to pay dividends from the proceeds of 
FHA-insured loans and to effect changes in capital structure must receive prior 
approval by the FHA and must be accompanied by up-to-date financial statements. 

4. On June 8, 1954, administrative steps were taken to avoid possible abuse of 
the FHA section 203 small rental housing program. This program in the past 
has been exploited to develop large rental projects by promoters seeking to avoid 
the more restrictive requirements of the multifamily mortgage insurance pro- 
gram. In the future applications for all groups of 12 or more homes that are to 
be offered for rent must be approved in Washington before they receive the benefit 
of FHA financing. 

5. Several steps have been taken to tighten up the title I program. More will be 
taken as soon as the pending legislation is passed. On June 4, 1954, Commissioner 
Mason ruled that barbecue pits, swimming pools, and other luxury items were 
no longer eligible for FHA home modernization and repair financing. In all 
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26 items were declared ineligible for title I loans. At the same time Commis- 
sioner Mason instructed title I approved lending institutions to review more 
carefully the accuracy of applications for credit under title I particularly with 
regard to the eligibility of the items to be financed. 

6. Most important of all, perhaps, Commissioner Mason is taking every step 
possible to implant in FHA’s more than 5,000 employees a new concept of respon- 
sibility to the public. While FHA will continue to cooperate with lenders and 
builders, the new emphasis is upon service to the consumer. 


The Cuarmman. Without objection, the statement that you have 
papa with respect to the labor situation that I hold in my hand 


will be made a part of the record. 
(The material referred to follows :) 


Report oF FeverAL Houstne ADMINISTRATION ACTION ON PREVAILING WAGE VIOLA- 
TIONS TO THE COMMITTEE ON BANKING AND CURRENCY, UNITED STATES SENATE, 
py WILLIAM F. McKenNA, OFFICE OF THE ADMINISTRATOR, HOUSING AND HOME 
FINANCE AGENCY 
Section 212 of the National Housing Act, applies to the construction of all 

multirental units, and reads as follows: 

“SgoTrion 212. Lasorn STANDARDS.— 

“(a) The Commissioner shall not insure under section 207 or section 
210 of this title, or under section 608 of title VI, pursuant to any application 
for insurance filed subsequent to the effective date of this section, or under 
section 213 of this title, or under title VII pursuant to any application filed 
subsequent to 60 days after the date of enactment of the Housing Act of 
1950, or under title VIII, or under section 908 of title IX, a mortgage or in- 
vestment which covers property on which there is or is to be located a dwell- 
ing or dwellings, or a housing project, the construction of which was or is to 
be commenced subsequent to such date, unless the principal contractor files 
a certificate or certificates (at such times, in course of construction or other- 
wise, as the Commissioner may prescribe) certifying that the laborers and 
mechanics employed in the construction of the dwelling or dwellings or the 
housing project involved have been paid not less than the wages prevailing 
in the locality in which the work was performed for the corresponding 
classes of laborers and mechanics employed on construction of a similar 
character, as determined by the Secretary of Labor prior to the beginning 
of construction and after the date of the filing of the application for 
insurance. 

“(b) The Commissioner is authorized to make such rules and regulations 
as may be necessary to carry out the provisions of this section.” 

This section is a mandatory directive to the Commissioner. 

In my opinion, the Commissioner cannot, under this section, insure any ad- 
vances if he knows or has reason to believe that certificates submitted by prin- 
cipal contractors are false. However, the position taken by the FHA Administra- 
tion, up to at least 1951, was to the effect that as long as a sworn certificate 
was submitted to it, the FHA would not look behind such certificate. Two 
letters writen by FHA officials set forth this position. The first letter is one 
written by Clyde L. Powell, Assistant Administrator, to the Department of Labor, 
dated December 22, 1949. This letter reads in part as follows: 

“Since the above-numbered case involves the insurance of advances of mort- 
gage money during constructicn, the general contractor undoubtedly has been 
certifying to our local office with each request for an advance that the workmen 
employed have been paid not less than the prevailing wages as determined by 
the Secretary of Labor as pertaining to this job. Consequently there does not 
seem to be any question presented as to possible noncompliance with the pro- 
visions of section 212 of the National Housing Act. Nevertheless, we are ex- 
tremely interested in any evidence which Mr. Durkin may have which would 
support a charge that the contractor or anyone associated with him had violated 
the penal provisions of our Act.” (See project No. 1388-42009, Riverside Town 
House, Riverside. Calif.) 

The second letter was written by B. C. Bovard, General Counsel, FHA, to Mr. 
Jeter S. Ray, Associate Solicitor, United States Department of Labor, dated 
September 13, 1950, which reads in part as follows: 

“The construction of this project was completed prior to the receipt of the 
complaints with respect to wage payments, and all the mortgage proceeds had 
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been disbursed. This administration has made no effort looking toward ad- 
justments by the contractor in the payment of wage rates to conform to the 
predetermined rates established by the Secretary of Labor.” (See project No. 
05342010, Morningside Apartments, Charlotte, N. C.) 

In late 1949 and 1950, the Department of Labor carried on a series of con- 
ferences with FHA officials, seeking to have the FHA perform the duties with 
which it was charged under section 212. The Department of Labor reports that 
it met considerable resistance because the FHA administrative officials continued 
to adhere to the position outlined above. 

The Department of Labcr at that time was vested with authority merely to 
determine prevailing wages and not to enforce them. However, the Department 
of Labor in 1949 and 1950 embarked upon a series of investigations of FHA 
projects in order to prove conclusively to the FHA that such violations were 
rampant and that workers are being mulct out of hundreds of thousands of 
dollars in wages due them. 

As a result of these investigations and submission of the results to FHA by the 
Department of Labor, the Department of Labor advises that the FHA was forced 
to follow up with an investigation of its own. 

HHFA investigators have, as of this time, analyzed project files in about 11 
States (California, New Jersey, Pennsylvania, Texas, Delaware, Washington, 
D. C., metropolitan area, South Carolina, North Carolina, Alabama, Georgia, 
and Oklahoma). In these States alone, it was found that on 62 projects, em- 
ployers were found to have underpaid workers in the amount of $678,476.98. 

Section 212 was originally enacted in 1939. Quite clearly, between the time 
of its enactment and 1950, with no enforcement whatsoever by FHA, workers 
lost millions of dollars. The record shows that what happened in 1950-51, 
did not mean a complete change of FHA policy in this regard. In fact, the 
only investigations made by FHA were ones where complaints were received 
and even then no effort was made to check other going projects. Admittedly, 
this is a large task to perform but practically no great effort was made to check 
these abuses. 

There are certain types of practices engaged in by the contractors with regard 
to wage violations. The most common practice was to classify skilled workmen 
aS apprentices and pay them at wage rates lower than those determined for the 
craft. On one project it was found that 4 carpenters were being paid the required 
rate of $1.65 per hour and that 80 other carpenters whose experience averaged 
8 to 10 years were classified on the payroll as apprentices and were being paid 
anywhere from $0.75 to $1.37 per hour (Savannah Terrace Apartments, North 
Augusta, 8. C., project No. 05442048). On another project by the same con- 
tractor-mortgagor, it was found that 83 experienced carpenters were listed on the 
payroll as apprentices and instead of being paid $1.65 per hour, they received 
anywhere from $0.75 to $1.37% per hour (project No. 054-42090). Then this 
same contractor had another project, but on that one he designated 152 exper- 
ienced carpenters as laborers, and paid them from $0.75 to $1.25 per hour. The 
carpenter’s rate was $1.37% per hour and the laborer’s rate $0.75 per hour 
(project No. 05442042). 

This is illustrative of the types of misclassifications engaged in and it was done 
with regard to all trades such as plumbers, sheetmetal workers, etc. 

Contractors also submitted false payrolls (project No. 054-42081). 

Instances were found where the mortgagor-contractor, having violated the 
wage provisions, was later given an increase in his commitment to cover such 
payments. 

Illustrative of this is the case in which the mortgagors were also the contrac- 
tors on three projects. They were found to have committed wage violations in 
the amount of $7,757 on 1 project, and their commitment was increased $12,000 
(project No. 05442042). On another the wage violations found were were 

$25,947 (project No. 0054-42043) and the commitment $29,100. In the other case 
the wage violations were $8,267 and the commitment increased $8,200 (project 
No. 05442090). 

Incidentally, the 2 individuals who were the mortgagors-contractors on the 
3 projects just described had been former employees of the FHA. One was a 
construction-cost examiner : the other was a construction examiner. 

It has not been possible to date to ascertain, even in the above cases, how much 
the workers actually received because the disbursement for the most part was 
left in the hands of local officials and the records at the national office are incom- 
plete. There is evidence, however, that compromises of unpaid wages due em- 
ployees were approved by FHA officials without employees being consulted. For 
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instance, in 1 case $9,374.25 was found due employees. After a conference in 
Washington between FHA officials and the attorney for the sponsor-contractor, 
who was the contractor’s son, and who also was one of the officers of the mort- 
gagor corporation, a compromise was authorized as payments to be made to 
eight employees. The investigator found these 8 employees were due $3,818.98. 
The compromise authorized payment of $1,252 (Roosevelt Village, Columbia, 
S. C. (project No, 05442033). ' ; i 

Although contractors were found to be in serious violations on one project, 
the FHA continued to approve commitments for additional projects. The FHA 
took the position that it was without authority to do anything about it. This 
position is reflected by a ‘etter from Clyde Powell, Assistant Administrator, to 
J. P. McRae, State director for North Carolina. The letter, dated May 16, 1950, 
said, in part: 

“Despite the fact that the insurance of advances of mortgage proceeds has been 
discontinued on the subject project due to noncompliance with the prevailing 
wage provisions of the act, snd although the the mortgagor of the subject project 
is the sponsor of another 608 project in Durham, N. C., upon which there is an 
active outstanding commitment, there is nothing that this administration 
can do to prevent the initial endorsement of the credit instrument in connection 
with the Durham project unless the mortgagee voluntarily withdraws the 
commitment.” 

The greatest abuses were found where the mortgagor was also the contractor, 
and in many instances he was merely a broker and subcontracted out the whole 
project. Our review shows that, although the mortgagor-contractor knew of the 
prevailing wage provisions in a great number of cases, he did not so inform his 
subcontractors, with the result that violations were committed unknowingly on 
the part of the subcontractors. Of course, the obvious purpose of the principal 
contractor was to obtain the lowest possible bids which would mean greater profit 
to him, since the contractor had entered into a construction contract with himself 
as mortgagor for the full amount of the FHA estimate of the replacement cost 
of the structures and improvements to the land. Thus, any profits, including 
savings by underpayment of wages arising as a result of the difference between 
the actual cost and the contract price, accrued to the mortgagor-contractor. As 
an example, on a project in New Jersey, where the sponsor-mortgagor was also 
the contractor, we have found that the mortgaging out amounted to $897,952. 
The wage violations which were discovered not too long after the project started 
amount to $17,262 (Clifton Park Manor, New Castle County, Del., project No. 
03832-42011). It is reasonable to assume that the wage violations discovered in 
any one project are but a small fraction of those which occurred. 

Even though the FHA did make some investigations of projects after com- 
plaints were received, there were a number of cases that they refused to inves- 
tigate because all the loan proceeds had been disbursed. This was in the face 
of the fact that the way to criminal prosecution under title 18, United States 
Code, section 1010, was still open to them. In fact, during the above period, as 
far as we have been able to ascertain, only two cases were referred to the 
Department of Justice for criminal prosecution. One case was referred upon 
the insistence of the Department of Labor. In that case the contractor was 
found guilty and fined $500, but the leniency of the fine was the result of the 
contractor making restitution in the sum of $36,000 to workers. 

Our investigation discloses that, although contractors were found to have com- 
mitted serious violations of section 212, no effort was made to bar such contrac- 
tors from receiving additional loan commitments or performing construction work 
where loan proceeds were used. Under subsection (b) of section 212, the Com- 
missioner had about as wide a grant of authority as Congress could bestow on 
an administrative official. (See item b, p. 1.) The interpretation put on this 
subsection by the FHA officials was that it authorized the Commissioner to make 
rules and regulations as to the manner the Department of Labor was to make 
wage determinations. 

Under this subsection, rules could have been promulgated and made part of 
the loan and construction agreements whereby parties violating section 212 
would be placed upon an ineligible list. Such action would bar these violators 
from further loan proceeds or construction contracts where loan proceeds were 
used. 

It is also true that on cases where mortgaging out was found, it was also 
accompanied by underpayment of wages (Clifton Park Manor—032-40003 ; Edge- 
wood Knoll Apartments, Asheville, N, C.—053-42029). 
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We also found that in many cases where the workers were underpaid, the 
building structure itself was inferior. With respect to one such instance, an 
inspection report on one of the projects, which inspection was made about 1 year 
after completion, recites: Drainage—water backs up and seeps through walls 
and buildings; exterior masonry—Bondex peeling off, showing signs of leaks 
through walls; exterior painting—peeling off; ventilators—leaks around gas roof 
vents; refrigerators—many going bad; plumbing and fixtures—not standard 
equipment, hard to find parts; plaster—peeling off (Project No. 054-42067). 

Until recently, the administration of the FHA had not basically changed its 
evasive attitude as to enforcement of section 212, nor its lack of cooperation with 
the Department of Labor under Reorganization Plan No. 14 of 1950, and the 
Department of Labor regulations, part 5, issued pursuant thereto, and effective 
July 1,1951. The recent change of attitude was not accomplished until Housing 
and Home Finance Administrator Cole took immediate action to correct the 
situation after it had been brought to his attention by Mr. Rothman, Solicitor 
of the Department of Labor. Under regulations, part 5, agencies and the De- 
partment of Labor are authorized to submit the names of violators to the Comp- 
troller General for placing on an ineligible list for a period of 3 years. How- 
ever, up to the time this investigation started, the FHA had not made one single 
such recommendation, even though the names of several contractors were sub- 
mitted by FHA to the Department of Justice for criminal prosecution. 

This phase will be completely investigated and recommendations will be sub- 
mitted for the establishment of an adequately trained staff to do this work so 
that there is not a repetition of what happened in the past. 

The Cuarrman. You may proceed, Mr. McKenna. 

Mr. McKenna. As the committee knows, section 608 of the National 
Housing Act was used for rental housing more than section 207. Sec- 
tion 207 imposes certain requirements and restrictions. It insists, as 
we have just reviewed, on certain limitations on the mortgage amounts. 
After the apartments were built there were rent controls. During 
the building prevailing wages had to be paid. After it was built 
families with children could not be excluded. Those are limitations the 
committee has written into section 207, the present operative multi- 
housing provision. 

One of the things which the investigators have found, which I 
am not ready to criticize in total, but was surprising to us, is the fact 
that section 203 of the National Housing Act is used for large-scale 
multiple-family rental-housing developments. We have found that 
there are 420 projects across the country which were insured as rental 
projects, the commitments for insurance for which were issued with 
the knowledge that they were to be used for rental projects. 

There are 24,265 such dwelling units. There is one out here close 
to Washington, Warwick Village the name of it, in which mortgages 
amounting to over $6 million were placed in this one project. They 
borrowed $1 million more than they could have gotten under section 
207, insured under section 203, individual mortgages being placed on 
each section of the project. 

Senator Bricker. Yet it was built as a multiple unit ? 

Mr. McKenna. Yes. This was done under section 203, so the limi- 
tations which Congress imposed on section 207 do not apply. 

Senator Bricker. Was that with full knowledge of the officials of 
the FHA ¢ 

Mr. McKenna. It was. I have the details of one of those cases, 
and the statistics which we can furnish to the committee. 

Of course, it means by using section 203 instead of section 207 the 
requirement of Congress that families with children not be discrim- 
inated against is evaded. The requirement that prevailing wages be 
honored has been evaded, and the controls of rent have been avoided. 
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All these things have been done with the knowing use of section 203 
instead of section 207. 

However, on June 8 of this year, after the investigation started, the 
Federal Housing Commissioner, the new Federal Housing Commis- 
sioner, acted to stop this practice, to put it under control. 

The CuatrMaAn. Did you say you had something you wanted to place 
in the record ? 

Mr. McKenna. I think it would be wise if I put the whole file into 
the record, Mr. Chairman. 

The Cruarrman. Let me see it. Yes. I think without objection 
that this ought to go in the files. I think it will be helpful to the 
committee. 

Mr. McKenwa. Before I close I would like to touch briefly on the 
section 213 operations of the Federal Housing Administration. That, 
of course, is the most intensive aspect of the investigation at this time. 

It would be premature to make conclusive statements regarding it. 
It is true, however, that it appears at this moment as though some 
of the limitations which the committee placed on section 213 opera- 
tions for the protection of the veterans and the others, designed to be 
benefited by that statute, are not given full force and effect. 

Most of these projects now are what they term “builder-sponsored 
projects.” The builder originates the project. He submits the papers 
to the Federal Housing Administration. The Federal Housing 
Administration, in turn, tells him how much money he can borrow 
on the particular project. He specifies where the project will be 

located, where he may at that time havo only an option or may actually 
own the land. 

Senator Maypank. I notice you have a name in this file you are 
putting in the record. Isit Warwick Corp. ? 

Mr. McKenna. Warwick Village. 

Senator Maysank. The chairman asked me if it is all right, and 
I have no objection to that, but I think that we ought, when we cite 
one, to cite more than that, rather than just pick one out. 

How far have you gotten on this investigation? You say there are 
one-hundred-and-thirty-or-some-odd ? 

Mr. McKenna. There are more than that, over 420. 

Senator Maynank. There are over 420, and we only cite 1 name. 
It has already been mentioned. We cannot do anything about it, 
but I think when we have 420 to pick 1 fellow out and get his name 
in the paper, and the other 419 are left out, I might say, Mr. Chair- 
man, I think we ought not do that in the future. 

The CuHarrman. Where is the name? 

Mr. McKenna. The name isn’t important, Senator. 

Senator Maysank. It is to them. 

Mr. McKenna. I assume that is true. 

Senator Maynank. I am only trying to be fair. 

Mr. McKenna. We don’t intend to say there is anything wrong, 
as far as the builders of this are concerned. 

Senator Maypank. I didn’t say that. I said you had 420 and 
picked out 1. 

Mr. McKenna. We have no indication of any wrongdoings being 
done by these builders. 

Senator Mayznank, I didn’t say that. 
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The Caamman. It would help if you submitted the names of the 
420. 


Mr. McKenna. I think it would, yes. 
The Cuarmman. Without objection, then, you furnish us with the 


names and addresses of the 420 projects, and they will be printed in 
the record at this point. 


(The information referred to follows:) 


RENTAL PROJECTS OF 12 oR More UNiTs WHICH WERE INSURED UNDER SECTION 2038 
OF THE NATIONAL Housine Act Up To May 15, 1954 


Nore.—This tabulation is a compilation of reports from FHA field offices. 
To the extent information was available the reports cover all such cases since 
the beginning of FHA operations. All rental projects with 12 or more units 
insured under section 203 are reported because section 207 was designed for 
rental projects containing 12 or more units. As opposed to section 203, under 
section 207 FHA controls rents, charges, corporate structure, methods of opera- 
tion, and requires payment of prevailing wage rates to construction workers. 


















































Location of project Mortgagor Som Insured 
Dover, Del 2-| Fae eee ema a. esis. } Ohio 
Deer Park Heights, Prince Georges County, Md.. Allen & Rocks, Inc__..___- ane” 124 46 
Alexandria, Va., Beverly Park. Lutenie Regina Corp. Jope, Inmc__..........}....._.. 30 
Washington, D. C., South Capital Terrace... ....... | Bellevue Gardens ITI, Inc_.- be 16 63 
Laurel, Md_. nonce Laure] Development Co., Inc.____}__- ee 59 
Prince Georges County, Md., New Hampshire Ave..| Sardin Properties._.............._|..._._.- 99 
Rockville, Md_. ceneineiiit tates me Rockcrest Homes, Inc.........-- 53 83 
Alexandria, Va_ Albert Abramson, Samuel Selsky, Si dvkawed 115 
| Bernard and William Libby, 
Henry 8S. Reich. 
ene mete S02 is Pet ee tee lis Grove Properties, Ine Ore as 22 
Washington, D. C., Wheeler Rd. SE- Zuse, Honekman, Hurwitz & 35 nidubio 
Tracy. } 
Bladensburg, Md., Quincey Manor.............-- ..| Monroe Gardens, Ine 2 OR Goo 
Aijexandria, Va., Warwick Village____. Warwick Village I, II, III, and IV- Oe tocke<s 
Salisbury, Md., Richmond Ave..... Sunset Heieits, Ie... oi sos ecules. us 80 
Aberdeen, Md., Old Post Road__. Sherwood Homes, iis pester Sa 43 
Glen Burnie, Md., Glen Road ; ; 4 The G. G. Corp... pes bene 216 106 
Dundalk, Baltimore County, Md_...........-- The Grey Haven Co_. | 160 85 
Ridgeleigh, Baltimore County, Md- | Kendall A. and Elizabeth Y oung- mate 41 
OG 8 55 ocak cdecadaboaacndsed Hingman Park, Inc_.............- Dn otbibed 12 
OR rere -.| St. Nicholas Trust..--..-.-.--...-|........ 144 
DT: BENE. oon ec abe wk sh edecticn cue gee. LL Reta BOEeee: 63 
Deerfield, C umber: wok Catmty) IN. 3u5. cencntcosens Seabrook Village, Inc... | pushes sO 
Buffalo, N. Y., Shashone Court_.._- Wyoming Homes, Inc 12 28 
Niagara Falls, N-Y NM ii wiheingk cinlintiinn’s natal) CURRIE. SOOO FS ic cie psn icwubtanasoces 56 
Cheektowaga, N. Y., Monfort Dr__....-......-..- | Mayfield Building Corp--.......-|.......- 7 
Cheektowaga, N. Y., Union Rd_.......----- ...--| Stradent Building Corp_......... Midede 32 
ee ER a eee ree eee Bee eae Saar 26 
STIS TE no tithe cea rece etetentes : Herman Allespach.-.............- Si iinstane 
Lackawanna, N. Yo dion Sines Spine awa sasensnee athe New K Apartments, Inc..-- BP asiedocds 
yg Rn Ra CREP eee Nelson Keem and Dennis Thomas. ie ndintedienas 
Philadelphia, Pa_- ...-| Andorra Homes, Inc_--..-.-.---- 100 
Te TL ia ah it tics Marshall Homes, Inc 40 
Secane, Pa Ridley Homes, Inc__-- + 172 
OS eae en ae Dever & Co., gr SPEC ‘ ¥ 46 
III IIR a racine scene mediwdogimmidaeial The Presque "Isle Realty Co__...- tenainats 12 
Pittsburgh, Pa., Millermont_...................... The Stedwood Corp___...........- : 13 
Mount Lebanon, Pa., Oak Ridge Manor..-.------- Dixon Construction Oo-----.....- 12 
Williamsburg, Pa Princeton Park......_....-__-- fee 2 RE OE Ee er 28 
Jeannette, Pa., Croushore OO ok hen bes kei teense | Pleasant Park Homes----.-.-.-..- 20 
Port Vue Boro, Pa., Westwood Hills____-.-.------_- | Sullivan Homes, Inc-- 14 
Greentree Boro, Pa. , Greenbrier No. 2.. | MB bbe dibende »cdnbects 30 
I a. a nnd ienrhiaentnt etal on Douglas and Kathryne P. Brown . 20 
SOURRIIE, GER. gine apa ceca ao tndekel oa Chestnut Court Apartments of ko dbeded 24 
Decatur, Ine. 
GRE... cu. cnccdaavacuennectiedhancniantts | Carr & Rothschild, Inc. --...----.- ED Tennmes 
Orlando, Fla_._-- | Valencia, Inc.- Riedel. 20 
Miami, Fla_ Children’s V; ariety Hospital. 
Florida City, Fia., Evergreen Homes, Inc. ........-..- 
Dania, Fla... | Maurice Seidling._--.---- 
Augusta, Ga., , Thomas Woods subdivision... _----- Thomas Woods, Inc_....-- 
Albany, Ga., Rolling Grove subdivision..........-- | Pineview Development Co-_....-- 
Augusta, Ga., Lumpkin Park Subdivision_.- ~~~. --- Knox Georgia Homes, Inc........-.|-.....-. 
Augusta, Ga., Fleming Heights Subdivision. --_--_-_- 3@D....pcsccensttedstsbdbabanvales A 40 
Se eke eed _..-| Knox Construction Co 83 
Atlanta, Ga. Fairview Terrace Subdivision... .-__- Fairview Terrace, Inc. (L. R. and 34 
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S of the SS - ] : pen j 
| Com- 
‘ Location of project Mortgagor mitted Insured 
vith the i Waynesboro, Ga., McBean Road Subdivision. - -.- | Knox Georgia Eomes, Inc.. a 2 
inted in Atlanta, Ga., Fairview Terrace Subdivision rhe Mrs. L. R. Aiken... . 15 
Avondale Estates, Ga., Covington Road Subdivi- | Robert H. Farrar. -- Sus | 12 
sion. | 
Louisville, Ky., Algonquin Place Section...........| J. A. and Georgia M. Doll----. | 86 
Louisville, Ky., Iwanna Subdivision... ..... dfine Federal Homes, Ine 114 
; RemNVEhy, Se Pinacendtiss cs sebsddeiet Gutdsdeees i - opens SS eee 21 
= . ane TO, ss adeesandninceneteeetallaneed olnliiideie, atime » Leroy, Jr. an Jorothy L. | _ 39 
TION 208 Highbaugh. | | 
NO bo nitnin anneal ith davai titadadeh .----| Louisville Home _ Realty Co, |.. ot 407 
3 (Jesse A. Doll). | 
d offices ; Lexington, Ky., North Broadway--.--......--.--- George C. Martin : Retest 12 
so gine 7 : Lexington, Ky...-....- saa Seis. te T. J. and Eliz. M. Morrison 30 
s€S Since arty ene er’ T aaanetl Will, Verna, and Charles Parrott bet 12 
re units and Evangeline and D. Forrest 
med for ; Shively, Ky., Model Subdivision-.-............-- Peter Construction & Supply Co 30 
> ‘ Louisville, Ky wmarsine thinintipnivaddatidaahie Valley View Apt. Co., Ine 56 
t under Brandenburg, Ky-............-..----- Sa Brandenburg Redevelopment 40 
ot opera- Corp. 
, — iE he icecmnarennew tele péibbishbieeadnan Algonquin Village Homes, Ine j i 16 
workers, : I SE ti rircnnmnniidaedicanotign bile George Martin 36 : 
— - 4 Charlotte, N. TE cceieneranitpiiienncniatiaiaiedanhhion John Crasland Co . leat oneniens 66 
| % Kinston, N. C_-...-- , =< aie DuBose Real Estate Co__- Lehi 100 
‘a | Insured : Monroe, N. C..-.- ae ivvad bike uni tii iaa any J. Griffin, Jr. and 8. E, |........ } 15 
| rauss 
il tices ; GIN, FE ID cree en enewel sinkditinicerdieline a | 41 
| : Charlotte, N. C Marsh Realty Co., Inc._......-. ditleadal 174 
0 w+----- Greensboro, N. C ..--| Scotland Construction Co., Inc. -~|_.....-.} 24 
4 | 46 ¢ Eh weeviiiinscidavediindniahebomaied Greystone Homes, Inc eebicdudbscduuanl 62 
| 30 a Tis itn connsercnckssesienmugaada Homeland, Inc ‘ sinillc ean ; 31 
b 63 é 8 ICT decd Moore Johnson Construction Co-_|_.....-- 30 
59 : ee he ee Ses ..| Northwood Housing Corp----.-- Besots 68 
=a 99 ; Gastonia, N. C. G. R. Poston ; edaln thcahats 80 
, 83 ? Raeford, N. C Raeford Betterment, Inc........- “es 125 
--| 115 : i SRE BETTE Ee ETS J. H. Wright Liheiiiditeana soeihie 13 
| ; Acme, N. O Riegel Paper Corp--..-.-.--- weynibiaeaael 36 
; Charlotte, N. C Realty Syndicate, Inc.........-.- a08 }.... 
. 22 j Gastonia, N. C Superior Properties, Inc__- ia 34 |... ; 
on -- F Charlotte, N. C Jacksonville Housing Co., Ine_-_- OE Tecdscen 
| ok John Crosland Co i ‘ Se i 6iesead 
|. --- . Catawba Terrace, Rock Hill, 8. C.........--..----- Rook Hill Homes, Inc.............}....... 52 
) |-- Pendleton Homes Subdivision, Pendle ‘ton, 8. C_____| Pendleton Homes, Inc tubeeun iniiaivn 48 
80 a Windsor, near Charleston, 8. C_..................-- Oakley Realty Co ad A 16 
43 Brookgreen Meadow, Mount Pleasant, 8. C_......- Brookgreen Realty Co............|.... 20 
106 Hishiand Ave., Sumter, 8S. C.......-..............- ie NO C6 iis dda Gul. gl ae 22 
| 85 Crasland Park, Aiken, 8. ae eae Crasiema Perk, In0..c.c0c< coscsc<<}.....- 100 
41 Fairview Drive, Fountain Inn, 8. O....---.-.-.-... Blake P. Garrett___... ; 14 
-| 12 Bayview Subdivision, Georgetown, S. C............ Fe ON. cnc ania ‘ 33 
144 Dorchester Terrace, Charleston, 8. C_..........-..-- i ceciircrceridstivicaich bitin ddan Hen 120 
-| 63 Brookgreen Meadows, Mount Pleasant, 8. C.......|..--- BP siteinrcimmmiibecae pub cewiok eae 7 
-} 80 4 ie S Sees, ote Chestaien, li dnchubieksdedaeul onward do 58 
28 5 Williston Homes, Williston, Abbi aah Winchester, C. Smith_- 20 
| 56 Ringo ceennmeryseeenetipbegiiin .| Paul A. Wallace ( 13 
78 Yeamans Park, North Charleston, 8. C- Stevenson Zimmerman & Co......|_----.-- | 52 
32 3 Governor Aiken Park, Aiken, 8. C_......-.-- ..-.-| Governor Aiken Park, Inc. .......|.......- 50 
| 26 Green Acres Subdivision, North Augusta, 8. O__...| Greenacres Homes, Inc_-.........-|......-.| 78 
[---=- ‘ Cuttino-Graham Property, Sumter, 8. O | G. and W, Development Co. pecanl ‘eRe al 32 
[+++----- Dogwood 8t., Sumter, S. C................... -| Hendley-Morris & Co., Inc. -__....}........ 13 
a j Smith Golf Club Tract, near Aiken, Oa Suis | He — is & Co., OE Ts Bie Icccesas« | 20 
5 | _ Te | 
40 Admiral Apartments subdivision, Naval Base, S.C_.| Holcombe & Pinckney, Inc..-.--..-.|.....-- | 38 
172 Highway No. 23, Johnston, 8, C__..._...-.-.---.--- | Johnston Housing Corp- seen Gait oie 17 
. : Lawton Park Apartments, Florence, 8. O_........-- oo Alfred and Isobel Smith |_...... 16 
« i | awton. 
| = j oa) of McCormick Spinning Mills, McCormick, McCormick Housing Corp..-..---.|..-...-- 13 
; 2 s 
28 i Excelsior Development, Clemson, 8. O.........-.---| | Clemson Housing Co., Inc. .-..-- . sibedas | 50 
20 3 Highland Park, near Charleston, 8. C....... _— | Highland Park Corp..........---- ieesaaeee 34 
14 { Alta Vista, near Columbia, 8, C........------ couwee} Alte Vista. Building Oo... ......-.}........ 100 
30 4 Do I ate Eel Nadine Economy Builders, Inc.......- witlibenatinees 30 
20 i Brown Blatt subdivision, near Blockville, 8. O.-_--| Brown Fertilizer Co., Inc__.....--|-..----- 24 
24 3 Virginia Acres, Aiken, S. C__..........-.-...... ...| Lyles, Bissett, Carlisle, and Wolfe.|.......-| 50 
Barnwell Heights, Seoul s. Wvcentbit shee Barnwell Supply Di ctiitmnncuniuriins se . 70 
~-e2-- Peachtree Gardens, Barwell, S. C_.............-....| Barnwell Peanut Co. euunaseadie twee 40 
ry Hagood Heights Subdivision, "Secantil GG issue | oe M. Blatt, Jr., ond. BeBe duvsnace | 48 
annon, 
20 ; Boland Park, North Charleston, 8. O..............- | Clyde F. Boland..............-..- a ieee 20 
16 Virginia Acres, Aiken, S. C_.........-. | T. L. Bonner..... | } 78 
200 4 Barnwell Heights, Barnwell, 8. O_...__- a AS eteccinciaiios 50 
-enann . § Dorchester Terrace No. 6, near Charleston, 3. 62 J. C, Long..-.---- 5 
80 El aT a AEE Ni RI East Cove, Inc.... 56 
40 ; IE adicastcnbepesabaiiengaornel i Lid dition od skibbaie hii | Waynoka Sn inane 56 
83 ...| 8. H. & Walker Hall, Inc--- 30 
rere teehattrttccrey adduced. cdntbath <i | Qkson & Shankman............-- ; 16 
5 § (Stee ee. anceeecana . E. McCrory Construction Co..|_......-| 18 
: LW illiam P. Brennan...........--- aoe \ 16 
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Location of project 





Chattanooga, Tenn 
OE bs io cnsinnanns phage siinpennablitnntibebhwithe 

Princess Anne County, Va 

Des Plaines, Il_.. 

Indianapolis, Ind - 
Do 

Gary, Ind_- 

Do 
Columbus, Ind _ _. 
Jeffersonville, Ind 
Indianapolis, Ind 
Bettendorf, Iowa, 2 
Davenport, Iowa. 
Bettendorf, Iowa 
Oak Park, Mich 
Detroit, Mich 

Do 

Do ocee 
Plymouth, Mich_. 
Detroit, Mich 

I 


do 


aris 
Ann Arbor, Mich_.- 
Redford Township, Mich 
Berkley ° Mich_. 
Detroit, Mich 
Royal Oak, Mich 
I PERN os 6 cin c0dbiielsadho acidalid cide caddabidaae 
Detroit, and Royal Oak, Mich_...- 
Detroit, Mich. 
Grand Rapids, Mich 
Youngstown, Ohio... 

Do 

me. «< 

Do_-. 

Do 
Cuyahoga Falls, Ohio 


Fulton Parkway Rd., 
Lorain, Ohio __. 
Columbus, Ohio, Racine Ave____- 
Franklin County, Derrer Street, Ohio 
0k ene abba eid hinne tek dltell 
Columbus, Ohio, Harris BOS. o!\ satonit iene 
Columbus, Ohio, Beechbank Rd..................-- 
Whitehall, Ohio, Midcliff dr 
Whitehall, Ohio, Hamilton Rd 





Columbus, Ohio, Hamilton Rd 
Columbus, Ohio, Beechwood Rd 
Wweverny, © COUREY, D000. 62. nncccccassccdsdsace 
Wena} Franklin war: Ohio... 







Waverly, Pike County, Ohio... » i 
Grandview Heights, Franklin County, Ohio... 
WwW ——_ Franklin C epee Ohio. 
Picea 
Columbus, Ohio 
Huron, 8. Dak-.. 
BD, 1s Bice snasnonccatasdbiubss 
Milwaukee, Wis 
Camden, Ark 
BL betes hv ocinndnnnnneibepe eee 
SI EE... opicen cocdenbipbadibeadotnpesebenetine | 
West Memphis, Ae cis Oh eniesalignad ale | 
ie oe 





ae 


Do.. 


eee 
me... 
Great Bend, Kans___-- 


-| Beechwood Homes, Inc-.-- 





| Camden Rentals, Inc-.--- 


| Graham Construction Co., Inc 
| Francis Harvey, Inc 


| Highland Crest Homes, Inc 





Mortgagor mitted 
-| , aughn Construction Co..........|......- 
é i, aie cc OB al 36 
3 Lakeland Homes, Wisidi.3-c 33 
ol ED NN RR TI oan ccsrniritlnieaintec 
.| Citizen Housing Corp... sus es 6 
-| Village Homes, Inc__..............}........ 
.| Otto G. Fifield Subdivision, Inc__|_.....-- 
-| Saul and Alvina Cohen___-....._- Sela aaiatiiiaes 
..| Columbus Village, Inc. ---......-- 54 
.| Jeffersonville Realty Corp_--_--.--|.......- 
Home Place Realty Co_...-......- 4 


A Sees eee... hiinddsoaci dav 
| Davenport Garden Homes_--_- 
.| Louis F. Cepican---_- 
.| Field Building Co-.--............. 
Grace Home Builders 
| Case Building Co 
Harry Slatkin Builders, Inc_.----- 
Garling Construction Co___--- 
Loyal Building Co_._.._....-. 
é he Manor Terraces, — 
Comfortbilt Homes 
ic ccinneil 
Dunning Homes Co. eit iasiemseamell 
Oakshire Management Co 
Gateway Construction Co 
.do. 

Anchester Homes, Inc 
Rose Garden Building Corp. - 
James Duplexes, Inc 
Stiles Co 

Colonial Apartments, Inc... 
Country Apartments, Inc. 
Towne Apartments, Inc. - 





Gypsy Lane Apartments, Inc. 
..| Northview Apartments, Inc 
| Heslop Broadway Apartments, 


Inc. 
Parkway Gardens Co 
Ces SID innnccnambinnnondlecattnnwes 
Racine Builders Corp. - 
Joyful Homes, Inc. ........-- 
Derrer Apartments, Inc...... 
| Brookshire Park, Inc.......-- 
Beech Woods, Inc 
Flowers, Inc 








| Columbus Southern | “Develop- ied. 
|} ment Co. 
| weeny, GD Saath ibbtdbbane’ 





| Exeter rRetates, iD sdbnstc 
Canal Estates, Inc. .....-..- 
Bristol Homes, Inc........... 
Whitehall Estates, Inc......- 
Waverly Manor, Inc_...... 
Quay and Bluff Heights_... 













Camden Properties, Inc...- 


Trapp & Clippard, Inc... 
ae Rat cs usccu 


do. 
Baltzley_ Building, Inc.. 
NG Sear eases 
pee | ae ea ee 
L, E. Gardner, Inc........- 
Good Rentals, Inc 






FOR TRA, FO nn ccce sun cbudiithl inetssed 
Ridgewood Development Inc,.....}.......- 
Likins-Foster Topeka Corp 

Blosser Building Co 


 ) ll, Ss 








Gorden Gy, Mae... .nnscanccccisssdiadelt cbugeesid 


D. R. and L. P. Harper 
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| 
ied . Com- Sa 
Location of project Mortgagor | mitted Insured 
— - _- -—— ~ Sao 
Philli psburg, a Catt Diet itt nn tsi 5 nee | 17 
ee SD» cnaneceuenenencownh Winn-Rau Corp. ......- jen eit’ x evan | 85 
ete J din nine oesnpahmesiivanetieh King Michaelsen => a liieeeniens | 24 
6 cknnctenccngervenmeoniddnamendntt Ridgewood Development, ‘Inc... | BB is, coc 
Baton Rouge, La. -- Sd eae SOOIINGE Y < MI ook Cobdiiicconchigndas | 24 
Gretna, La., Rose Park Subdivision _----...-- | Rose Park Realty Co., Inc.-....- We stcuune 
Alexandria, La | Homewood Development C o., Ine_|_......- | 38 
Do | Carl Soebek iodide tht 15 
Shreveport, La | Shamrock Apartments, Inc.....- 150 
Ne | Airline Apartments, Inc pais 90 
Do oe | Gilbert Park, Inc nicbheadiibendiie 80 
TE ee eli eet eel initia died Gilbert Land Co., Inc voices 50 
Tet ie naire altel Forest Glen Apartments, Inc__....|.....-- 114 
Kansas City, TN ee ea IE Viney: ard Residences, Inc. ........|.....- | 38 
Do ioe scatnia dein w snes) ammeab nated adie William’s Duplexes, est a 34 
Lebanon, Mo.....--.-..-.-- ot ointeas Laclede Construction and Devel- |-..--- 16 
| opment Corp. | 
nll Gils BOD. cen ccndcosedues pamnaittle dnied ....-| A. L. Huber, Jr- fe | 14 
Grandview, Mo. ..-........------ dui baticadalel Clarence and Georgia Stone ‘ bits es 12 
Kansas City, Mo pak aenesaeieemsal Traditional Homes, Inc " ’ siete’ 32 
St. Louis, Mo., Chippewa St -_..................-.... C. E. and Alberta Dalton _. peta! 16 
St. Johns, Mo., Engler Park Ct................... Independent Management Corp are 18 
St - Tce eis SRRERG 220. « . o owondusasbungs wpietin R. M. and Helen 8S. Berkley--.....}.....- 15 
Ajamagordo, N. Mex... Alamagordo Housing Corp } 35 
Artesia, N. Mex-.. Artesia Apartments, Inc. _.- | 44 
El Paso, Tex Biltmore Homes, Ine 40 
\lbuquerque, N. Mex Coronado Builders, Inc | 34 
El Paso, Tex FE] Encanto Apartments, Inc | 39 
Roswell, N. Mex Mountain View Corp 38 
El Paso, Tex Paisano Apartments, Inc 104 
Albuquerque, N. Mex Popular Homes, Inc 16 
Do. Ed H., Frances M., and Mary E. 54 
snow, | 
Carlsbad, N. Mex Springs Corp 12 
Oklahoma City, Okla W.J. and Frances Edwards 28 
Dallas, Tex., Southern Terrace Addition No. 3. South Dallas Homes, Inc 62 
Dallas, Tex., Arlington Park Estates H. L. Hodel. | 14 
Dallas, Tex., Wynnewood Park No. 3 Vernon & James Smith Co | 206 
Irving, Tex., Oakwood Addition McGraw Development Co | 46 
Grand Prairie, Tex. - Fishburn Building Corp-.- OF 
Do. | Vaught Manor Corp. | 84 
Killeen, Tex., Fairway Park | Waymar-Killeen Corp... | | 48 
Arlington, Tex Arlington East Corp 70 
Fort Worth, Tex. ereeh C, and Anne Bliss | | 34 
Do. Driskell Rent il, Ine | 32 
Arlington, Tex : E Eddins & Associates, Inc | 12 
Fort Worth, Tex_-_. io Heights, Inc | 16 
Do. sal North Riverside Apartments, Inc_} 256 
Lake Jackson, Tex é , Glendale Apartments, Inc. | 24 
PU Tins. che ennagiednmhandantiinhas Freeport Development Co- .-- | | 12 
Snyder, Tex., Parkway Addition... | Waymar Snyder Apartment, Inc.| | 7: 
Odessa, Tex., Brentwood Addition | Brentwood Homes. | 40 
Monahans, Tex., Monahans’ No. 4... Fern Street Homes, Ine. 14 
Midland, Tex., Lynnside project .-......- Leggett Brothers, Inc_-. 30 
Big Spring, Tex., Wiley Terrace_......-. | Big Spring Investment Co-. Y | 56 
Odessa, Tex., Brentw ood Addition. ___- j | Deanna Apartments, Inc | 68 
Midland, Tex., Parklea Addition ee dache | Brown Bilt Homes, Inc. | nal 18 
Midland, Tex., ” Westwood Village. .._- ade ” eee Village, Ine | 54 
Odessa, Tex., Bellaire Addition enna shai Rhodes & Associates, Inc... ‘ 22 
Do. iaeamebee ‘ sacl W hite Brothers Rentals, Inc_- | . 64 
Odessa, Tex., , Crestwood is od aici deal Whitebase Rentals, Inc_- | 30 
Midland, Tex ., Weyman Addition.__.......-- | Shamrock Apartments, Inc Lew! | 14 
M idland, Tex., Yucca Tan Addition............-.- Midland Northwest Corp | 106 
Odessa, Tex., Burnett Heights i snips oleate | Fred T. Jeter. j | 50 
Amarillo, Tex., Westview Addition................- Reynolds & Ashford, Inc__. ; | 16 
Amarillo, Tex., West Lawn No. 6_...-...-..--.-- _.| West Lawn Homes, ine sibeie j 48 
Amarillo, Tex., Sunrise Addition... ...........- Sunrise Apartments, Inc_.- 524 
Amarillo, Tex., West Haven Park.._............- Hi-Plains Housing Co 118 
Amarillo, Tex., South Lawn No. 6-_-- | Carney E. Wyrick- 14 
Amarillo, Tex., University Heights-_- | Hill Top Development Co-..-_--- | 36 
Amarillo, Tex., Hamlet Addition._.............- Amarillo Housing Co-.--.---- i hi 38 
Amarillo, Tex., North Hills Addition oe North Hills Corp.--. ; 66 
San Antonio, Tex., Wilshire Village...........- ..-| Wilshire Housing Corp-.--. sou page 12 
Victoria, Tex., College Heights, Addition...........| G. L. Christian. 32 
San Antonio, Tex., Fenfleld Ave.........-.-- : Bremer and Wilhelm..-- | 38 
Tucson, Ariz. > 4 Lew site tican SURO eS American Rentals, Inc. J | 60 
tek. oo crn ncinnatii di Seen Es National Rentals, Inc ; : * 60 
Do. Federal Rentals, Inc_- ode el] 60 
Do.. | Joan Rentals, Inc.-_.....-. ‘i 88 
. Do | Harold Rentals, Inc__-- sisiled 60 
Do | Carole Rentals, Inc--- wal 60 
Phoenix, Ariz. Westward Homes_..........------- | Louis and C elia Himelstein.- ii = 170 
Sacramento, Calif., Coverdale Village... ....-- r Jansen Realiy tind i 120 
Stockton, Calif, Hawthorne Park.....-------- D. Dante J. Nomeliini. ik eases | 26 
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Location of project Mortgagor om. Insured 
— o ae | 
Near Sacramento, Calif., Park Hills__._- eee, Randolph and Audrey Parks_.....|_......- 54 
Sacramento, Calif., Fruitridge Oaks No. 1. .-| Lawrence, Inc___--- : 20 
West Sacramento, % alif., Westfield Village No. 1- .-| James and Velma Jansen 76 
Near Sacramento, Calif., Penland Park__--- Parklane Properties, Inc 58 
Sacramento, Calif., Colonial eee ee, - 9 eS McKellar & Kelly__.-.--.-- 42 
Near Sacramento, Calif., North Haven ..._-...--..-- Ellis and Artz Carlson--_.--..-..- 108 
Marysville, Calif., Triplett EG os om pee aed | Kelly-Farrar, Inc____.......--- 12 
Near Sacramento, Calif., Fulton Manor. | James and Velma Jansen ___- °F 2 
North Sacramento, Calif , eee gee | Newsom & Netherby Builders..._|____.._- 22 
Near Sacramento, Calif -.-----| Pierce & Gaber__- 2 48 
Davis, Calif ....-| James and Velma Jensen.._...-.-.|__----_- 16 
Near Sacramento, Calif.__.___.._..-_--_-- .-| G. and T. Aussem 16 
Sacramento, Calif | Jacinto Development, Inc. os 20 
NN tee Eylow B. and Euthelma Y oung - my} 36 
San Diego, Calif Severin Construction Co Sie ? 14 
Do | Earl W. and Florenee E. Grey } 28 
National City, Calif | Associated Construction Co | - 36 
Chula Vista, Calif 7 L. C. and Mary M. Kuebler | 28 
E] Centro, Calif i ; Southwest, Ltd 40 
San Jose, Calif., Spring and Emery Sts ‘ RF) ee a eee eee | 16 
Oakland, Calif., 4th, 11th, 14th and Stuart Sts .| Jackson Rentals, ge Se Sead) oes 40 
Berkeley, Calif., University Ave. and Sacramento University Rentals, Inc 52 
Oakland, Calif., 54th St. and Grove St BR54 Rentals, Ine 68 
Fresno, Calif., San Pablo St Bare Homes and Marie Doren 16 
Fresno, Calif., Poklar and San Pablo Harold and Hudson Graves 24 
Arcata, Calif., Arcata Court Terrace Arcata Development Co 12 
San Jose, Calif., Balboa, Wilshire and Beverly Honore & Lumella 14 
San Francisco, Calif., 25th, Auza and Cabrillo Henry Doelger Builder, Inc__-_-_-- 2 
Fresno, Calif., Dakota Ave Loren H. McFarland 44 
Eden Township, Calif., Hayw: vard Heights Oaks, Inc 22 
Fresno, Calif., Hampton Way Beco, Inc... 20 
Fresno, Calif., College View Melro, Inc ot neal 44 
Fresno, Calif., Lansing Way... Loren H. McFarland 2 
Berkeley, Calif., San Pablo Ave. W. W. and Margaret Fearnside. 1¢ 
Fresno, Calif., McKenzie and Nevada Ave Burnett & Bergfeld 68 
Fresno, Calif., Mariposa St Wm. B. and Marion S. Paris_-- 15 
Redwood City, Calif., Stambaugh Addition. R. J. Varsi and D. E. Nelson__- 12 
San Mateo, Calif., Tevis Court __- Alum Rock Development ves auat 30 
Menlo Park, Calif., Waverly and Laurel Sts_. Claud T. Lindsay Co ; 24 
Antioch, Calif., Sunset Dr Midvale Properties, Inc ace 78 
San Jose, Calif., Bascom Garde ns. McKeon and Siegfried _....._--- 100 
Pittsburg, Calif., Madeline Ave. and West Blvd. North Park Homes_-.---.---.-- 146 
Daly City, Calif., Hillside Blvd. and Moltke 8t T. J. and Gladys Callan--.. 16 
Fresno, Calif., Blackstone Ave. Ter. No. 3 Rogers, Varsi, Nelson__. “ | 51 
Merced, Calif., Lesher Tract Midvale Properties, Inc__.-.---- 24 
Ceres, Calif., Sequoia Tract Richard and Lois Fair --..-.-...-- - 26 
Livermore, Calif., Livermore St ‘ Spivock and Spivock..__- 30 
Redwood City, Calif., Redwood Ter. No. 2 Hillside Manor Corp ao 22 
Richmond, Calif., San Pablo Ave John J. and Thelma Kokalis-- 14 
Campbell, Calif., Cambrain Park No. Ok J E. B. Standish _- pasnes 18 
Palo Alto, Calif., Bartley Subdivision No. 3--.-.-- | Tony D’Amigo & Sons. bite iab Toe debe 16 
Sunnyvale, Calify, Cherry Chase Tract___.. | Kar Construction Co--- eat. = deine 24 
Daly City, Calif., 2d and Price Sts ..-| Rieeco and Marie Lagomarsino. watiiid init 12 
Pittsburg, Calif., Beverly Addition No. 2........--- | North Park Homes.-............-.- |-------- 52 
Sunnyvale, Calif., Cherry Chase Ter_-_-_....-.- wa Kar Cometreatsen (5... s... 2... hi. 2 
Near Campbell, Calif., Cambrian Park. ........---- | & B. Standish and Paul Schaeffer_|_______ 12 
Hayward, Calif., Bay View Tract-_-..............-..- | Can C. and Marjorie Lassen_.--._|___...- 16 
San Lorenzo, Calif., Tract 1199. . -- scdecddasdigud ©. Ti PR peewee c ccoceecapel, <occeed 80 
Concord, Calif., West Broadmoor Ave_.--__.....--- | Concord Estates Co.............--].....--- 24 
Daly City, Calif., 8/L of Price St__................- | Lagomarsino--............... 16 
Richmond, Calif., McDonald Ave__...........--.-- | Idamor Court, Ine 32 
Livermore, Calif., Mountain View Tract. .........- | Becker and Becker 14 
Belmont, Calif., Elmer St___ cc SE RRR ee : 16 
Fairfield, Calif., Fairfield Ter. U nit No. 5 | C. M. Allen and R. J. O’Gonnor-. Oe Waa ce 
Hayward, Calif., Tracts 1172 and 1173-.-.--- H. and L. Homes, Ine_.......---- BD Gucsbesas 
Concord, Calif., Broadmoor Ave__...---.-.-- Concord Estates Co..._........-- BP Gini aio am 
Concord, Calif., Carlton Manor. .............------ | Barbuch Estates and Hyatt De- i eer 
velopment Co. 
Oakland, Calif., Hillside St._...................-.-.. Bastrom and Laverro........-.-...- | 12 
South San Frane isco, Calif., Grand Ave-- | Hillside Manor Corp.... 24 
Fresno, Calif., Nevada Ave_- sities Donald S. and Louise Kendall. - 24 
Denver, Colo | Sidney Graziand 8. M. Bobrick__.|.._..__- 12 
Colorado Springs, “Colo Advanced Homes Building Co-__-.}_....__- 28 
Do ; | te Boe Seeendbnchuecchbroensu 16 
Denver, Colo__- Fe, Ws SEE an wreninntbbidins + cbthews oxi 20 
Colorado Springs, C olo_ | Mark S. Waggener._ 100 
Denver, Colo. _-- Burns Construction Co 45 
—_— Spams Idaho.. Robert F. Johnson & Associates ...|_._..._- 178 
eiteieintasiat Linden Park, Inc................- 98 
Pocatatio, “Tdaho.. Hykes-McAbee Construction Co--} 116 
Boise, Idaho, 19th, 20th, and Brumback | Brassey, W. C., B. A., and V. K_- 14 
Reno, Nev., Sterling Village.................-....-.. Sterling Builders, Ine___.........- 44 
| eerie Se See ee | C, W. and Virginia Baker. ---_----- 20 
Las Vegas, Nev., E] Centro Addition.......-_.._._. | WD Genin, BG. cowed Re ees 64 
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| 
Location of project Mortgagor aie | Instrred 
Las Vegas, Nev., Meadows Addition _._...........- | W. 8. and Marjorie L. Robinson ieee -| 72 
Las Vegas, Nev., Paradise Village oa | R. J. and Eva M. Kaltenborn seaieaiakial 32 
Las Vegas, Nev., South 5th St. Tract__......-...... | Nate and Jerome D. Mack. hiecdes | 12 
Las Vegas, Nev., Charleston Square Tract... .--. _..| Mastercraft Homes, Inc . ; 64 
Las Vegas, Nev., Southridge Tract................. Howard & Hassett 23 
Las Vegas, Nev., Crestwood Homes................| Hammes Enterprises, Inc__.--.-.- ‘ 39 
Henderson, Nev., Manganese Park. _......- .....| Herbert and Hazel Kronish ae 81 
Las Vegas, Nev., Noblitt Addition... _. nen eckanted Stewart Ogden Apartments and | 27 ; 
Morris Kishner, 
Las Vegas, Nev., Francisco Park. ..............-.- | Pardee-Phillips.........._._- 320 |... 
Las Vegas, Nev., 14th St. Addition. .............-. Harry N. Herzog........-. | | a 
Las Vegas, Nev., Paradise Grove. P. *hilip Yousem_. eee 84 
Las Vegas, Nev., Jubilee Tract -_--.- -------------| Ben L. Bingham. sé bial PO tc<. 
Roseburg, Oreg Siecats a aed siemens | Roseburg Homes, Inc___.-_-- eon 174 
Portland, Oreg.....-.--.-.- Ei A slipha deco chet eke | Holge 0, SN, is cusnhieliadindtaaadh 104 
Albany, Oreg.-..-.--. ‘ | do. . aa 30 
Port land, Oreg i ; ciiliadan ...| Sinalo C orp. el UE j 27 
Seattle, W ash., Empire EOD icin do btiinidin gp iden dant Aa Ee bi cc cuvicincodd . ~----| 12 
Seattle, Wash., Holman re a oe ae .-| MeAbee & Shafer, Inc. _....._.. ae 26 
Do... RE chike a ae ae | 76 
Tacoma, Wash., F ane Bell Addition. Northwest Properties, Inc..... ; 140 
Longview, W. ash > bes .-.-......--...| Cypress Courts, Inc... } 100 
Seattle, Wash., C apits ni occa ie acacia ...| Dorothy Irving, Ine bee , » | 28 
Seattle, Wash., 154th St si arate nce tibet aces. Mullikin, Inc__.-_. ee Does 20 
Seattle, Wash., North a ee oe Archie Iverson __ ee eewal 46 
Seattle, Wash., Pleasant Valley._..- a iho _| Modern Home Investment Co... | 56 
Seattle, Wash_..__-_.__.-_.-...- sie ....-..| Kebb & Narodick__. sit abund 2% 
Kennewick, Wash............---. relgttieaetd | hea Thy PRO OINy EORiin Ls oan cee wees sccnd- nt 23 
Kennewick, Wash.....- pe Sag tab __....| Frank Dunham Co... | : 34 
Pascoe, Wash oD. abiobiiibder oicbebidb ~---...-------.| Modern Home Builders, Inc. . iin de 21 
Spokane, Wash_ ‘ etuns Bowe, Nevers & Massar.... aiaaieeial 25 
Anchorage, Alaska, 3d Addition. ..__- ...| Pfeil & Hickel, Inc_. fate 40 
Anchorage, Alaska, KF QD Rd- ~------------| Martin Manor, Inc..... : nate | 40 
Fairbanks, Alaska, Slater Subdivision_ | Island Homes, Inc. ... y 150 
Fairbanks, Alaska. - 5c6a 5s eebdde ‘ Arctic Park Apartments, Inc___. Sbovsef 150 
Anchorage, Alaska, City View _- _....-.--| Consolidated Western ae 127 
Anchorage, Alaska, Simonson Subdivision_______.__| Walter J. and Ermalee Hickel badoal 48 
Anchorage, Alaska, Turnagain................- Park Homes, Inc......-. ‘ . 25 
Anchorage, Alaska, Homestead Acres 2 ...| C. W. Hufeison 7 50 
Anchorage, Alaska, Turnagain Turnagain Homes, Inc... 142 200 
Anchorage, Alaska, City View_- ‘ Consolidated Western. coil 46 
Anchorage, Alaska, Simonson Subdivision_. | Duplexes, Ine babies Eieckatl 46 
Anchorage, Alaska, Saxton Subdivision. ‘ .| Knik Homes, Inc. - - jiu Ries all 76 
Kodiak, Alaska aiidiondanils Aleutian Homes, Inc_. | 844] 
Anchorage, Alaska, sticnnnnaliah.-aids ptibbbes ..| Anchor Park, Inc... — i 400 | 
I in 0. 50te eben da ocd nitten oben Homestead Acres, Inc__. | 27 | 
IS 8 bong skp dee cand dcedidncdedaane Harborview ee Inc.....| 40 |_. . 
Honolulu, Oahu, a. Salt Lake Region___ ..| Aliamanu Homes, i td. e. 167 | 244 
Honolulu, Oahu, T. H., W aialae-Kahola Section....| Charles J. Pietsch, ieee baba } 12 
Honolulu, Oahu, T. H., Salt Lake Region........-- Queens Heights, Led . ; oul 250 |..------ 
| | 
Total number of projects.................-- matininenipeintiiiiaitite dit stina a sietatanelaailimnananlls 425 
Number of units: 
SINE 2h.” Sicha chime palabiehiainehettnnnetivn comanetinane ime bdine cnsottened ee 
LEAS <2 2. 4 ckigasenddbddidaciodibbinibaatbadgnchiabbinastbhbdadede o<bédadpcodabien 19, 760 
Fl itescecccccpecksnitbedlatcspbhbadbbealanticededirds dl tvandiedetscmcadseevéuubeticoebsse 25, 246 


Mr. McKenna. Such as we have available. It may be short of 420. 

Senator Maypank. As I see it, it might not be illegal, but you say 
they got around the law for children ¢ 

Mr. McKenna. The important consideration, I think, Senator, is 
that FHA 

Senator Maysank. I put that in myself because these apartments 
kept so many children out of Washington, and I had so many com- 
plaints I put that part in myself. 

You say they got around and shifted from section 207, did I 
understand ? 

Mr. McKenna. Section 203. 

Senator Maysank. So as to keep children out? 

Mr. McKenna. I don’t know whether that is the reason this particu- 


lar project did it. 
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Senator Maysank. That is the general thought? 

Mr. McKenna. That is the net result of it. 

Senator Maysank. That is outrageous if that happened because 
that is one thing we had to strive for around here, particularly in the 
days before the Korean war. People were here with families, and 
they couldn’t get in, Army officers, Navy officers, and so forth. It 
was pretty rough around, as you know, if you owned a house at that 
time. I think that is terrible. 

Mr. McKenna. What we tried to do was make a study of one case, 
the nearest and largest, and that is the only reason that is singled out. 

Senator Maysank. I hope you put the other 419 in. 

The Cuatrman. We will. We want to be absolutely fair with 
everybody. 

I again want to repeat that if any man’s name is mentioned, or firm 
or organization, before this committee, we want them to feel perfectly 
free to come and testify, and file statements, whichever they care to do. 

How long will it take you to finish ? 

Mr. McKenna. I will try to close in 2 minutes. 

The CuarrmMan. They are about to send for us for a quorum. 

Mr. McKenna. I will give some of the basic documents I have here. 
I will give it to the committee counsel and he can take it up with the 
committee to decide whether you want it in the record. 

Some questions were asked by Senator Goldwater yesterday about 
time elements. I want to present the answer to that, if I may. 

The Cuarrman. It has been made a part of the record. (See p. 6.) 

Mr. McKenna. I want to thank the committee for your courtesy. 
That is all I have. 

The Cuarrman. Thank you very much. Your testimony has been 
very helpful. 

We are about ready to recess now until 10 o’clock tomorrow morning, 
at which time our witnesses will be Herman W. Hutman, president 
of the Shirley-Duke projects of Fairfax County, Va., and Earl J. 
Preston. Mr. Hutman is president of sections 4 and 5 of Shirley- 
Duke, and Mr. Preston is president of sections 2 and 3, and Mr. Byron 
Gordon, Jr., is president of sections 1 and 6 of the Shirley-Duke, and 
Mr. E. M. Bros, and Mr. Carl Budwesky, and Mr. Jay Charles Lewis, 
and Mr. Don A. Loftus, and Mr. Earl Crabb. He is former presi- 
dent of Investors Diversified Services of Minneapolis. 

On Thursday we will have Mr. Burton C, Bovard, who for many, 
many years was the General Counsel of FHA, and possibly other wit- 
nesses, and have hearings on Friday. 

If there isn’t any objection, we will recess now until 10 o’clock 
tomorrow morning. 

(Whereupon, at 11:35 a. m., the committee recessed.) 
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WEDNESDAY, JUNE 30, 1954 


Unirep Srates SENATE, 


CoMMITTEE ON BANKING AND CURRENCY. 
Washington, D. C. 


The committee met, pursuant to recess, at 10:05 a. m., in room 
301, Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Payne, Maybank, 
and Robertson. 

Also present: William Simon, general counsel, FHA investigation. 

The Cuarrman. Is Mr. Hutman present? 

Mr. Hurman., Yes. 

The Cuarrman. Is Mr. Preston present! 

Mr. Preston. Present. 

The Cuarrman. Is Mr. Gordon, Jr., present? 

Mr. Gorvon. Yes. 

The Cuarrman. Is Mr. Bros present? 

Mr. Bros. Yes. 

The Cuarrman. Mr. Budwesky present? 

Mr. Bupwesxy. Yes. 

The Cuarmman. Mr. Lewis? 

Mr. Bupwesky. Yes, he is here. 

The Cuarmman. Is Mr. Loftus present ? 

Mr. Egan. No, he isn’t, Mr. Chairman. He is sick, under doctor’s 
care in Wilmington. 

The Cuairman. And who are you? 

Mr. Eaan. I am his attorney. My name is Egan. 

The Cuarrman. What is your address? 

Mr. Ecan. 250 Park Avenue, New York City. 

The Cuamman. What is your firm name? 

Mr. Eaan. Egan & Weitzner. 

The Cruamman. And the address is what? 

Mr. Eean. 250 Park Avenue, New York. 

The Cuairman. Mr. Loftus is ill, you say? 

Mr. Eean. Yes, he is, Mr. Chairman. 

The Carman. When will he be available to testify? 

Mr. Eean. We hope he will be here tomorrow, but when I talked to 
him last night at 11 o’clock the doctor seemed to think he would be 
laid up for 2 or 3 days. 

The Carman. Can you get us a certificate from the doctor? 

Mr. Eean. I certainly will, Mr. Chairman. (See p. 309.) 

The Cuarman. You get us a certificate from the doctor, then, and 
file that he was unable to appear today, and we will hear Mr. Loftus 


tomorrow. 
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Mr. Eean. Tomorrow? 

The CuatrmMan. Yes. 

Mr. Eean. All right. Fine. Thank you. Tomorrow or as soon 
as he is physically capable of coming here. 

The Cuarrman. Well, of course, we can’t make him testify if he is 
ill, but we certainly want proof from the doctor that he is ill. 

Mr. Eean. All right. Fine. Thank you. 

The CHarrman. Because he is one of our chief witnesses. When 
will you have the certificate from the doctor ? 

Mr. Eean. I will put a call in now and try to get it down here as 
soon as possible. 

The Cuarrman. Where is Mr. Loftus today ? 

Mr. Ecan. Wilmington, Del. 

The Cuatrman. Is he in the hospital ? 

Mr. Ecan. I don’t thinkso. He is confined to his hotel. 

The Cuarrman. Confined to his hotel. 

Well, you get a certificate from his doctor, then, showing why he 
wasn’t present today in answer to the subpena, and tell him we expect 
him tomorrow. 

Mr. Ecan. Allright, Mr.Chairman. Thank you. 

The Cuarrman. Now, Mr. Earl Crabb. 

Mr. McCartrn. Mr. Chairman, Mr. Crabb is here. 

The CuarrMan. Is present? 

Mr. McCarrtin. Yes. 

The Cuarrman. Who are these gentlemen? And this gentleman 
here? Let ussee if we cannot all get comfortable. 

You are Mr. Hutman ? 

Mr. Hurman. Yes, sir. 

The Cuarrman. Let us see if we cannot be a little more comfortable, 
kind of spread out and come around a little bit. Someone sit in that 
chair and maybe you will be a little more comfortable. Push the 
chair back. 

I am going to swear you gentlemen all at the same time, if there is 
no objection, for the reason that when we start our questioning here 
today we may want to switch from one to the other. In that way I 
think we will better be able to bring out the facts and the truth. If 
there is no objection, then, will Mr. Hutman, Mr. Preston, Mr. Gordon, 
Mr. Bros, Mr. Budwesky, Mr. Lewis, and Mr. Crabb please stand # 

Hold up your right hands, please. 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 
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TESTIMONY OF HERMAN W. HUTMAN, PRESIDENT, SHIRLEY-DUKE, 
SECTIONS IV AND V; EARL J. PRESTON, PRESIDENT, SHIRLEY- 
DUKE, SECTIONS II AND III; BRYAN GORDON, JR., PRESIDENT, 
SHIRLEY-DUKE, SECTIONS I AND VI; F. M. BROS; CARL BUD- 
WESKY ; JAY CHARLIE LEWIS; AND EARL E. CRABB, CHAIRMAN, 
EXECUTIVE COMMITTEE, AND T. S. KENEALY, ACCOUNTANT, 
INVESTORS DIVERSIFIED SERVICES, ACCOMPANIED BY A. 
HARDING PAUL, GLEN RICHARD, AND JOHN W. McCARTIN, 
COUNSEL 


Mr. Hurmay. I do. 

Mr. Preston. I do. 

Mr. Gorpon. I do. 

Mr. Bros. I do. 

Mr. Bupwesxy. I do. 

Mr. Lewis. I do. 

Mr. Crass. I do. 

The Cuarrman. Thank you, gentlemen. 

Now, if you will be seated, and, as I said a moment ago, we are 
interested in just one thing, and that is the facts. We are not inter- 
ested in any witch hunts, or anything of the sort. We are just inter- 
ested in the facts. We have the responsibility of studying and inves- 
tigating the operations of the FHA, and all of its aspects, and we 
want the facts. As you gentlemen know, you have all been before us 
in executive session—I guess except Mr. Crabb. 

Mr. Crabb, you have not, have you ? 

Mr. Srmon. No, sir; but his people have. 

The CuarrMaAn. But your people have, a number of the executives 
of your company and employees have been before us. All we want 
are the facts and nothing but the facts. We want to get the true 
picture of what happened. We don’t intentionally want to hurt any- 
one. I am going to ask Mr. Simon, our general counsel, to start the 
questioning this morning, and then we will 

Mr. Pavuu. Mr. Chairman. 

The Cuarmman. Will you give your name? 

Mr. Pau. My name is A. Harding Paul. I am counsel for Mr. 
Preston and Mr. Bros and of sections 2 and 3 of the Shirley-Duke 
corporations, 

The CHatrMan. Yes. 

Mr. Patt. In view of the fact that this is my first experience either 
as a spectator, witness, counsel, or in any other way before a con- 
gressional investigating committee, and in view of the fact that on 
Monday, before this committee, Mr. McKenna made many reckless, 
willful, and false statements concerning my clients, I would like to 
know from the chairman what the duties and obligations and rights 
of the witnesses and counsel are in one of these investigations. 

The CuarrmMan, Well, you have many rights, and when we are 
through questioning you gentlemen today, when we get the informa- 
tion that we want, we will be very happy to have you make any state- 
ments that you care to make in respect to anything that Mr. McKenna 
stated, or any cther witness has stated here. 

Mr. Pau. Will we have an opportunity to ask the witnesses 
questions ¢ 
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The Cuarrman. You will not have an opportunity to ask the wit- 
ness questions. But you will have an opportunity to make a state- 
ment, and you have an opportunity, if you care to, to give me questions 
you would like to have asked. We will make every effort to ascertain 
the truth and the facts of these things. 

Mr. Pau. Yes, Mr. Chairman. 

Will the witnesses have an opportunity to make statements other 
than “yes” or “no” answers ? 

The CuarrmMan, They will. 

Mr. Pauw. There have been very serious charges, as you know. As 
a matter of fact, the chairman asked Mr. McKenna whether this 
matter had been referred to the Attorney General, and Mr. McKenna 
said that it had, for prosecution of criminal and justification of any 
civil actions. 

The CHarmman. Yes. 

Mr. Pau. My associate has suggested that in view of these unspeci- 
fied charges that have been made that it would probably be a sensible 
thing for the witnesses to simply stand on their constitutional immu- 
nity. I have counseled these businessmen that it would be sensible 
for them to give the full facts to the committee, and they are here 
to do it, but they would like to give the full facts and not just those 
slanted along the lines Mr. McKenna stated. 

The Cuarrman. Why don’t we proceed, then? We have a number 
of questions we want to ask, and the a is to get the truth. 

You gentlemen are all sitting there together. You are all involved 
in the Shirley-Duke project, and between the eight of you, and our- 
selves, let us try to get the facts, and we certainly will give you every 
opportunity to develop the facts 

Eenaioe Maypank. And make a statement, Mr. Chairman, if you 
want. 

The Cuarrman. When we are finished with our questioning, oral 
or written, and if your charges are warranted, we may well call Mr. 
McKenna, or any other witness that has appeared, whose statements 
you take exception to, back before this committee. 

Mr. Paut. Thank you, sir. 

The Cuarrman. Mr. Simon will proceed. 

Mr. Srwon. Mr. Budwesky, you are a stockholder in each of the six 
Shirley-Duke corporations; is that right ? 

Mr. Bupwesxy. I am. 

Mr. Srwon. I believe you are the only person who is a stockholder 
in all six corporations; is that right? 

Mr. Bupwesky. That is right. 

Mr. Stmon. And you are also the attorney who handled this trans- 
action from its inception ? 

Mr. Bupwesky. I should say that from the time that the planning 
of this project arrived at the point where counsel was necessary or 
desirable, that I have been in the picture. 

Mr. Srwon. When was that, Mr. Budwesky ? 

Mr. Bupwesky. I should say about the last part of February, 1949. 

Mr. Smon. Are you acquainted with a contract entered into—— 

Senator Maynank. Mr. Chairman, would you mind me asking the 
gentleman a question ? 

The Cuarrman. Yes. 
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Senator Maysanx. I do not think these gentlemen have given their 
names and addresses for the record. 

The Cuarrman. I thought they did. 

Give your name and address, then. 

Mr. Bupwesky. My name is Carl Budwesky. My address is Mon- 
roe Park, Wilmington, Del. 

The CHatrman. Mr. Hutman, what is your address? 

Mr. Srtmon. You were formerly a resident of Alexandria, Va. ? 

Mr. Bupwesky. That is correct. 

Mr. Suwon. You were city manager of Alexandria at one time? 

Mr. Bupwesky. I was city attorney and city manager of Alexandria 
from 1929 to 1947. 

The Caarrman. Go ahead. 

Mr. Simon. Are you acquainted with a contract entered into in 
January 1949, for the sale of the land which the Shirley-Duke project 
is built on? 

Mr. Bupwesxy. I drew that contract. 

The Cuarrman. In January of 1949? 

Mr. Bupweskxy. Was it — if that date is January, then my previous 
statement should have been the latter part of January rather than 
the latter part of February. 

Mr. Sion. In that contract who was the purchaser and who was 
the seller of the land? 

Mr. Bupwesky. The contracts are dated the latter part of February, 
sir. The seller is Allen Hills Corp., and the purchaser, Jay Charlie 
Lewis. 

Mr. Simon. The contract provides, does it not, Mr. Budwesky, for 
$5,000 to be paid on the signing of the agreement? 

Mr. Bupwesky. That is correct. 

Mr. Smon. Was that $5,000 paid? 

Mr. Bupwesxy. 'The $5,000 was placed in escrow with the Davis- 
Ruffner Title Corp. of Alexandria, Va. 

Mr. Stuon. And whose money was it that was placed in that 
escrow ¢ 

Mr. Bupwesxy. Investors Diversified Services, Inc., of Minne- 
apolis, Minn. 

Senator Roperrson. May I ask right there who owns Investors Di- 
versified Services, Inc., or whatever you said ? 

Mr. Bupwesxy. I think the majority stock of the Investors at the 
present time is controlled by the Alleghany Corp., and I understand 
that comparatively recently a Jarge block of it was bought from Alle- 
ghany by Mr. Murchison of Texas. 

Senator Rozrertrson. And who did control or now controls Alle- 
ghany? 

Mr. Bupwesxy. Well, of my own knowledge, I don’t know, but 
Mr. Young is reputed to be the controlling factor of Alleghany Corp. 
I merely state that as what is accepted as common knowledge, and 
not of my individual personal knowledge, sir. 

Senator Ronerrson. Well, was Alleghany directly or through con- 
trol of some other corporation involved in more projects than the 
Shirley-Duke project ? 

Mr. Bupwesky. I know that Investors Diversified Services was in- 
terested in financing more projects than the Shirley-Duke project. 
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Senator Roserrson. Is your knowledge of this matter limited to 
Shirley-Duke or do you know of other instances in which it is alleged 
that they mortgaged out at big profits? 

Mr. Bupwesky. I or ly know that at the time the Shirley-Duke mat. 
ter was in process of being put together, that Investors was also nego- 
tiating with other parties in the city of Cleveland for the construction 
of a similar project, but I should say about half the size of Shirley- 
Duke. 

Senator Roserrson. Do you know whether or not Alleghany in 
various projects of this kind mortgaged out at a profit of either $27 
million or $30 million—which was it, Mr. Counsel? 

Mr. Stmon. He said $26 million. 

Senator Roperrson. $26 million ? 

The Cuatrman. Will you speak into the microphone? The people 
of the press cannot hear. 

Senator Rozerrson. Do you know whether or not Alleghany Corp. 
directly, or through subsidiaries like the Investors Diversified Corp.., 
built a number of these apartment houses and mortgaged out at a 
profit of around $26 million ? 

Mr. Bupwesky. I do not know that, sir. I can only state to you 
that by reason of association with people, and who are connected with 
Investors Diversified Services, and hearing conversations between 
them, but not by reason of having direct contact with various projects, 
that Investors Diversified Services financed various projects—I don’t 
think so many of them were section 608’s. I think perhaps they were, 
maybe, various housing projects, financed under the GI program, or 
straight FHA individual house loans, and the money they made, I 
think, was made by reason of participation contracts between the 
builders, whereby Investors would put up all the necessary front, or 
start money, to get the deal going, and finance it until such time as 
mortgage draws would be available, put up the money to buy the land, 
and see that there was a free flow of money so the builder wouldn’t 
have any headaches in that regard, and would be able to take advantage 
of all discounts, and at the end of the program, in addition to the in- 
terest on the money, they participated to a certain percentage in a per- 
centage of the profit out of the sale of the house. 

Senator Rozsertson. I have no personal knowledge of the net profit 
above cost on any of these projects, but I want to ask you this question : 
If an investment company, taking advantage of Government loans, 
makes a net profit of $26 million over and above the actual cost, has 
anybody been cheated, and, if so, whom? 

Mr. Bupwesxy. Well, I don’t think anybody has been cheated, sir. 
I think the problem here is merely a question of who got the money. 

Senator Ronertson. And who didn’t get the building? 

Mr. Bupwesxy. No. If I may be permitted to answer the pe 
sir, in many of these section 608 projects that you are speaking of, 
some of them were promoted primarily by an architect and a builder, 
and they would aia approach someone who had some investment 
money to get the front money, and make a proposition to him where 
they would build the project for the amount of the loan, and then he 
could own the project when it was through. 

The architect would take a full 5-percent commission, which, say, 
in the Shirley-Duke project, would have amounted to, say, $650,000. 
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[ should say—and I think it is perfectly true—that in instances where 
that did happen in these section 608’s, everybody thinks that is per- 
fectly all right to have paid the architect $650,000. 

The Cuairman. Mr. Budwesky, let me ask you this question: Did 
you tell an investigator of the FHA that Investors made $26 million ? 
' Mr. Bupwesxy. Did I tell investigators? 

The Cuarrman. Investigators for the FHA, for Mr. McKenna— 
one of Mr. McKenna’s investigators for FHA, that Investors made 
$26 million. 

Mr. Bupwesky. I don’t know that I talked to the FHA investigator. 
However, I wouldn’t particularly deny that I may have made such a 
statement, because I have repeatedly heard various people connected 
with Investors say that they were very fortunate in having picked up 
in excess of $20 million out of various housing projects over the last 
5 or 6 years. 

The Cuarrman. Now, Senator Robertson, Mr. Crabb, the presi- 
dent—former president—of Investors will be a witness a little later. 
And we can ask him how much money they made, if any, and get the 
testimony from them. 

Senator Roserrson. Mr. Chairman, I propose to leave the examina- 
tion for the counsel who has studied the record, and maybe knows 
more about these witnesses than I do, but I just wanted to ask the 
preliminary question, based upon newspaper reports that Mr. Robert 
Young controlled Alleghany, and Alleghany controlled Investors 
Diversified, and Investors Diversified picked up a windfall of over 
$26 million, and if they did I wanted to know who was cheated, and 
how they did it, and why. 

The CHarmman. Well, Investors are going to testify a little later 
in the day, and we will ask them, and give them an opportunity, to 
explain whether it is true or whether it isn’t. 

Mr. McCartin. Mr. Chairman ? 

The Cuarrman, Have you been sworn? 

Mr. McCartin. I am counsel, sir, and I am not going to testify. 

I merely want to ask you a question. 

The Cuarrman. Yes. 

Mr. McCartin. You indicated earlier that the chairman might ask 
questions of witnesses, if he were requested to do so? 

The Carman. Yes. 

Mr. McCarty. I would like for you, Mr. Chairman, to ask Mr. 
Budwesky if his testimony is that the Alleghany Corp. had the con- 
trolling stock ownership of Investors Diversified Services in February 
of 1949? 

The Cuarrman. Well 

Mr. Suon. I believe your people testified they acquired it in the 
spring of 1949. 

Mr. McCartin. That is right. 

The Cuarrman. The records in executive session show that Alle- 
ghany Corp. acquired the control in the spring of 1949, and the con- 
tract with the Shirley-Duke people that we are considering at the 
moment was entered into on June 15. 

You may proceed. 

Mr. Bupwesxy. I would like to qualify what I have previously said 
to this extent: Naturally, I do not know of my own knowledge what 
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Investors Diversified Services made out of their various housing deals. 
I merely stated what the common conversation was between officials of 
that company, and my statements refer to Investors Diversified Serv 
ices, and not Alleghany Corp., because I don’t know a thing in th. 
world about Alleghany Corp. 

The Cuarrman. All right. We will get on now with the questions. 

Mr. Simon. Mr. Budwesky, do you have before you a copy of th 
contract of sale, dated February 25, 1949, between Allen Hills Corp. 
and Jay Charlie Lewis? 

Mr. Bupwesxy. Yes; there were two contracts. They are bot) 
dated on the same date. There is some reason that I don’t just recall 
they are substantially the same. I think some of the dates as to when 
the deal was a deal, or when it would not be a deal, were changed. 

Yes, I have copies of them right here. 

Mr. Suwon. And the contract covers the purchase of the land o: 
which the Shirley-Duke apartments are built; is that right? 

Mr. Bupwesky. The contract covers a tract of land upon a part of 
which was used for the construction of the Shirley-Duke project. 

Mr. Srwon. The contract covered 118 acres, and roughly 96 acres 
were used for this project; is that right ? 

Mr. Bupwesxy. That is right. 

Mr. Sruon. The contract provided for a sales price of $178,000; is 
that correct ? 

Mr. Bupwesky. Correct. 

Mr. Suwon. Was all of the $178,000 paid by Investors Diversified 
Services ¢ 

Mr. Bupwesxy. It was. 

Mr. Srwon. I have before me photostats of 3 checks, 1 dated March 
$, 1949, in the amount of $5,000, and 2 dated June 24, 1949, in the 
amounts of $83,000 and $90,000. Each of the checks is an Investors 
Diversified check made out to the Davis-Ruffner Title Corp. 

Mr. Bupwesky. That is right. 

Mr. Sron. Do you know whether those checks were used to pay for 
the purcliase of this land? 

Mr. Bupwesxy. I can only say that I assume they were because the 
Allen Hills Corp. had a contract to sell it for $178,000, and I don’t 
think they would have signed a deed to convey it unless they got the 
$178,000. 

Mr. Simon. The $178,000 came from Investors Diversified ; is that 
right ? 

Mr. Bupwesxy. That is right; yes, sir. 

Mr. Suwon. Did Jay Charlie Lewis assign this contract of sale to 
Investors Diversified ? 

Mr. Bupwesxy. I think at the time of, or very shortly after the 
original contract of sale that was entered into, that Investors took an 
assignment of the contract from Jay Charlie Lewis in order to pro- 
tect itself on the $5,000 that it had already put up. 

Mr. Simon. After that they were beneficial holder of the contract 
to purchase this land; is that right ? 

Mr. Bupwesxy. That is right; either for themselves or for the deal] 
that was being worked up between them and the prospective builders 
of the project. 
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Mr. Suwon. I have before me that deed dated March 8, 1949, from 
the Allen Hills Corp. to Jay Charlie Lewis, conveying this land, and 
having revenue stamps indicating a purchase price of $178,000. 

It also indicates that when it was recorded the recorder had instruc- 
tions to deliver it to you after recordation. Are you familiar with the 
ceed ¢ 

Mr. Bupwesky. I should say I am familiar with the deed; yes. 

Mr. Sumon. I take it, Mr. Lewis had no personal interest in this 
property ; did he? 

Mr. Bupwesky. He did not. 

Mr. Srwon. And when he received this deed he received it in trust 
for Investors Diversified; is that right? 

Mr. Bupwesxy. That deed was in June; wasn’t it? 

Mr. Simon. Dated March 8—March 5, excuse me—1949, and it was 
acknowledged before a notary on the same date, and was recorded 
with the recorder on June 30, 1949. 

Mr. Bupwesky. I mean the deed might have been dated and exe- 
cuted, but delivery did not take place until June. 

Mr. Suwon. But at any rate, Mr. Lewis received the land on behalf 
of Investors; is that right? 

Mr. Bupwesxy. Yes, he did. I think you will find in the sales con- 
tract that one of the conditions of the contract is that the seller will 
immediately execute a deed for the land, and deposit it in escrow with 
the Davis-Ruffner Title Corp. for future delivery in accordance with 
the sales contract, because Investors didn’t want to have any problem 
of getting a deed from the purchaser in the event the deal went 
through. 

Mr. Srmon. Is it also true, Mr. Budwesky, that paragraph 4 of this 
contract provided, and I quote: 

That purchaser shall make or cause to be made by a corporation or corpora- 
tions in connection with a financial sponsor, an application or applications to the 
Federal Housing Administration for mortgage-loan insurance under section 608 
of the presently effective Housing Act, or any extension thereof on approximately 
1,800 apartment units. 

I am no longer quoting. It provided further that in event FHA 
did not give such commitment, the deal was off ¢ 

Mr. Bupwesxy. That is right. 

Mr. Smmon. So the sole purpose of acquiring the land was for an 
FHA project; is that right ? 

Mr. Bupwesky. Exactly right. 

Senator Maypank. Mr. Chairman, may I ask—I have forgotten 
whether or not this was in the income-tax returns that you and I saw. 

Did they want capital-gains tax on this? 

Mr. Srwon. Yes. 

Senator Maypanx. They asked for capital-gains tax of 25 percent 
on all this? 

The Cuarrman. Yes. 

Mr. Srwon. Mr. Budwesky, when were the Shirley-Duke companies 
incorporated ¢ 

Mr. Bupwesky. May I see if somebody has the record? 

Mr. Sruon. Certainly. 

Was it in April or May of 1949? 
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Mr. Bupwesxy. Well, let me see. I should say it wasin June. The 
date of the certificate of incorporation was acknowledged on the 2d 
of June 1949. 

Mr. Staon. What was the capital stock of Shirley-Duke No. 1? 

Mr. Bupweskxy. There was 100 shares 

The Cuarrman. Will you talk into the microphone? 

Maybe you had better put something under the microphone. 

Mr. Saraon. Wasn’t the capital $1,000, Mr. Budwesky ? 

Mr. Bupwesky. The actual stock issue, regardless of what was au- 
thorized by the charter, the actual issued stock was $100 worth of 
preferred to the Commissioner, and 200 shares of common stock of no 
par value but which were sold at $5 a share. 

Mr. Smron. That would be $1,000 in common stock ? 

Mr. Bupwesky. That is right. 

Mr. Suwon. And is the only stock ever issued by this corporation 
the $1,000 of common stock and the $100 of preferred stock to the 
FHA? 

Mr. Bupwesky. That is correct. 

Mr. Srwon. Was any other capital ever put into this corporation 
other than the original $1,000? 

Mr. Bupwesky. Nothing other than what they borrowed. 

Mr. Sruaon. They borrowed from Investors? 

Mr. Bupweskey. Yes, sir. 

Mr. Srmon. But apart from what they borrowed from Investors 
the only capital that went into the corporation is $1,000? 

Mr. Bupwesxry. That is correct. 

Mr. Srwon. Is the same thing true with each of the other six cor- 
porations ? 

Mr. Bupweskey. Yes; it is. 

Mr. Suwon. Did Mr. Hutman, Mr. Gordon, and Mr. Preston go on 
the payroll of these corporations immediately upon its incorporation ? 

Mr. Bupweskey:- I think as soon as they started construction; yes. 

Mr. Stwon. And at what salaries ¢ 

Mr. Bupweskey. Twenty thousand dollars per year. 

Senator Maypanx. Each? 

Mr. Bupweskey. Each. 

Mr. Srwon. And all that was in the corporation in the way of 
capital was $6,000; is that right ? 

Mr. Bupweskey. That is right. 

Mr. Sruon. Now, on June 15, 1949-—— 

Mr. Bupweskey. But, pardon me, That is the capital that was pro- 
vided for the corporations by the payment of subscriptions for com- 
mon stock. 

Mr. Sunon. Yes; for my purposes—— 

Mr. Bupweskey. But there was money available that they had 
borrowed under their construction loan mortgages. 

Mr. Srwon. I do not mean when I use the word “capital” to include 
the borrowings from Investors, which were repaid out of the FHA 
money. 

Mr. Bupweskey. In my judgment it is still capital. 

Mr. Stwon. On June 15, 1949, did each of the Shirley-Duke corpor- 
ations enter into a contract with Investors Diversified Services? 

Mr. Bupweskey. On the 15th of June 19491 
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Mr. Srwon. Yes. 

Mr. Bupweskey- Yes; that is correct. 

Mr. Stmon. Do you have a copy of the contract before you? 

Mr. Bupweskey. Yes; I do. 

Senator Roserrson. Mr. Chairman, before you go into the contract, 
| would hke to get a little clearer picture of ‘what the other question 
was. 

Each corporation puts up $1,000 and there were six of them ? 

Mr. Simon. That is correct, Senator. 

Senator Ropertson. That was a group. One man was president at 
$20,000. Was he president of all six? 

Mr. Simon. No. One man was president of two corporations. Each 
of them was president of two corporations: 

Senator Rogerrson. Each got $40,000? 

Mr. Suwon. No; each got $20,000, a total of $60,000 for the three 
of them, and $6,000 of capital. 

Mr. Pau. Ten thousand from each corporation. 

Senator Rosrrrson. I did not know how much salary they took, 

Mr. Stmon. The salary totaled $60,000. 

The Carman. For the three of them per year. 

Mr. Stmon. Did this contract with Investors provide, and I am 
reading now from the bottom of the first page, this contract was the 
contract under which Investors financed the project; is that right? 

Mr. Bupwesky. This contract in connection with the deed of trust 
and notes executed by the corporations for the principal amount of 
the loans, constituted the documents under which the advances were 
made. 

Mr. Srmon. It provided at the bottom of page 1, did it not, and.I 
am quoting: 

Prior to the beginning of the development work and construction, or the fur 
nishing of materials for the project, there shall be obtained from the Federal 
Housing Commissioner his commitment to insure upon completion under section 
608 of the National Housing Act, a first mortgage permanent loan in an amount 
not less than the amount of the mortgage loan hereinafter stated to be made 
upon the project by the commitment mortgagee upon the completion of the 
project. The commitment to insure shall be issued to lender as mortgagee. 

Is that correct ? 

Mr. Bupwesky. That is correct. 

Mr. Simon. At the top of the second page, did the contract fur- 
ther provide that in addition—on the second line on the second page. 
There is an insert between the first and second pages. 

Mr. Bupwesky. All right. Go ahead. 

Mr. Srmon (reading) : 

In addition, there shall be procured prior to any obligation of the lender to 
proceed further with the making of any loan or disbursement of any funds a 
commitment from the Federal National Mortgage Association, acceptable to 
lender, to purchase from lender the permanent loan as insured by the Federal 
Housing Commissioner. 


Is that correct ? 

Mr. Bupwesxy. That is right. 

Mr. Srwon. So that the contract provided that before Investors 
was to put up a dime they had to get not only a commitment from 
FHA for a permanent loan in at least the amount of their commit- 
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ment here, but also a commitment from FNMA to take over the 
loan if they couldn’t otherwise sell it ? 

Mr. Bupwesxy. They wanted the commitment, and they wanted 
the take-out. 

The Cuarrman. Wait a minute. Do you mean to say that they 
had a commitment from FHA to insure the loan, and also had a com- 
mitment with Fannie May to buy it 

Mr. Stmon. That is right. 

The Cratrman. Let me ask you this question: Didn’t. Shirley 
Duke Corporation likewise have a commitment from RFC whereby 
RFC would loan them $14,412,000? 

Mr. Bupwesxy. I never heard of that, sir. 

Senator Maysanxk. RFC in those days were buying the FNMA, as 
I recall. 

Mr. Bupwesxy. I don’t know anything about that. The Shirley- 
Duke corporations had nothing to do with the application of the 
mortgagee here to get a take-out ‘from Fannie May. 

The CHAIRMAN, “Who handled that, the Investors ? 

Mr. supweskY. The mortgagee, Investors, would make that ap- 
plication to Fannie May. The provision in the contract provides 
that they are under no obligation to make any advances. 

The Crateman. In other words, the contract that you entered into, 
Shirley-Duke, with Investors, not only required that you secure from 
FHA a commitment to insure the mortgage on completion—— 

Mr. Bupwrsxy. No. You have stated that incorrectly. 

The CuarrmMan. You state it correctly, will you? 

Mr. Bupwesxy. The contract provided that they were under no 
obligations to advance any money under the loan agreement and the 
deed of trust until they obtained a commitment from FHA, 

The Cuarman. Until they, Investors, obtained it. themselves? 

Mr. Bupwesky. The FHA issues its commitment to the mor tgagee, 
not to the owner. 

The Cuarrman. I see. In other words, Investors, in the contract 
they made with you, wrote into the contract that they were under no 
obligation to advane e any money—— 

Mr. Bupwesxy. Until they had the commitment out of FHA, and 
a takeout from Fannie May. 

The Cuarmman. And also a commitment from Fannie May that 
Fannie May would buy the mortgage ? 

Mr. Bupwesxy. After completion of the project. That is a condi- 
tion they had in there. 

The Cuarmman. And you have no knowledge or recollection, as the 
attorney for Shirley- Duke, that a deal was ever made with RFC? 

Mr. Bupwesxy. IT have no knowledge that Investors ever actually 
got the takeout from Fannie May. We had nothing to do with that. 
I assumed that they did, because there came a time when they were 
ready to begin to make advances and tell us to go ahead with con- 
struction. 

The Cuatrman. Well, the records I think will show that somebody 
had a commitment from RFC for $14, £12,000. 

Mr. Bupwesty. If they did, it must have been the mortgagee. 

The CHairman. Do any of you gentlemen who are witnesses here 
know anything about a commitment from RFC? 
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Mr. Ricuarp. No. 

The Cx1arrman. Should it be that since RFC handled Fannie May 
commitments they were one and the same? 

So you were taking no chances whatsoever on this contract? 

Mr. Bupwesky. You mean Investors Diversified Services were tak- 
ing no chances. : 

The Cramman. Investors Diversified Services were taking no 
chances ¢ 

Mr. Bupwesxy. The contract speaks for itself, sir. I was repre- 
senting the Shirley-Duke corporations and we were going to be the 
builders and eventual owners of the project, we hoped, but these 
provisions—— 

Mr. Pau. Mr. Chairman? 

The Cuairman. What are the facts? Didn’t Investors buy the land 
and pay for it ? 

Mr. Bupwesky. Investors put up the money. They advanced the 
money to the six corporations with which to buy the land. It was 
advanced under the loan agreement and the deed of trust. 

The Cuamman. Did Investors ever take title to the land? 

Mr. Bupwesky. Oh, no. They didn’t. take title. They took an 
assignment of the original purchase contract. 

The Cuarrman. They took it as collateral against their loan ? 

Mr. Bupwesky. As against their original $5,000 advance. 

Mr. Stmon. There was no contract prior to June 15, 1949, was 
there? 

Mr. Bupwesky. Between whom ? 

Mr. Srmon. Between any of the sponsors or any of the Shirley- 
Duke corporations and Investors? 

Mr. Bupwesky. There was no contract between—there never was 
any between the individuals. The only contract that eventually re- 
sulted after many weeks of negotiations, was this contract of June 
15, of which there are 6, 1 with each corporation. 

Mr. Simon. And between February and June, Jay Charlie Lewis 
had a contract to buy the land, which he had assigned to Investors; 
is that right ¢ 

Mr. Bupwesky. That is correct. 

Mr. Pavx. Mr. Chairman, will you ask a question of the witness 
in that connection ? 

Will you ask the witness whether or not between February and June 
there were not agreements with Investors Diversified Services? 

Mr. Srwon. We are going to get to that in just a moment. 

The CuHarrmMan. We will get to that in a moment. 

Mr. McCartry. Mr. Chairman, may I interrupt again a minute ? 
I don’t like to do this, but in view of the fact that we have here now 
all of the members of the press, and in view of the fact that Mr. Bud- 
wesky’s testimony has just been that he was the attorney for Shirley 
Duke, and not for Investors Diversified Services, and in view of the 
fact that his testimony has been that everything that he has said with 
respect to Investors, other than the Shirley-Duke project, has been 
hearsay on his part 

Mr. Bupwesky. That is right. 

Mr. McCarrin. That he is only repeating what other people told 
him, and in view of the fact that the record at this time, Mr. Chair 
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man, because of things that were developed in the executive committee 
hearings indicates that Alleghany Corp. had no stock interest in this 
company at the time of the negotiations of this contract, that is, that 
these contracts were negotiated in the very early part of 19 

The Cramman. Now you are making a statement. We will get 
to you a little later. 

Mr. McCarrin. If you will bear with me, I would like to get this 
into the press so that the fellows who are here to write these stories 
will get the facts as they are. 

The Cuarman. Will you be sworn in? 

Mr. McCarttn. Yes. 

The Cuarrman. Do you solemnly swear to tell the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. McCarrin. I do. 

The Cuarrman. What date did Alleghany Corp. purchase control 
of Investors ? 

Mr. McCarry. I think the date, Mr. Chairman, was April 17, 
1949, 

The Cuarmman. April 17, 1949? 

Mr. McCartin. April 27. 

The Cuarrman. What is your name for the record, please ? 

Mr. McCarrin. My name is John W. McCartin. 

The Carman. What date did Alleghany Corp. purchase contro] 
of Investors? 

Mr. McCartin. On April 27, 1949. 

The Cuatmrman. What date was the contract with Shirley-Duke 
dated ? , 

Mr. McCartrn. June 15, 1949. 

The CHamrman. June 15, 1949? 

Mr. McCartin. Yes, sir. 

The CuatrmMan. What is your position? 

Mr. McCarrtin. My position, Mr. Chairman, is this: That Mr. 
Budwesky’s testimony has been that the negotiations of this deal were 
started in late—late in the year 1948 and early in the spring of 1949. 
There has been testimony about a contract that was signed in Feb- 
ruary, and my point merely is this: 

That at the time that the negotiations were entered into, and at 
the time that the first contract that has been the matter of inquiry 
here was signed, and at the time of the first advance of money, 
Alleghany Corp. had no interest in Investors Diversified Services, 
and that is all. 

The Cuairman. Thank you, sir. 

Mr. Sruon. Mr. Budwesky, is everything that happened prior to 
June 15, 1949, preliminary to the contract of that date? 

Mr. Bupwesky. Yes. There were many, many things that had to 
be done. 

Mr. Srwon. But the rights of each of the parties is set forth in this 
agreement ¢ 

Mr. Bupwesky. Well, as far as the Shirley-Duke Corp. and the 
stockholders of Shirley-Duke corporations are concerned, their in- 
terest and rights began as of the 15th day of June, when this contract 
was signed. 


Mr. Suwon. Mr. Budwesky, did this contract provide for 6 percent 
interest ? 
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Mr. Bupwesky. On the money as advanced for construction ¢ 

Mr. Srmon. Yes. 

Mr. Bupwesky. Yes, sir. 

Mr. Suwon. And FHA’s interest ceiling was 4 percent, wasn’t it? 

Mr. Bupwesxy. That is right. 

Mr. Stmon. Did the contract provide in paragraph 2 (b), and I 
quote : 

Complete surface drawings, plans, and specifications for the project, both 
for on-site and off-site work, approved by the lender and the Federal Housing 
Commissioner for an insurance of the section 608 mortgage loan shall be fur- 
nished by the borrower prior to the commencement of the project development. 

Mr. Bupwesky. You are reading from—— 

Mr. Stmon. Paragraph 2 (b) at the bottom of page 2. 

Mr. Bupwesky. Yes. 

Mr. Stmon. The sentence I was reading was the first sentence in 
paragraph 2 (b), which said that plans had to be accepted. 

Mr. Bupwesky. That is right. We were required under the terms 
of this contract, which speaks for itself, to get our complete organi- 
zation all set up—everything that FHA could possibly require in 
connection with an actual closing of the transaction, where they would 
insure an obligation, or the loan instrument, before the June 15 con- 
tract became effective for the advancement of money. 

Mr. Srmon. Right. And under section 3, on page 3, you were re- 
quired to file all the applications with FHA necessary to get the 
commitment; is that right? 

Mr. Bupwesky. We had to have everything approved by FHA. 

Mr. Pau. Who do you mean by “you”? 

Mr. Stmon. The Shirley-Duke companies. 

Mr. Paut. They didn’t have to file the applications. As I under- 
stand, the applications were filed by the mortgagee. 

Mr. Simon. I will be glad if Mr. Budwesky would answer because it 
says here, if I read it correctly— 
borrower agrees to complete and qualify the project for FHA insured mortgage. 

Mr. Bupwesky. The borrower, in conjunction with the approved 
mortgagee. 

Mr. Srmon. In paragraph 4, does it provide on the top of page 4: 
No work or labor shall be performed upon the project, or any material placed on 
the land therefor, prior to the issuance of the FHA commitment for the issuance 
of section 608 mortgage, on the completed project. 

Mr. Bupwesxy. That is right. 

Mr. Srwon. On page 5, in paragraph 5, the first sentence provides: 
Nothing herein contained or in the note and mortgage contained shall be deemed 
to obligate the lender to loan or advance for costs of construction and other 
charges herein contemplated which in the aggregate shall exceed an amount in 
excess of the mortgage loan above stated. 

Mr. Bupwesky. That is right. 

Mr. Srwon. That means that in no event could they be required to 
advance Shirley-Duke more than FHA was going to commit itself 
for; is that right? 

Mr. Bupwesky. Well, the loan agreement specifies that they will 
lend us an amount not in excess of what FHA would agree to issue; 
that is right. 
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Mr. Snrron. Now, on page 7, paragraph marked “1” starts out: 


Attached hereto, marked “Exhibit A,” is a payment breakdown for each unit of 
construction. 

And exhibit A lists each item going into the building, including 
painting, plastering, land, and so forth; is that right? 

Mr. Bupweskxy. Well, that is a breakdown of the maximum amount 
that they would advance, as construction went along, but I think it 
did take into consideration the normal holdback that a mortgagee ordi- 
narily has in advancing money to a mortgagor under a construction 
loan. 

Mr. Srwon. Was that to make certain that the building was com- 
pleted with an expenditure of less than the FHA commitment ? 

Mr. Bupwesky. Well, you see, this was an FHA commitment to 
insure after completion. There was a very substantial amount of 
money involved. The mortgagee was putting up its own money on a 
straight conventional type mortgage during construction. They 
wanted to be absolutely certain that the project could be completed, 
because it had to be completed before FHA would insure. 

Mr. Srwon. Wasn’t exhibit A intended to make sure it was com- 
pleted for less than the FHA commitment ? 

Mr. Bupwesxy. No, not necessarily. They were not going to per- 
mit—they were not going to permit the owners to draw up to the 
last dollar, because normally in the construction, a mortgagee does not 
advance every nickel as you go along, and the owner always has some 
prosion in his contracts with the suppliers or subcontractors, where- 
vy the final payment—he has a holdback from them, and it was figured 
that they would advance that amount during construction, and that 
whatever this didn’t take care of would be taken care of when the 
final drawing was made. 

Mr. Smnon. Mr. Budwesky, it is a fact that the FHA commitment 
was on a basis of $6,600 a unit? 

Mr. Bupwesxy. That could be a fact. I am not in a position to 
state that. I don’t know. 

Mr. Smron. And doesn’t exhibit A provide for expenditures not 
to exceed about $5,500 a unit? 

Mr. Bupwesky. I don’t know. The exhibit is attached to the 
agreement. 

Mr. Srtmon. The exhibit shows $59,000 for buildings; is that cor- 
rect? 

Mr. Bupwesky. The exhibit shows $59,905 for a flat-roof building, 
and $60,499 for a pitch-roof building. 

Mr. Soon. And that was on the basis of 11 units to a building; is 
that right? 

Mr. Bupwesxy. I think they averaged that, 11 apartment units, 
and then, of course, they had storage rooms—— 

Senator Roperrson. I want to interrupt counsel just to keep this 
picture before us. ; 

What was the maximum amount that FHA was supposed to insure 
of the actual cost? 

Mr. Smon. Ninety percent of the replacement value of the 
property. 

Senator Roperrson. Ninety percent of the replacement value, and 
you are bringing out now a contract? 
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Mr. Stwon. That is right. 
Senator Rorerrson. Which not only was a hundred percent, but 
which finally wound up by, on all of these projects, being $26 million 


above the cost of it? 


Mr. Srwon. Not this project. 

Senator Roperrson. I mean on all six corporations? 

Mr. Suwon. No. This project, Senator, is a little over $3 million. 

Senator Rosperrson. Let us limit it, then, to the Shirley -Duke. 
About $3 million above the actual cost ¢ 

Mr. Stwon. That is correct, sir. 

Senator Rosertson. On which the chairman said they took no risk. 
Of course, they did take a risk, whether that be treated as capital gains 
or straight income. 

Mr. Srron. It was treated as capital gains, sir. 

Mr, Paut. Mr. Chairman, Mr. Simon just made a statement that 
in these corporations it was $3 million. Is he under oath? 

Mr. Sron. If you will just bear with me, we will put in the ree- 
ord, if you want it, your own people’s sworn testimony to that effect. 

Mr. Paur. Well, if you will put that in, then I will be quiet. 

Senator Bricker. Is your name in the record ? 

Mr. Pau. Yes, sir. 

Senator Bricker. Whom do you represent ? 

Mr. Pau. I represent Mr. Preston, Senator, and Mr. Bros, and 
Shirley-Duke Corp. 2 and 3 

The Cuamman. Have you ‘been sworn in yet? 

Mr. Paut. I would like to be. 

The CuHarrmMan. Well, we will swear you in later. 

Mr. Srwon. Mr. Budwesky, will you turn to page 10 of the con- 
tract, paragraph 11 (b). 

This provides, and I quote: 


sorrower agrees to pay lender an amount herein sometimes referred to as 
lender’s compensatory charge for this loan in the amount of 6% percent of the 
original principal amount of the loan which shall be payable forthwith upon the 
recordation of the mortgage. 

Is that correct ? 

Mr. Bupwesky. That is right. 

Mr. Suwon. Does that mean that in advance, so to speak, Investors 
was to get a compensatory charge of 614 percent of the total amount 
of the mortgage ¢ 

Mr. Bupweskxy. After the land was acquired by the six corpora- 
tions, and in accordance with the terms of the loan agreement, the 
deed of trust notes were executed, and the deed of trusts were exe- 
cuted, and admitted to record, and the title insurance policy delivered 
to the mortgagee, we were entitled to make certain draws to have 
funds with which to get the project under way, and included in the 
first draw made by each corporation was this 614-percent figure, and 
upon receipt of the money, checks for the 614 percent were then im- 
mediately made to Investors Diversified Services, Inc. 

Mr. Sron. Do I understand correctly, then, that these 6 cor pora- 
tions, with a total capital of $6,000, were obligated immediately upon 
the start of this project to pay a fee of 614 percent of the mortgage 
to Investors, and that Investors loaned them the money with which 
to pay the Investors’ fee; is that right ? 
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Mr. Bupwesxy. That is right. 
Mr. Srwon. And that 644 percent turned out to be $899,900, did it ? 
Mr. Bupwesxy. If that is what you multiplied it out; that is it. 

Mr. Srwon. And Investors loaned the $900,000 to Shirley- 
Duke, which had $6,000 of capital, so that Shirley-Duke could pay 
Investors a $900,000 fee; is that right? 

Mr. Bupwesky. That is how we had to get the money to pay it. 

The Cuarrman. But you mean they loaned you the money so that 
you could pay them back their own fee? Is that what happened? 

Mr. Bupwesky. We executed a deed of trust, and a deed of trust 
note, upon the land that we owned, and tied in as a part of the loan 
was this loan agreement, in which we agreed that out of the first draw 
that we made we would pay them this 614 percent. 

The CHarrman. You mean Investors wouldn’t wait until the proj- 
ect was completed and FHA or someone bought the mortgage so that 
you could pay out of the proceeds of the mortgage? They made you 
pay out of money you borrowed from them ? 

Mr. Bupwesxy. That is exactly right, sir. 

The Cuarrman. Is that an unusual thing? 

Mr. Bupwesxy. That was a stipulation of the mortgagee in this 
instance. We wouldn’t have had a deal if we didn’t agree to it. 

The Cuarrman. In other words, you are a $6,000 corporation. That 
is all you had? 

Mr. Bupwesxky. That is right. 

The Cuarrman. You enter into this contract of June 15, 1949; you 
agree to pay 614 percent, which amounted to what, $900,000? You 
agreed to pay it in advance? 

Mr. Bupwesky. Yes, sir. 

The Cuarrman. And investors agreed to loan you the money to do 
it ? 

Mr. Bupwesxy. And they did it. 

The Cuarrman. And they did loan you the money? 

Mr. Bupwesxy. And we paid them. 

The Cuarrman. And you did pay them? 

Mr. Bupwesxy. That is right. 

Mr. Stmon. Then, Mr. Budwesky, I take it you had to pay them 
interest on the money they loaned to pay their fee; is that right? 

Mr. Bupwesxy. From the date we made the draw. 

Mr. Srwon. And interest was computed monthly; is that right? 

Mr. Bupwesky. That is right. 

Mr. Srwon. So that for the entire period of the loan you had to each 
month pay interest on the prior month’s interest; is that right? 

Mr. Bupwesxy. That is correct. 

Mr. Soon. And referring now to the rider which was attached 
to the paragraph we are now talking about, and I think you will find 
it on the next page, it says: 

Section 11, paragraph (b)—— 


Mr. Bupwesxy. Yes, sir. 
Mr. Srwon. It starts out with— 


Part of said charge in an amount equal to 5 percent— 


and then I am skipping, it is talking about the things Investors did for 
you—and it says— 


and included preliminary estimates. 
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Do you find that ? 

Mr. Bupwesky. Yes, sir. 

Mr. Stmon (reading) : 

Preliminary estimates, calculations and engineering work, arranging for 
borrower to procure plans and specifications for the project at a minimum cost 
and at substantial savings to borrowers; negotiating for and aiding borrower 
in negotiating subcontracts and bids for materials and equipment, in conjunction 
with other projects of other owners. 

Mr. Bupweskxy. Yes, sir. 

Mr. Stwon. Now, what is referred to by “other projects of other 
owners” ¢ 

Mr. Bupwesky. I would like to answer you without being re- 
quired to stick just exactly to the question. I would include your 
question in the answer. 

I did not have a part in a lot of the various phases that went into 
this transaction—the question of plans, the question of cost analysis, 
engineering surveys, etc., were not in my line and I didn’t have a part 
of thi at. 

Originally, as I have told you in my previous statement, it was 
contempl: ated that this would be a partic Ipation deal. 

Mr. Stmon. Explain what you mean by a “participation deal,” Mr. 
Budwesky. 

Mr. Bupwesky. Participation deal, as I understand it, as contem- 
plated here was one in which the mortgagee, Investors Diversified 
Services, would furnish all the necessary funds that would be required 
to meet the conditions of FHA, to provide capital that you might have 
to have in going through with the transaction; that Mr. Hutman, Mr. 
Gordon, and Mr. Preston, all of whom were builders and all of whom 
had their building organizations, and were ready to take on the job 
and proceed with it, would do the building and that each of them— 
[ don’t know whether it was strictly a 50-50 percent equity owner- 
ship in the corporations, or whether Investors was going to have 51 
percent and the boys were going to have 49. I don’t recall that, but 
I know that up until almost the last week or 10 days of our negotia- 
tions, of negotiations between Investors and the boys, it was contem- 
plated that it would be a participation deal in which Investors would 
advance the money, and own 50 percent of the project, and these boys 
would go ahead and build the project. ge do the work, and they would 
own 50 percent. Now, it may be 49-51, or 50-50. 

The Cuarrman. Why was that acces 

Mr. Bupwesky. Well, I can only surmise why it was done, sir. 
I imagine that would probably be best answered by some representative 
of Investors. 

The Cuatrman. If all you can do is surmise, then you need not 
answer the question. 

Mr. Smaon. Did anybody in Investors ever tell you why it was 
changed or give you a reason for it? 

Mr. Bupwesxy. Well, I don’t think it was anybody in Investors. 

The Cuamman. But the idea was changed and this contract of 
June 15 was entered into? 

Mr. Bupwesky. That is correct, sir. 

Now, then, getting back to this paragraph 11 () that you specifi- 
cally asked me about, the proposal was finally made that instead of 
having—there was never any formal contract even drafted. It was 
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merely an understanding that when we got everything else worked out 
to the satisfaction of the mortgagee that a contract. would be drawn 
whereby the stock ownership would be as contemplated. 

Then near the end of the negotiations, Investors, or the represent:- 
tive of Investors, came up with this other proposal, that they would 
not take any of the stock ownership in the corporations; that the 
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builders or proposed owners and builders could have it all, and that in 
lieu of the many things that Investors had done to bring the project posite 
to the point of being ready to go ahead, that they would add this ments 
additional 5 percent to the normal 214 percent finance charge an ot er 
that was the proposition that was put to us, and that was the proposi- Th 
tion that was finally agreed to. ment 

Mr. Srwon. Mr. Budwesky, does the phrase “other projects of other wart 
owners” in any way encompass Don A. Loftus? “y 

Mr. Bupwesky. I don’t think to the extent of any actual financial a 
interest on the part of Don Loftus. Don Loftus was at one time Tl 
very definitely connected with Investors Diversified Services. He is some 
reputed at one time to have been majority stockholder, but at the a 
time, in 1949 or the latter part of 1949, I think he had already— ‘hata 
had invested, himself, his major holdings to a fellow by the name W 
of Gamble, who I think in turn is the one who sold to Alleghany. own 

Mr. Sron. Mr. Budwesky, I have here 4 checks dated August 1, = 
1949, of Investors Diversified Services, in the total amount of $150,000, = 
8 of which are payable to Cleveland Parkway Gardens Corp., and T 
a fourth to Broadway Gardens, and they are all endorsed by the any 
payees, 3 of them to Mr. Loftus and the fourth to his nephew, Ja) os 
Charlie Lewis, and I ask you if there is any connection between ni 
these checks and the reference to other projects and other persons Du 
in this contract. the 

Mr. Bupwesxy. I don’t know, sir. I had nothing to do with the - 
Cleveland project. I have no knowledge of the checks. I know that a 


Mr. Loftus was interested in helping his friends in Investors—— 

(Checks, ete., referred to, will he found in the files of the com- 
mittee. ) 

The CHatrMan, Just a minute. Before I forget it, all the exhibits 
that we have here will be made a part of the record. That is, all 
the checks, the contract, and so forth. 

(The material referred to follows :) 


JULY 23, 1951. 
Re projects Nos. 000-42168/42173, Shirley Duke Apartments, sections 1-6. 
Mr. THoMmAS C. BARRINGER, 
District Director, Federal Housing Administration, 
1625 I Street N. W., Washington 25, D.C. 

Dear Mr. BARRINGER: Reference is made to your letter of July 12, 1951, recom- 
mending an increase in rentals for the six Shirley Duke projects based upon the 
recognition of increased operating costs. 

We have reviewed vour analyses of this matter and have no objection to your 
approval of rents averaging $19.43 per room per month, subject to the condition 
that the increased rentals be made effective upon the expiration of the existing 
leases. 

The enclosures with your letter are returned herewith. 

Very truly yours, 


ith tet I 80 iL tls BAN a So PhNi a IRS, 


CLYvE L. POWELL, Assistant Commissioner. 
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Oy antic atl 


INVESTORS DIVERSIFIED SERVICES, INC., 
Minneapolis 2, Minn., April 23, 1951. 
Re Shirley Duke Apartments, section ITV. FHA case No. 0000-42171. Our loan 
present No. 96-898801. 
eV Would | EDERAL HOUSING ADMINISTRATION, : 
that the District Insuring Office, Washington 25, D. C. 
nd that om (GENTLEMEN : Attached please find an analysis of the operating costs of this 
a »roject for a period of 9 months. You will note that the actual costs are set op- 

le project , \osite the FHA estimated costs. Following this schedule you will find com- 
add this | nents on each of the various items, and following that you will find a breakdown 
< to the income the project should have shown according to the FHA cost 
schedule and the income that the project is actually showing. 

This data is sent to you at the reyuest of the owner of Shirley Duke Apart- 
: ments, section IV, with the idea that the actual cost of operating the apartments 
3 of othe) ' warrants an increase in the rents. You will note that the difference in the net 
neome per apartment per year between the FHA estimate and the actual income 
< $45.65. This figure, divided by 12, would indicate that each apartment should 
e raised approximately $3.85 per month. 


rorked out 


be draw) 


arge and 


: propos 


financia 





one time The owner is acutely conscious of the fact that too large a raise may cause 
s. He is some vacancies. He feels that possibly the figure above noted is somewhat high 
it at the and suggests that a flat 5 percent raise be allowed. In view of the rising costs 
lready- of both labor and taxes, the owner feels that 5 percent would be the minimum 
gure. 
he nam« We respectfully request that you compare the figures as submitted with your 
leghany. own experience on 608 apartment operations, bearing in mind the comments 
ugust 1, vhich accompany this cost schedule. If you feel that the cost figures as submit- 
8150.000 ied are reasonably in line with your figures, we would appreciate it if you would 
5 ? ’ see that the necessary raise is granted. 
rp., and The owner of this project will be more than willing to cooperate with you in 
by the any way. If you find that there is some place that an operating cost could be 
ew, Jay cut by a change of procedure, I am sure that he would be very pleased to have 
betwee) the benefit of your advice. 
; The figures as submitted were furnish us by the management office at Shirley 
persons Duke, and the accountant for Shirley Duke Apartments, section IV. We believe 
them to be accurate, but as a servicer, cannot take the responsibility for them. 
vith the This submission on section IV of Shirley Duke Apartments, is to be used as a 
ow that pilot application. Sections eee Fe: my and VI follow the same pattern of 
ss costs and will be submitted for your consideration when a decision has been 
LOrs nade upon this case. 
1e€ com Very truly yours, 
E. M. Bros, Manager. 
exhibits 
t is, all 
, 1951. 
6. 
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Operating income and expense schedule on Shirley-Duke Apartments, section lV 


(Sec. IV, 350 units, 1,347 rooms) 























. Actual (9 

FHA months) 
Rebeinsii 5. BEL dash tinde pn svachdtudibethecliabh aeimee odes od $220. 56 $220. 54 
i i aE a ele ee ee sare ee. 2.7 
Administration. nite eee eect : . 10. 26 8.00 
Telephone and telegraph._............._.__..____- . 50 2 
NO! «sid ch ete a etoile on gedl,. dah | 1.00 . 9 
Heating -_- : Jop-entg akadire diane en imate acne 10. 00 | 15. 50 
Eleseicity LiinsiehitliecGhalninind nile Stas Getpiel hterdoivad aenrenadentoe untied 2.00 3. 32 
Water. ie he nkativht vada didndwebe Hewat teh od) ecccsudabe 2.00 3. 18 
ER iis iiss ob ip bracbehn dee Skene beiedinbeuciied teed 4. 82 
Payroll (except repairs and decorating) 05 7.71 
Seer MER. «no ene cnc ee cs . 00 0 
enn 4029511 1 UE 2 hk} tai. dau ecauds kind. . 00 35 
PaO in i ee 8 ol cd issn ashi clad cgcaian od . 00 3. 37 
Miscellaneous (gas, oil for trucks)___. ah . 63 
meaniaee Seaman woaherte ee ee a . 00 3.98 
Decorating _ . Mss 3). 2S . 2B 5. 2B 
Grounds (material)_. ds benautabatail . 00 . 36 

Furniture, material and expense__.__._.____ . 00 . 

BUDPEINB SS Senco cse la codeaked . 00 2. 31 
Peis 2a ok log Jee 2 tl le See ae ae .00 | 20.04 
FHA insurance... ebktedineeat . 88 8. 88 
Reserve for replacement. ...................-- . 26 10. 26 

Bits eC 
Metehs, iis. sins tte dnl escSiialatiinke) ‘ales © eae Md Mite ined whines coda leae Mika til oO 102. 43 





NotTe.—The item for FHA insurance in the original commitment was figured in with the principal and 


interest payment. Thus the commitment will not reflect the total as shown on this page and the existence 
of that FHA charge. 


SHIRLEY-DUKE APARTMENTS, Section IV, FHA Case No. 00042171 


COMMENTS 
Renting expense 

This item of $2.77 represents the extra help that was hired during the renting 
of the apartments, plus the advertising that was done during the first rental 
period. This is a nonrecurring item, except that the owner expects to spend 
approximately 75 cents a room a year for general advertising to keep the waiting 
list up and also to keep the name of the apartments in front of the public. 


Administration expense 


The administration expense is running less than the FHA estimate. Over 
the entire Shirley-Duke project, the administration expense is running approxi- 
mately $8.40 a room a year at the present time. This is a little more than the 9 
months’ picture shown here, but is not too much out of line. 

Heating 


Heating is running considerably more than was originally estimated. I was 
told by a heating man that the following schedule would just about fit the heating 
pattern per month in this area: 


Percent of total annual heating cost 


IRE ccnp ie etninncegasiarmainpenien FE I letalgpeieeeiedei lige adin dian cadeicminai 3 
he et ee re eS ee 2D) BR. cee as dilated abasic é 
TR ihn ee lis nap thcn 50 1 ROG a ob 5 LR a 5 
Beatie i tecece ee ee ia eet ctad BF erick veshnin tn ona tals tceinenastncetcaiiinn 6 
SN eens ngs concer one cae aang Dt ROR antowan RS 8 
ag ec cect a nae Sphere car geet SB) Receaie o 14 


The items for heat in the summer represent the cost of heating water. 

I determined that the average cost of fuel over the entire 6 sections of Shirley- 
Duke for the month of January was $3.10 per room. Thus if January repre- 
sented 20 percent of the entire fuel cost, then the fuel per year would cost $15.50. 
To try to support the figures that I arrived at, I asked the management of 
Shirley-Duke to obtain a letter from Griffith Consumers, who are furnishing the 
oil, as to what they thought the cost of operation would be. They advised that 
they felt there would be a total of 1,600,000 gallons (38,000 barrels of oil used a 
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year). Using the present price of $3.55 per barrel, the total cost of heating 
came to approximately $135,000. There are a total of 7,902 rooms in the entire 
6 sections. Dividing this figure into the total cost would indicate that Griffith 
Consumers figured the heating costs would be $17.09 per room per year. I feel 
that the figure of $15.50 is probably more accurate, although it might be a shade 


low. 


Electricity 

In spite of the fact that the 9-month expense of electricity is running at the 
rate of $3.32 a year, the present rate is running approximately $4.80 a year. The 
overall figure of $3.32 must take into consideration the fact that for the first 
several months of operation the apartments were only partially rented, and 
hence the electric bills were much less than they normally would be. On the 
other hand, the $4.80 figure is high due to two things. First (this cannot be 
helped) is the fact that the Shirley-Duke Apartments have to pay for their own 
street lighting and this was not figured in the origina] estimate. The second 
item (and something should be deducted for this) is the fact that the electric 
bills inelude the running of the washing machines and the dryers for which out- 
side compensation is received. It would be my estimate that a fair charge, in- 
cluding street lighting, would be approximately $3.75 per room per year. 


Water 

I believe that the overage here is simply a case of underestimating on the 
original setup. 
Sewer charges 

This item was not forseen at the time the deal was set up and nothing was 
allowed. 


Payroll 

You will note that the payroll figure on the schedule runs at the rate of $7.71 
per room per year. In this connection, however, I would like to point out that 
in the month of December 1950 the payroll ran at the rate of $10.92 per room per 
year, and in the months of January and February 1951, the figure was $9.24 per 
room per year. The payroll has been given considerable attention and it is be- 
lieved by all parties connected with Shirley-Duke that the $9.24 figure cannot be 
reduced. On the contrary, with the coming of summer and yard work it is en- 
tirely posible that the payroll will have to be increased. 


Trash and garbage 

The present contract (which is one of the best in the area for this work) runs 
$3.37 per room per year. It is my understanding that the contract will expire 
sometime this summer and that a raise of 10 percent may be expected. 


Repairs 

The figure of $3.98 per room per year at the present time seems to be a little 
high. One reason for this is that the management has stocked an inventory of 
the various items that will be needed in making repairs to the apartments. 
(on the other hand, the labor portion of the repair item is much higher than was 
originally expected. I expect over a long period that this item will probably not 
fall much less than $3.75 per room per year, and probably will remain near the 
#4 figure. 


Decorating 

No money has as yet been spent for decorating. However, there is no doubt 
that all of the $5.28 per room per year will be needed to do the decorating as 
time goes on. In spite of an effort to keep the apartments rented on the basis 
of 60 percent civilian and 40 percent military, those figures have just about 
been reversed. This course means that the apartments are experiencing a much 
greater turnover (almost 10 percent) than they normally would. Turnover indi- 
cates decorating, and that is why I say that $5.28 will certainly not be too much 
to figure on, 
Tares 

The assessed valuation has not as yet been set on Shirley-Duke Apartments. 
However, advance information has been obtained from the people making the as- 
sessments and it appears that the buildings will be assessed at a price: which 
will mean that the taxes will run approximately $20.04 per room per year. This 
figure is certainly not too high. In case Alexandria succeeds in taking the 
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apartments into their boundaries, it is estimated that the taxes will even be 
higher. 
SHIRLEY-DUKE APARTMENTS, SECTION IV 
FHA original estimate of income and expense (per room per year) 


Income_-_-_ wii slic eich ease ec alan. alec $220. 56 
Less: 7 percent vacancy- 


Less: Operating expense (including FHA insurance) 


114. 89 
Less: Principal and interest 97. 59 


Net income per room per year 


3.7417 rooms per unit average = 3.7417 X $17.30 = $64.73‘ income per unit per 
year. 


1 This varies slightly from the figure on the commitment, but I have gone over it two or 
three times and believe it to be correct. 


Actual experience of income and expense (per room per year) 


Less: Operating expense (including FHA insurance) 


Less: Principal and interest . 59 


Actual net income per room per year 


3.7417 rooms per unit average = 3.7417 X $5.10 = $19.08 income per unit per year. 
$64.73 less $19.08 = $45.65 divided by 12 = $3.85. Then to meet original FHA 
setup rent should be raised $3.85 per month per unit. 


CONTRACT OF SALE 


This agreement made this 25th day of February 1949, by and between ALLEN 
HILLS CORPORATION, a corporation organized under the laws of Virginia, 
herein called Seller, and Jay Charley Lewis, an individual, of Alexandria, Vir- 
ginia, herein called purchaser : 


WITNESSETH 


That the seller hereby agrees to sell, and the purchaser hereby agrees to pur- 
chase, at the price and on the terms and conditions hereinafter mentioned, all 
that tract of land in Fairfax County, Virginia, situated on the Little River Turn- 
pike and adjoining the property of D. G. Watkins, R. D. Catts and others and 
known as Volusia, bounded as follows: 


LEGAL DESCRIPTION DELETED AS PER Don A. Lorrus 


That the price, terms, and conditions of sale are as follows, to-wit: 

1. The sales price of said lands is $178,000.00. 

2. The terms of payment are as follows: 

(a) The sum of Five Thousand Dollars ($5,000.00) shall be paid at the time 
of the signing of this agreement. This sum shall be placed in escrow with Davis- 
Ruffner Title Corporation in Alexandria, Virginia, to be held pending final 
settlement and subject to all the terms of this contract. 

(b) The balance of the purchase cost shall be paid in full at the time of closing 
under this agreement. 

3. That seller shall forthwith deliver to said Davis-Ruffner Title Corporation 
a good and sufficient deed of general warranty covering said lands, which deed 
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shall be held in escrow by said title company pending final settlement and sub- 
ject to all of the terms of this contract. 

4. That purchaser shall make, or cause to be made, by a corporation or 

corporations, in connection with the financial sponsor, an application or appli- 
cations to the Federal Housing Administration (hereafter called FHA), for 
mortgage-loan insurance under Title 608 of the presentiy effective housing act, 
or any extension thereof, on approximately 1,800 apartment units proposed to be 
erected on said lands and shall diligently prosecute said applications and do all 
tnat is reasonably possible to obtain an approval thereof; provided, however, 
purchaser shall, nevertheless, have forty days from the date hereof in which 
to elect not to file said application or applications with FHA and in the event 
purchaser shall so elect not to file said application or applications, he shall, upon 
demand, be entitled to a return of the said amount. of $5,000.00 deposited under 
this contract. 
5. That purchaser shall be entitled to a cancellation of this contract should he, 
or the person or corporations making said application or applications, fail to 
obtain from the FHA a mortgage loan commitment, or offer of such a commit- 
ment satisfactory in all respects to purchaser, including a satisfactory schedule 
of rents. In the event of such cancellation or failure to obtain such commitment, 
or offer of commitment, purchaser shall be entitled to a return of the said amount 
of $5,000.00 deposited with the said Title Company under this contract and the 
said Davis-Ruffner Title Corporation are hereby authorized and directed to pay 
over said amount of money to purchaser upon a showing of the contingency 
described in this paragraph. 

6. That title shall be good of record, in fee simple, subject only to covenants, 
easements, and building restrictions of record, and also subject to a certain 
contract of purchase now in effect between seller and one Bryan Gordon, Jr., 
affecting part of the lands herein mentioned, provided however, that, if and when 
final settlement is made under this contract and the full purchase price shall 
have been paid, that all monies paid on said contract between Allen Hills Cor- 
poration and said Bryan Gordon, Jr., and said contract shal! be assigned to the 
purchaser herein. Seller represents that said lands are now zoned to permit the 
construction of apartments. 

7. That the costs of conveyancing, title search, Federal and State taxes and 
revenue stamps, recording, and settlement charges, shall be paid by purchaser 
and taxes shail be apportioned to date of transfer. 

8. That, in the event of default by purchaser in the making of an application 
or applications for mortgage loan insurance, as provided above, or in making 
settlement under this contract, the full amount of the deposit shall be forfeited 
to seller and the said Davis-Ruffner Title Corporation shall, under those condi- 
tions, be authorized and directed to pay over said amount of $5,000.00 to seller. 

9. Settlement under this contract shall be at the office of Davis-Ruffner Title 
Corporation in Alexandria, Virginia, and shall be within ten (10) days after FHA 
shall have indicated its willingness to issue a mortgage loan insurance commit- 
ment or committments satisfactory to purchaser in all respects as hereinabove 
provided, but in no event later than April 30, 1949, unless on that date the said 
application or applications are still in the course of active processing by FHA, 
in which event a reasonable extension of time shall be granted for completion 
of processing said application or applications; and provided further that settle- 
ment in any event shall be dependent upon completion of title and the fixing of 
a settlement date by the title company. 

10. That this agreement shall be binding upon the heirs, executors, adminis- 
trators, and assigns of the respective parties hereto. 

IN WITNESS WHEREOF, said Allen Hills Corporation has caused these presents 
to be signed in its name by Calvin O. Black, its Vice-President, attested by 
Riley A. Gwynn, its Secretary, and its corporate seal to be impressed herein, 
pursuant to a resolution duly adopted by its Board of Directors and ratified by 
the owners of two-thirds or more of its capital stock, and the purchaser has 
hereunto set his hand and seal, all on the day and year first above written. 

ALLEN HILis CORPORATION, 
By: CALvIn O. BLACK, 
Vice President. 

Attest : 

[SEAL] Ritey A. Gwynn, 

Secretary. 
JAY CHARLEY LEwIs. [SEAL] 
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District of Columbia, to wit: 


I hereby certify that on this 8th day of March 1949 before me, a Notary 
Public, in and for the District of Columbia, that Calvin ©. Black, Vice President, 
and Riley A. Gwynn, Secretary, parties to a certain agreement bearing date on 
the 25th day of February 1949, and hereto annexed, personally appeared before 
me, in said District, and acknowledged the same to be the act and deed of Allen 
Hills Corporation. 

Given under my hand and seal this 8th day of March 1949, 


HELEN B. WELCH, 
Notary Public. 
My commission expires on the 1st day of January 1953. 
VIRGINIA, 
City of Alerandria, to wit: 


I, Carl Budwesky, a Notary Public in and for the State and City aforesaid, do 
hereby certify that on this 7th day of March 1949, Jay Charley Lewis, party to 
a certain agreement bearing date on the 25th day of February 1949, and hereto 
annexed, personally appeared before me, in said District, the said Jay Charley 
Lewis being personally well known to me as the person who executed the said 
agreement and acknowledged the same to be his act and deed. 

Given under my hand and seal this 7th day of March 1949, 


CarRL BupwEsky, 
Notary Public. 
My commission expires on the 15th day of October 1951. 
Marcu 8, 1949. 
Re Title 608 project 
Allen Hills Corp., 
Fairfax County, Va. 





Mr. JAMES A. HEwIrTT, 
Director, Federal Housing Administration, 
Washington, D.C. 

Dear Mr. Hewirr: The Investors Syndicate, as proposed mortgagee in the 
application submitted herewith for FHA commitment to insure upon com- 
pletion under section 608 of the National Housing Act, is interested in making 
a temporary construction loan for the building of the project and, upon the com- 
pletion of the project in conformity with the FHA commitment to insure upon 
completion, if issued, is interested in the making of a permanent 608 mortgage 
loan. 

In the event the Federal Housing Commission issues his commitment to insure 
the 608 mortgage loan to be placed upon the property upon completion, the 
Investors Syndicate represents to the Commissioner that in the event the 608 
mortgage is presented to the Commissioner for insurance Investors Syndicate 
will, prior to presentation for insurance: 

(a) Determine that the instrument securing the 608 mortgage loan is a good 
and valid first lien on the property therein described and the premises are free 
and clear of all liens other than that of the mortgage to be insured, except those 
waived by the Commissioner. 

(b) Verify and cause to be paid, and certify to the Commissioner that to the 
best of its knowledge and belief there are not outstanding any unpaid obligations 
contracted in connection with the purchase of the property, the construction 
of the project or the mortgage transaction, except obligations for the payment 
of which funds are held by the mortgagor or mortgagee and obligations which 
will be fully paid out of the mortgage funds, or are secured by collateral other 
than the mortgaged property, and further except second preferred stock of mort- 
gagor, if issued, for additional loan funds if any required for the above purpose 
and advanced by Investors Syndicate which are not satisfied by the 608 mortgage 
loan. 

Very truly yours, 
INVESTORS SYNDICATE, 
By E. M. Bros, Manager. 


P. S.—It is contemplated that this project will be broken down into six separate 


and distinct mortgages, approximately equal in amount, which will cover approxi- 
mately 2,100 units.—B. M. B. 
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a FEDERAL. HOUSING ADMINISTRATION Reprod cupine thaeaee 





APPLICATION FOR MORTGAGE INSURANCE 
Under Section 608 of the National Housing Act 







(Te be Submitted in Duplicate) 


QO: AREAS | 


L eco -42a/0S 


To rae Fepenat Hovsino Commissionen: 

Pursuant to the Provisions of Section 608 of the National Housing Act, and Administrative Rules and Reevlations applieable thereto, ap 
cation is hereby made for the insurance of the mortgage described in Mortgagor'’s Application below After examination « applieation a 
the proposed security, the undersigned Proposed Mortgagee considers the project to he desirable and is interested in making the Building « 


Permanent Loan in the principal amount of $.24587,200220.. which will bear interest at 4° per annum, payable ax to Building Loan 


MORTGAGEE'S APPLICATION 








monthly and only on disbursements, until .. 18. ceveeeeeecceeecee- MONths after date of mortgage, and thereafter pavable as to Permatent Low 
‘ Note. —Minimum initial curtailment 
by .....391...... equal monthly installments of $11,747.91 covering principal and interest Principal Level annuity payments 
nD ienaiinseaminnggil [escalate aicdioaeennane-Snaaeaaee . a 1% per centum (1 ). Declining « 
nuity payments, 2‘, per centum (2 





eart-of principal: pire interent-or-hatances-of principal 


applicatie i 


— —_ —out - 
This application by the undersigned Proposed ee is subject to your commitment, its own final action, and payment of ite charges as 


eet forth under “Financing Expense” at the rate of 1 ©; in the amount of $..38,308,90 


Herewith is check for $ 3,320.30 which is in payment of the fee required by Section I] of Administrative Rules, now effective, to be paid 
at the time of sulmitting apjlication. 








Two ty of FHA commitment are available, (a) Commitment for In- (Signed) + TORS SYNATCATE 

surance, under which FHA insures advances of mortgage proceeds during the (Proposed M ortgagee) 

course of construction, and (b) Commitment to Insure Upon Completion, under 

which FHA insures total mortgage proceeds at the time of completion of the Bg ; 

project. Check below the type of commitment desired, °. ¥. Bros (Name and title of oMfcer) lone car 
(a) C) Commitment for Insurance os —— 


(b) CE Commitment to Insure Upon Completion. 711 Tower 3ulliing 
Wash tact dA*Ss tree 
MORTGAGOR’S APPLICATION 


1. 
To tae Feoerat Horsixne Commissioner: 

The undersigned hereby applies for the insurance of a first mortgage in the principal amount of $2 2587 2200». under the provisions of Section 
608 of the National Housing Act and agrees to pay the examination fee as prescribed by the Administrative Rules now effective The schedules 
estimates, a drawings, and other exhibits listed under “Explanatory Notes” below, properly identified and made a part hereof, describe the 
property which will secure the proposed mortgage. 


BSronsors: 


1. Name of proposed mortgagor SHIRUFY-DUKE. APARTMENTS, -INCORPORATED, PRET ION I. : 
(a) Names and addresses of sponsors ...... Bryan. Gerdens Jr. 5707. 20th Street *riincton, Va. 





(b) Name and address to which correspon: 

a ieee ae n 
CAT AIT Fig BD ish ricrsspe ccna siete Rint 
2. Names and addresses of — 
(a) Architect ..A+ 0. Lueders - Arlington, Virginia — 
(b) Attorney. Corl Budwesay - Alexandria, Virginia 


——— =< 












EXPLANATORY NOTES—NE 
(For rehabilitation projects, see explanat 


1. General Informs tien. — The following notes should he studied in completing this applice- 
ston form and preparing the supporting exhilits The examination of the propased! project will 
be expedued hy early and full compliance with the requirements set forth. Discussion with 

* local FA igearine alien Rete tn matin meet one emetiontinn te _ 


SECTION 1 =< Be ginning at a point in the approximate center of a branch in the 
westerly bound ary of the Allen H ills tract, said point bearing 
S 36° 14° 408 W - 208,18'feet, S$ 45° 50' 50" W 202.58 feet, and 
S 12° 34' 50" E. 401.86 to @ point in the northerly line of Little 
River Pikes thence from the point of beginning and with the approximate 
eanter of anch WN 50° 46' 10" E 225,07 feet, N 49 31' 20° W, 
140, YN 26° 11! 10" E 79.22" feet to a maple tree, N 16° 14! 
ce 10" E «ll feet to a fence post, N 60° 29' W 57,22 feet to a feme 
\\ post Maha N 28° 04! 10" B 250.0 feet to @ point; thence departing 


K id westerly boundary through the Allen Hills tract S$ 77° 21' 00" E 
e feet, 86.0 feet along the arc of a curve concave easterly, having 
; re of 716:0 feet, 53° 22' 20" W 372.99 feet, 263.12 feet along 
t 
7 


(2) BafBelent deiall for tbe preparation of an accurate cost estimate 
Information concerning the pumber and character of required eibibits amd egpiiantie re 
quitamanss ws evesienie es all FLA Losuring Moss 








he arc of a curve concave westerly having @ radius of 911.17 feet, 

7.0 feet along the arc of a curve concave easterly, having @ radius 

of 550.2 feet, and N 70° 58' 26" W, 862.1 feet to the point of beginning 
and containing 14.96 acres, more or less. 


No Mise. These shau be prepared in duplicate and shall provide sufficient information to | a) “Taxes Prohalde taves ont myletet promerty oh 1 hee eet iamantent in conten. tt y 
Show the following | With incal rates arel amesement practior. or arto Wirt similar properties air 
©) A comprehensive detineation of the project design, planning. materials, and construction, |" oh basis, Hoth wethurls shoul! check, ants statement showing this check should 
(2) Comptiance #ith ali applicable FILA requirements and governing laws, ordinances, | Conees anaes 
80d deed restrict ins | 6 Ream count -See allowahle ron peer & 
Note.— Data shown io italics refers to rebabjlitation projects and shall not apply tu new constr In projects 
“vw ewe 


50690—54—pt. 1——-10 
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] 
EXPLANATORY NOTES—REHABILITATION 
Nora. —Date shown in italics refers to rehabilitation projects and shall not apply to pew construction projects 


1. ORNERAL arene Tk ses pleas Mee phon 
po tp corly ond full compartir woth the reg eat forth. Ths requirements of 
EE be eteerned carefully in i empiche be oy ond > 


2 REQUIRED EXHIBITS —(a) Is order te is 6 adequats cog mination of the project 
EECCIRED ENT ew ¢ 


(1) Lagat description by which the site of the proposed project can be identified 

(2) Oumerahip. A statement 02 (0 the owarrehip of the th . 
frapertg oto bo caquivad by the opentoring gree coptie nul option shalt i rcbenined, | MmrORee 

(2) PRategrephs of roms reer mdes ond ip pace! iatertors of he ildings [0 show physical condition 
aren mew of and contiguous properties There should be deacr'| motion 
lapel apse Gash ghatepagta ty i eden from whet pote end m what som the g 
were 

(4) CWy mep shall \e marted to indwate (he ruhject property. schools. churches, shopping end 
dwcincee districts industrial commercial. recreational centers. tegether tn saasn trafic 
arteries and evedabie moons of Irenasi to end from the property lo such centers 

ao ews ase enue 

© Tenaeea ie tendieel otanaerthetanrtet location end dimensions of buildings includ- 


ments, eaerments. deed restrictions, if ony, and foretion. end size of 
wiles « of sewers, . width, 
recta ond 


(>) Ferm Fil-fie | Department of Labor Form) request for determination of prevailing wages. 
(©) Personal finoncial statement of cack sponsor FHA —— 
Re RES ose = 


ad ee eae THA Form Net > ae Adiootay 
= orm Neo 
‘Capheets ont che provele cupicient euficrvent infor matwn 10 rhow the 
4c chensive delines/ion of oe Sates dee sedceeslionien dd 
beth before end afier 


Lom mem oet at emcee FA requarements ond governing laws ordinances, end 
eek ca ie rma 


0 ee et ee et Lakes ned coma a afer weet toe ry 
Fir Teouring Oem” eee eee - 


a SUPTLEMENTARY SET ee fend i). Schetules A. B.C, D, ond E met 
te compicies for ali epmisceiions tm ind ecruretaig. 


- STATEMENT, OF RESOUSCES AND Geviatae REQUIREMENTS = eaivany aoe? 
“ Comatruct eat mated cons rection cont. or - 
‘oewosracn See oe oe oe yt Canameibe a 


(b) ““Seteveat ” Amoun cattmated (0 cower interest 
eae 0 dtsburee ments from mortgage urtag ove 


(o) “Tere.” ee or land and buildings Curing construction only 

ia) L, - 4 to ome we 
eb “Tite end comming empense™ foctod Include the actual comt (ithe search imrwrencr, 
= morigage lazer of ali kinds, end recording fees ¢ mead 


gurrevs. 
{0 “Organization erpense.” Include only reasonable expenses nat otherwine dassified, end prep 


arly incurred during the organi satzon of the project. 
s SETUATEP ANC as CP ats TENS STATEMENT to Dt) “Income” Oe 
om page 4. be euficrently detaried 
teen mds vente by ooteheannt toe (pe 


(c) “Opereting expenses be extimated on the bans nt 
inns me erick - mo Cy tt 
(a) ae teak” Probable taxes on the 
me 7 fT. tT fF 
Beth methods check, ond'e etelaont Chewing tht cost oeld ossocsbean i aaa 
© ROOM COUNT. Ses allowabic room count on page 4 


v SUPPLEMENTARY SCHEDULES 










NOTE .— Amounts of equity represented tp “Land™ and “Cash” will be entered in the 
Lased Regosremrats” on pap 3 may be clatmod os“ Ouker Eiyoty" fs hing 

* hatimated ments” on mei fi 

oe tem of * ender “Bs seated Require jirements.” The amount set forth ot 





Name anv Appaess 





Bryan Gordon, Jr. addled 














SCHEDULE B 





Equipment } routed Tenants 
Ranges (gas or electric)... 
Refrigerators (gas or Genki 
Kitchen exhaust fans... 
Attic vent fen... 
Laundry facilities. 
Venetian blinds... 
Other (specify).......... stnaciiateaiditialai iii al 









Administrative expense: Gas. : Dicniectinciing Furniture and furnish- 
Advertising... eal Benak Garbage “ash re ings ..___5 ___.__........ $1,960.00 
Management... .82779200 moval: os” 921.00 

Pay roll for ina ee =o 
Operating expense: ‘Camber ee oo mee oy sili 
Elevator power (ifany) =... ployees 10,192.10 reserve... 10,298,900 
Elevator maintenance... .......... Maintenance expense: Total operatingex- .. 
Fuel (heating and do- Decorating... a) 
mestic hot water)... 19,208.90 Repairs Total operating ex- 

Janitor’s supplies wwe coe DDO Exterminating ...... pense per room 

Lighting and miscella- Insurance , per annum.60.37 
neous power .............. _3 4332.00 Grounds expense (me- 

Water 6,272.00 terials only) 1,960.00 — 














Services Included in Rent 
Water (hot and cold)_..._.. I tenediptisnsenseremmnninneainte lain 
I a ah a hn tire terrennseennecctins eet 
Janitor service _........ Shien lee tptencternccncnecieeniemntinnpeneete 
Grounds maintenance ...... Yes... 





Other (specify)... 











¥. S 
Project 
Locatio 
Type o 


Land.. 
Cash « 
Other | 
Total 
Mortg 
"PoTAL 


Cash ' 
Nore - 
ome 


a 


_ > ew 
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® 


'.  SHTRLEY-DUKE APARTMENTS, INCORPORAPEOPOSED SET-UP 


‘SEsTION T 


Project name . 
Location Duke Street, | 





_... Number of family units 392... Number of rooms 1373. __- 
Fairfax County, Vas. Average monthly rent: Per family unit, $06.34; per room, $ 29.12 


Type of buildings Garden. aye =4 - 2. 1/2. stories. - - fire ire resistant Brick masonry. walkwup. eenceneguitingeennme 
= SS 





RESOURCES 
Laad............ $..84,715,90 


Cash. (esctusive of working capital) 


Other equity_at. least... 228,687.00 
























Total equity. ...... . b $.313,402.' 
Mortgage-loan proceeds ...... 2,587,200.' 
“POTAL RESOURCES (exctusive of working caphtal)......... 
Cash working capital > Die ecrtietesece 


Nore —WORKING CAPTTAL Sat be ant tem ae 14% of the amount of the proposed 
morgage com ae’ mortgage security ts chad Cy dassened etth the honoume 
or. in & depositor Bem AL La inder 
Purpose of Meeting the cost of equipping * 
of construction of (he entire or Units thereo! . during construction for elhocation by 
the mort to the accruals for taxes. ne num, Rasard insurance prem 
tums an ssorsaments required by the terms ve insured mortgage. Any balance tet ied 
for (he shove purposes shall be returned to the Mortgagor upon com pietion of (he project lo (be 
fmlisfection of the Commissioner 


ESTIMATED REQUIREMENTS 


LAND IMPROVEMENT: (witato property tines only) 








New utilities ................. $..415,853,.90 
Landscape work. 1-23 9426.90 
“TOTAL FOR LAND IMPROVEMENTS........... $.13253420! 


Constrvction: 
Dwellings........0....0...-...-. $..Rp@ehgh5De90 
Garnges......... Sale woe ciel 
Stores 


Saloage® es teiew)...... bade 
Taxes es tales, ota. __.195600.00 








Pouk eo e ts 
YY Se 119,053.00 
Arch’t, $. .. @.5.% _———_- 
WOW siicnntcs <1» Rg 58 $2,485,808 
TOTAL FOR ALL IMPROVEMENTS....... cas $.200250157 


Cazryvino Cuances anv Financina: 
Interest 12 mos. @ 4..% 


on $.2587,200.00 $. 103,488.90 
Taxes (on res! entate during construction) 500.90 
Insurance._..... aiailiead so iahiedentin, eeree eae 
FHA mtg. ins. premium 

(0.5%)... ...124936.00 





FHA examination fee (0.3%) .......7¢762.00 

Inspection fee... (0. ” — 

Financing expense 21d... om 

Title and recording cae <ovew-- 5. 3900,.00 
TOTAL FOR CARRYING CHARGES AND Fi- 


Ri cinaveinchesbinatecnsenniadinenah s. 186,430. 
TOTAL FOR ALL IMPROVEMENTS, CARRY- 
+ $2,811,587. 


ING CHARGES, AND FINANCING. 
Laoat anp OrncanizaTion Exprnss: | 








TOTAL LEGAL AND ORGANIZATION EXPENSE. §. 


TOTAL ESTIMATED REQUIREMENTS, EX- 
CLUSIVE OF LAND.......................... $2,815,887, 





Lanp: 
651,658 oq. ft. @.... aq. ft... ¢__84,715- 
ToTab ESTIMATED REQUIREMENTS............. $2,900,602, 





“Estimate depreciated reproduction coste of 
salvageable existing improvements if reha- 
bilitation is involved... 


3 ~ Torat ‘SALVAGE... 
Estimated cost of demolition which is not 
to be included in Estimated Requirements 








Casi AVAILABLE FOR DEBT SERVICE... 





ESTIMATED ANNUAL OPERATING STATEMENT 


INCOME: (See note No. 5, explanatory notes) 


Dwelling rent, (rom schedule ®).. $ A per snnum. 









Garage rent (rom schedule E).. per annum. 
Store rent (trom schedule K)....... - per annum. 
Other income (rom schedule E)_-. - per annum. 
ToTaL ESTIMATED GROSS INCOME PER 
ANNUM... --+ paccogpitnegecamoenacns Ap ae 
7 vacancies a assumed: 
7.% on dwellings)... 
. cmos % on garages)... 
-% on other income)... = 
Tavan VACANCY DEDUCTION. .. $22,026.90 
Gross INCOME EXPECTANCY...... -- $292,832.90 


(EGeetive gross income) 


Tora Oreratine EXPEense: (Sebedute D) 


Number of rooms. 1373__...@ 
$.60.37__ per annum...... $. 82,890.90" 


Reat-Estate Taxes: 


Estimated assessed value: 


SoctaL BECURITY AND OTHER 


SPECIAL TAXES.................. anno 
ae 





Anwoat Freep Caanrces: 


Interest (ist year) _A.....% $103,488.90 
Amortization @ 1. 1a -% 

during first year_. -38,808,90 
Mortgage insurance - 0. 5%) 12,936.00 


Other fixed charges... — ............ 
(Dpretal esmamments, te.) 


TOTAL ANNUAL FIXED CHARGES... $155,232.00 


CASH AVAILABLE FOR INCOME TAXES, CORPO- 










RATE TAXES, DIVIDENDS, AND sURPLUS....... $17,930,090 
LIST OF EXHIBITS 
__Neterans statements Da 
Financial : - 







~See datter of investors ee /&: 
__.Legal descriptien _ = 
_Plana_- 3. sets each baiting 
Outline. specifications... 
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- i T 
". SCHEDULE E 1949 
Estimate of Rentals a co 
4 Ale) 
Div! 
refe 
pro] 
sceneeneatie apenas iim eee “Pri 
4 STRESS Me ewenenwerecsoossoe i A 
telat epee -»-.f...%29324,00 : Alle 
760159450... "73,914.00. ; F 
(99-9 $70.00.) 6,930.00 "23, 165.00 x” trac 
98. @ 72.50. .| ..73105.00. 85,21 eo pro 
a ano 

3 00’ 

on’ 

the 

— 32} Toran estimATED RENTALS FOR ALL DWELLING UNITS............. jai 221.50 the 

<caanpsomccossoest’ MOINEISD CRIMI... <nsaseteremnarenenamatene ‘ Siti seas “4 414 

| re 124 

TOTAL ESTIMATED INCOME (at 100% occupancy)... ee .....--.| $..265221.50 _| $324,658.90. 3 dey 
Total number of family units ..392_______. @ average rental of $. 6,885 per unit per month. : 420 
Total number of dwelling rooms _.1373_..... @ average rental of $19.11... per room per month. ' rac 
Nove.—I the total estimate of Ineorme, such as that from ors, offices and any sures other than the (ota! estimated gros ineome { 
SoC SaaS aces ls ad sae ee ees a 
ALLOWABLE ROOM COUNT wilt 

For of uniformity the Administration bas the followine method of Moiese 7 
po a pe a Sect St ow on 

os Rataral light and ventilation as required for “Habitable andeomplywith | rp . : 336 

the current requirements. (¢) In the rehabilitation of existing structures end inthe | [RD 4 comb i 

eeustruction of elevator siebetures, kitchens are not required to be loteted on an exterior wall | 1p 1 comb — r 

whee edequsie ventilation is by either nstural or mechanical meses. (6) Dining | ik Ds comb a no! 

hooves are _ot required to be 00 €n exterior wall provided they are definite LR-BR comb. . wo 1 ¢ 
ew edijacent to (be kitchen aod are a0! used as eDirance (2) A kivehen shall be E-DS amb... 7 lin 
fom other rooms by 8 complete partition and door (3) A dining aloove shall be separated from x ~ t 
pL SLIT et A a a x ” b » 
hell be and its compliance with the ares requirement determined on the basis af its ) 1 ne 1 ef 
fetended ase as indicated by its relation to other rooms (5) LT D: i. “ 
dhude the following features for which 90 edditiooal room count will bé allowed (e) D "3S & j 
trough foyer from public space two living room Ce oe 2S 1 io 
coches rod co't shell ace apprestmeting ¢ hasar fat, i) Citchenatio oping off ving root 5 ios AL 
s te) opening of living room ----fin LU of 3 BR)... 100 t 
@ foyer with 2 door or doors, mintoum 3 feet by § feet. equipped and for com plete 7 ; 
‘Stchen use and having tenant opersied exhaust fan connected to outer (@ bathroo.s | BR (im LU of 1 BR). . ‘ 
Sqeeme Som fares or dretning clsest ¢ v0 bedroom We provided er from bedroom bath ball soon Other habitable roome. a | : 
Sra aka yah ashore wr ets tees “as | Dew on hy i i - 4 tr 
Ca eeelnatte aod Dnt reiihees the Ce “a So ie semen Shame {tenets exsifi ss Wtasiad GET Sete omar tatesns ts then 6 are provided to of 
& ©. med (0) Uo) ehove ales apply eee Tee ae ADDITION to the ares shows. Ww 
LR = Living Room. DR=Dining Room. DA=Dining Alcove. BR=Bedroom. th 
LU = Living Unit. DS= Dining Space. K= Kitchen. Comb. = Combined. N 
7 aaeneachtieentiatihastisieemmmatettihinsitipeanmmmmmntnenmnteinmenninn N. 
Nonrevenue Producing Dwelling Space an 
Type of employee Nember of rooms Composition of unit | Location of wnit in gontest ; Sa 
" a r al 
eh 
5 
- _ its Se so 
It is hereby represented by the undersigned that, to the best of his knowledge and belief, the foregoing statements, OC 
schedules, and exhibits are in no way false or incorrect and that they are truly descriptive of the project or property, which is ,? be 
intended as the security for the proposed mortgage, and that the proposed construction does not violate existing zoning 
ordinances and requirements or existing deed restrictions. w 
The a proposes to furnish assurance of completion of the project construction in the form of ........................ 

See letter from Inveatora Syndicates dated Merah Jp 199 ne cccecenceecenecnsenseseeesseeererereeeee ; = 
Nore.—(1). and (2) below, to be completed only when rehabilitation is involved. ae 
The undersigned certifies: (1) fremmianihtesriennttiedneeds ieamnen ~ wi (or that an 

agreement for its purchase dated _.. i isin effect) ‘whereby title was (or will be) acquired from A 
caundithanea ane w on related to, employed by, or connected with any of the sponsors. 
Nora — The felewing paragraph is to be complgied only f property was initially acquired within I year prior to date of this application. 

(2) That the entire consideration was $.. -. which includes expenditures to clear all liens and encumbrances, if P li 

any, as follows: 8 

4 tl 

Date ....March 10, 1949 000 Dito ..____ March 10, 1949 3 3 

SHTRLEY-DOKE APARTMENTS > b, SROEPONATED. ; e 

Attest: ..... ae Sciadiemiiidbiaiiiaiihdemneants (Signed) ...2SQ2S0N Te ee oa F 

He -Js PYECericKs, Secretary” ag i 
__,_,_, 2 Ri SN Tet a Ale pe Retna 8 
©. 0 covennanst roveries errs 10 —a51m0-@ Beyes-Gordon, President Proposed Mortgagor. \e 
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THIS LOAN AGREEMENT made and executed in triplicate this 15th day of June 
1949, by and between SuHrrR_eEY-DUKE APARTMENTS, SECTION V, INCORPORATED, 
a corporation of the State of Virginia, having its principal place of business at 
Alexandria, the borrower (hereinafter referred to as “Borrower”), and INVESTORS 
DIVERSIFIED Services, INc., a Minnesota corporation, the lender (hereinafter 
referred to as ‘“Lender”), to aid Borrower in the construction of a rental housing 
project and the development required therefor (hereinafter referred to as 
“Project”’), to be constructed upon the following described land, to-wit: 

A certain parcel of land situate in Fairfax County, Virginia, being part of the 
Allen tract and more particularly described as follows: 

From a corner of Lot 2, Strawberry Hill in the easterly boundary of the Allen 
tract S. 12 deg. 59’ 30’’ W. 871.30’ to its intersection with the centerline of a 
proposed 60’ street ; thence departing from said easterly boundary and with said 
centerline N. 67 deg. 56’ 20’’ W. 853.19’ to its mtersection with the centerline of 
another proposed 60’ street; thence continuing with said centerline N. 79 deg. 
00’ 00’’ W. 70.00’ to a point; thence departing from said centerline N. 11 deg. 
00’ 00’’ E. 30.00’ to the point of beginning in the northerly line of said 60’ street ; 
thence departing from said northerly line N. 11 deg. 00’ 00’’ E. 60.00’ to a point; 
thence N. 41 deg. 15’ 00’ W. 258.00’ to a point; thence N. 01 deg. 45’ 00’’ W. 
414.00’ to a point; thence N. 20 deg. 15’ 00’’ E. 288.78’ to a point in the southerly 
line of a proposed 60’ street ; thence with said southerly line N. 79 deg. 30’ 00°’ E. 
124.45’ to its intersection with the centerline of an 80’ parking street; thence 
departing from said southerly line and with said centerline S. 14 deg. 00’ 00°’ E. 
420.00’ to a point; thence 237.80’ along the arc of a curve concave easterly with a 
radius of 717.10’ the long chord of which bears S. 23 deg. 30’ 00’’ E. 236.71’ to 
a point; thence S. 38 deg. 00’ 00’’ E. 41.83’ to its intersection with the north- 
westerly line of a proposed 60’ street ; thence departing from said centerline and 
with said northwesterly line 343.95’ along the are of a curve concave southeasterly 
with a radius of 605.98’ the long chord of which bears 8S. 38 deg. 00’ 48’’ W. 
339.47’ to a point; thence S. 21 deg. 44’ 50’’ W. 45.15 to its intersection with the 
northerly line of another 60’ street; thence departing from said northwesterly 
line and with said northerly line N. 79 deg. 00’ 00’’ W. 45.15’ to the point of 
beginning containing 5.702 acres, more or less; and also 

A certain parcel of land situate in Fairfax County, Virginia, being part of the 
Allen tract and more particularly described as follows: 

From a corner of Lot 2, Strawberry Hill, in the easterly boundary of the Allen 
tract S. 12 deg. 59’ 30’’ W. 30.13’ to the point of beginning in the southerly line 
of a proposed 60’ street; thence with said easterly boundary S. 12 deg. 59’ 30’ 
W. 810.79’ to its intersection with the northerly line of a proposed 60’ street; 
thence departing from said easterly boundary line and with said northerly line 
N. 67 deg. 56’ 20’’ W. 818.56’ to its intersection with the southeasterly line of 
another proposed 60’ street; thence departing from said northerly line and with 
said southeasterly line N. 21 deg. 44’ 50’’ E. 40.16’ to a point; thence 439.98’ 
along the are of a curve concave southeasterly with a radius of 545.98’ the long 
chord of which bears N. 44 deg. 47’ 25’’ E. 427.41’ to a point; thence N. 67 deg. 
50’ 00’ EB. 372.63’ to a point; thence 265.81’ along the are of a curve concave 
southerly with a radius of 372.98’ the long chord of which bears N. 88 deg. 15’ 
00'’ E. 260.22’ to a point; thence 8. 71 deg. 20’ 00’’ E. 20.66’ to the point of 
beginning containing 10.499 acres, more or less. 

Together with a perpetual right of way and/or easement over private drive- 
ways, also referred to as proposed streets, subject to co-equal rights of others 
entitled thereto, said Private Driveways as a whole being more particularly 
described according to survey as follows: 

A certain parcel of land situate in Fairfax County, Viriginia, being a part of the 
Allen Hills tract and more particularly described as follows: 

From a point at the southwest corner of the Allen Hills tract in the northerly 
line of Little River Turnpike, N. 82 deg. 00’ 55'’ E. 221.90’ to a point; thence S. 
89 deg. 46’ 20'’ E. 50.45’ to a point; thence N. 88 deg. 22’ 20’’ E. 682.21’ to a 
point in the westerly line of a proposed 70’ right of way, the point of beginning; 
thence departing from said northerly line and with said westerly line N. 06 deg. 
37’ 30’’ W. 30.00’ to a point; thence 365.42’ along the are of a curve concave 
easterly with a radius of 883.02’ the long chord of which bears N. 05 deg. 13’ 45’’ 
E. 362.78’ to a point; thence N. 17 deg. 05’ 00’’ E. 132.00’ to a point; thence 
89.18’ along the are of a curve concave westerly with a radius of 1598.36’ the 
long chord of which bears N. 15 deg. 28’ 47’’ EB. 89.16’ to a point in the southerly 
line of a proposed 60’ right of way; then departing from said westery line and 
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with said southerly line N. 77 deg. 40’ 00’’ W. 702.88’ to a point in the westerly 
boundary of said Allen Hills tract; thence departing from said southerly line 
and with said westerly boundary N. 04 deg. 31’ 20’’ W. 62.70’ to a point in the 
northerly line of said proposed 60’ right. of way; thence departing from said 
westerly boundary and with said northerly line S. 77 deg. 40’ 00’’ E. 721.30’ to 
a point in the westerly line of a proposed 70’ right of way; thence departing from 
said northerly line and with said westerly line 159.13’ along the are of a curve 
concave westerly with a radius of 1593.36’ the long chord of which bears N. 08 
deg. 51’ 40°’ E. 159.07’ to a point; thence N. 06 deg. 00’ 00’’ E. 203.00’ to a point; 
thence 223.82’ along the are of a curve concave easterly with a radius of 1295.42’ 
the long chord of which bears N. 10 deg. 56’ 58’’ E. 223.56’ to a point in the south- 
erly line of a proposed 60’ private driveway ; thence departing from said westerly 
line and with said southerly line N. 79 deg. 00’ 00’’ W. 650.88’ to a point in the 
westerly boundary of said tract; thence departing from said southerly line and 
with said westerly line N. 28 deg. 04’ 10’’ E. 62.76’ to a point in the northerly 
line of said proposed 60’ private driveway; thence departing from said westerly 
line and with said northerly line S. 79 deg. 00’ 00’’ E. 639.05’ to a point in the 
westerly line of a proposed 70’ private driveway; thence departing from said 
northerly line and with said westerly line 213.24’ along the are of a curve con- 
cave easterly with a radius of 1295.42’ the long chord of which bears N. 23 deg. 
7’ 03"’ E. 213.02’ to a point; thence N. 28 deg. 00’ 00’’ E, 201.00’ to a point: 
thence 756.47’ along the are of a curve concave westerly with a radius of 767.14’ 
the long chord of which bears N. 00 deg. 14’ 57’’ W. 726.19’ to a point; thence 
N, 28 deg. 29’ 55’’ W. 17.62’ to a point in the northerly boundary of said tract; 
thence departing from said westerly line and with said northerly line N. 86 deg. 
38’ 30’ E. 77.12’ to a point in the easterly line of a proposed 70’ private driveway ; 
thence departing from said northerly line and with said easterly line 294.26’ 
along the are of a curve concave westerly with a radius of 837.14’ the long 
ehord of which bears S. 17 deg. 23’ 36’’ E. 292.77’ to a point in the northerly 
line of a proposed 60’ private driveway ; thence departing from said easterly line 
and with said northerly line N. 79 deg. 30’ 00’’ E. 395.73’ to a point; thence 
197.86’ along the are of a curve concave northerly with a radius of 291.53’ the 
long chord of which bears N. 60 deg. 03’ 25’’ E. 194.08’ to a point; thence N. 40 
deg. 36’ 50’’ E, 370.30’ to a point in the north easterly boundary of the tract; 
thence departing from said northerly line and with said north easterly bound 
ary S. 49 deg. 23’ 10’’ BE. 60.00’ to a point in the southerly line of a proposed 60’ 
private driveway ; thence departing from said north easterly boundary and with 
said southerly line 8. 40 deg. 36’ 50’’ W. 370.30’ to a point; thence 238.58’ 
along the are of a curve concave northerly with a radius of 351.53’ the long 
chord of which bears 8. 60 deg. 03’ 25’’ W. 234.03’ to a point ; S. 79 deg. 30’ 00’’ 
W. 401.24’ to a point in the easterly line of a proposed 70’ private driveway ; 
thence departing from said southerly line and with said easterly line 455.80’ 
along the are of a curve concave westerly with a radius 837.14’ the long chord 
of which bears S. 12 deg. 24’ 08’’ W. 450.20’ to a point; thence S. 28 deg. 00’ 00’’ 
W. 201.00’ to a point; thence 192.41’ along the are of a curve concave easterly 
with a radius of 1225.42’ the long chord of which bears 8S. 23 deg. 30’ O07’'’ W. 
192.22’ to a point in the northerly line of a proposed 60’ private driveway ; 
thence departing from said easterly line and with said northerly line S. 79 deg. 
00’ 00’’ E. 600.58’ to a point in the northwesterly line of a proposed 60’ private 
driveway ; thence departing from said northerly line and with said northwesterly 
line N. 21 deg. 44’ 50°’ E. 45.15’ to a point; thence 487.42’ along the are of a 
curve concave southeasterly with a radius of 605.98’ the long chord of which 
bears N. 44 deg. 47’ 25’’ B. 474.39’ to a point; thence N. 67 deg. 50’ 00’’ B. 
372.63’ to a point; thence 308.57’ along the are of a curve concave southerly 
with a radius of 482.98’ the long chord of which bears N. 88 deg. 15’ 00’’ E. 
302.08’ to a point; thence 8S. 71 deg. 20’ 00’’ E. 27.50’ to a point in the easterly 
boundary of said tract; thence departing from said northwesterly line and with 
said easterly boundary S. 36 deg. 47’ 30’ W. 31.57’ to a point, corner of Lot 2, 
Strawberry Hill; thence with the line of said Lot 2 8. 12 deg. 59’ 30°’ W. 30.13’ 
to a point in the southeasterly line of a proposed 60’ private driveway; thence 
departing from said easterly boundary and the line of said Lot 2 and with said 
southeasterly line N. 71 deg..20’ 00’’ W. 20.66’ to .a point; thence 265.81’ along 
the are of a curve concave southeasterly with a radius of 372.98’ the long chord 
of which bears S. 88 deg. 15’ 00’’ W. 260.22’ to a point; thence S. 67 deg. 50’ 00’' 
W. 372.63’ to a point; thence 439.08’ along the are of a curve concave south- 
easterly with a radius of 545.98’ the long chord of which bears S. 44 deg, 47’ 25°’ 
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W. 427.41’ to a point; thence 8S. 21.deg. 44’ 50’’ W. 40,16’ to a point in the north- 
erly line of a proposed 60’ private driveway ; thence departing from said south- 
easterly line and with said northerly line 8. 67 deg. 56’ 20’’ I. 818.56’ to a point 
in the easterly boundary of said tract and the line of said Lot 2, Strawberry 
Hill; thence departing from said northerly line and with said easterly boundar) 
and said line of Lot 2 S. 12 deg. 59’ 30’’ W. 60.76’ to a point in the southerly 
boundary of said proposed 60’ private driveway; thence departing from said 
easterly boundary and said line of Lot 2 and with satd southerly line N. 67 deg. 
56’ 20°’ W. 857.82’ to a point; thence N. 79 deg. 00’ 00’ W. 626.85’ to a point in 
the easterly line of a proposed 70’ private driveway ; thence departing from said 
southerly line and with said easterly line 217.70’ along the are of a curve concave 
easterly with a radius 1225.42’ the long chord of which bears 8. 11 deg. 05’ 22’’ 
W. 217.39’ to a point; thence 8S. 06 deg. 00’ 00’ W. 203.00’ to a point; thence 
321.76’ along the are of a curve concave westerly with a radius of 1663.36’ the 
long chord of which bears S. 11 deg. 32’ 30’’ W. 321.26’ to a point; thence §S. 17 
deg. 05’ 00’’ W. 132.00’ to a point; thence 336.41’ along the arc of a curve con- 
cave easterly with a radius of 813.02’ the long chord of which bears S. 05 deg. 
13’ 45’’ W. 334.02’ to a point; thence 8S. 06 deg. 37’ 30’’ E. 30.00’ to a point in the 
northly line of said Little River Turnpike; thence departing from said easterly 
line and with said northerly line S. 83 deg. 22’ 20’’ W. 70.00’ to the point of begin 
ning, containing 10.793 acres more or less. 

WITNESSETH : 

Wuereas, Lender is willing under the terms and conditions hereinafter set 
forth to furnish financing to Borrower in connection with its development of the 
above premises ; 

Now THEREFORE, this agreement between Borrower and Lender is executed as 
a part of the loan transaction and preliminary to the execution of the note and 
security instruments, all of which instruments shall be construed together, and 
the terms and provisions of said agreement herein shall be considered to be 
covenants and agreements as though contained in the security instruments in full 
and incorporated therein. 

BORROWER AGREES TO TAKE AND LENDER AGREES TO MAKE A 
MORTGAGE LOAN UPON AND SUBJECT TO THE TERMS, CONDITIONS; 
AND PROVISIONS IN THIS AGREEMENT CONTAINED. 

Prior to the beginning of the development work and construction or the furnish- 
ing of materials for the Project, there shall be obtained from the Federal Housing 
Commissioner his commitment to insure upon completion under Section 608 of 
the National Housing Act, a first mortgage permanent loan in an amount not less 
than the mortgage loan amount hereafter stated, to be made upon the Project by 
the commitment mortgagee upon the completion of said Project. The commit 
ment to insure shall be issued to Lender as Mortgagee or as Lender may elect to a 
mortgagee approved by Lender, and the holder of the commitment is hereinafter 
referred to as “Commitment Mortgagee.” The commitment to insure may be 
transferred by the holder upon approval of the Commission and Lender first ob- 
tained. In addition there shal) be procured prior to any obligation of Lender to 
proceed further with the making of any loan or disbursement of any funds a 
commitment from the Federal National Mortgage Association acceptable to Lender 
to purchase from Lender the permanent loan as insured by the Federal Housing 
Commissioner. Upon the issuance of both such commitments in amount and upon 
terms acceptable to Lender this loan shall be consummated in accordance with and 
subject to the following provisions: 

1. Amount or Loan. The principal amount of the loan shall be Sevenry-Two 
THOUSAND Six HUNDRED AND No/100 Dotiars ($72,600.00) per building unit (as 
hereinafter defined) multiplied by the number of such units to be constructed upon 
the land above described, or the amount of the commitment for FHA mortgage in- 
surance whichever is the smaller amount, and shall bear interest at the rate of six 
The loan shall be evidenced by a Note and secured by a Deed of Trust (hereinafter 
per centum (6%) per annum. Interest shall be payable once each calendar 
month and shall be calculated upon each advance from the date of such advance, 
The loan shall be evidence by a Note and secured by a Deed of Trust (hereinafter 
sometimes referred to as a mortgage) containing provisions approved by Lender 
and. shall be executed by Borrower. The note shall be in the mortgage loan 
amount and shall be due and payable on or before two months prior to the date of 
the expiration of the committment for FHA mortgage insurance. The moftgage 
shall be a first lien upon the premises above described and all improvements placed 
thereon subject only to the rights of the public in the streets and alleys dedicated, 
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if any, and to current general real-estate taxes not yet due and payable and such 
other exceptions as are acceptable to Lender. Borrower shall execute and deliver 
unto Lender a Chattel Mortgage or other security instrument as the Lender may 
require for its protection as to any chattels on account of which the loan funds 
are disbursed. The term “building unit” as used in this section is defined to be a 
building containing eleven complete residential apartments and containing a 
laundry and storage room; since some of the buildings to be constructed contain 
more and some less than eleven complete residential apartments in each such 
case the amount specified per building unit shall be increased or decreased as the 
case may be by 1/11th for each residential apartment more or less than eleven. 

2. (a) Morreace INSURANCE—COoORPORATE AUTHORITY; (b) Surveys, DRAWINGS 
AND SPECIFICATIONS; (C) PLEDGE oF SrTock. 

(a) Prior to the advance of any portion of the loan, Borrower shall furnish to 
Lender a mortgagee’s title insurance policy (or preliminary binder therefor if 
approved by Lender) issued through and by such title insurance company (and 
companies) as Lender shall select, approve and require, for the amount of the loan 
which is at any time advanced, in form and substance and division of liability 
between insuring title companies satisfactory to Lender. The insurance shall be 
extended to cover each and every advance of the loan at the time of payment 
thereof if required by Lender and shall insure the mortgage as a first lien on the 
property described therein for the amount of advances. Borrower shall furnish 
as and when required by Lender title insurance or evidence to the satisfaction of 
Lender establishing the continued existence of the mortgage as a first lien for the 
amounts disbursed and that the title record does not disclose the existence of any 
condition contrary to the conditions on which this loan is made or contrary to the 
requirements of the Federal Housing Commissioner for insurance, pursuant to the 
commitment issued, of the 608 mortgage loan to be made upon the completion of 
the Project. Borrower shall furnish such corporate evidence and authority for 
the making of the loan and the execution of all agreements in connection there- 
with, as the Lender may require and approve. 

(b) Complete surveys, drawings, plans, and specifications for the Project, both 
for on-site and off-site work, approved by Lender and the Federal Housing Com- 
missioner for the insurance of the 608 mortgage loan, shall be furnished by 
Borrower prior to the commencement of the Project development. Said draw- 
ings and specifications shall not be deemed to be complete unless they shall 
include provisions for improvement of a convenient way of access by foot and 
vehicle to all proposed buildings on the mortgaged premises and all necessary 
paving of private ways, and for curbs, sidewalks, gutters, landscaping, easements 
and utility connections, and all essential equipment as required by the Federal 
Housing Commissioner necessary for the operation of a rental housing project as 
a completed project. Borrower shall furnish duplicate sets of surveys, drawings, 
plans, and specifications, and mortgage title evidence as may be required, for 
deposit with the Commissioner and the 608 mortgagee. There shall also be 
furnished evidence to the satisfaction of Lender that the contemplated project 
development and construction, as evidenced by the approved drawings, plans, and 
specifications, comply with all restrictions, building regulations and requirements, 
zoning ordinances, and platting requirements applicable thereto ; that such project 
development has been duly approved and accepted by the proper governmental 
agencies and authorities having supervision and that the various construction 
permits as may be required have or can be obtained. 

(c) As adcitional security for the payment of the indebtedness and compliance 
with the terms and conditions of the mortgage and this agreement and ns a 
condition precedent to the making of loan advances by Lender, Borrower shall 
procure from all of the shareholders and such shareholders shall deliver to 
Lender all of the issued stock of Borrower corporation duly endorsed to Lender 
as Pledgee, together with a Pledge Agreement as approved by Lender. In the 
event of default on the mortgage or loan agreement and at the option of Lender, 
Lender or its designated attorney shall be empowered to sell any or all of the 
shares of the stock and apply the proceeds thereof, all as provided in the pledge 
agreement. Borrower agrees not to issue any certificate of stock after the said 
delivery of the then outstanding certificates of stock unto Lender, during the 
continuance of any liability under any agreement in connection with the loan. 
Borrower will enact proper resolutions and amendments to its corporate Bylaws 
or Charter and such other further and additional assurances, covenants and 
agreements as may be required by Lender to effectuate the terms and conditions 
of the pledge of said stock. The provisions of this paragraph as to the pledge 
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of stock, and the pledge of stock, shall continue in full force and effect until the 
608 mortgage loan is consummated. 

(d) As a material consideration for the execution of this agreement by Lender 
the pledge and pledge agreement described in paragraph “(c)"’ above shall also 
secure to Lender the payment of the indebtedness described in and compliance 
with the terms and conditions of five additional mortgages and loan agreements 
each of which is of even date herewith, and has been or will be executed by one of 
the five additional Borrowers hereinafter named and relates to property con- 
tinguous or adjacent to the land hereinabove described. The other Borrowers 
mentioned above are as follows, namely: 

Shirley-Duke Apartments, Section I, Incorporated 
Shirley-Duke Apartments, Section II, Incorporated 
Shirley-Duke Apartments, Section III, Incorporated 
Shirley-Duke Apartments, Section IV, Incorporated 
Shirley-Duke Apartments, Section VI, Incorporated 

3. 608 INSURED LOAN ON COMPLETION. 

(a) Borrower agrees to complete and qualify the Project for the FHA 608 
insured mortgage loan to be placed thereon by the approved Commitment Mort- 
gagee, or its assigns, and to comply with all requirements of the Commitment 
Mortgagee and the Commissioner for the obtaining and confirmation of said 
foan and insurance thereof under Section 608 of the National Housing Act pur- 
suant to the commitment of the Commissioner for such insurance, and the Fed- 
eral Housing Administration Rules and Regulations appertaining thereto. The 
printed and special conditions of the commitment to insure upon completion, 
FHA form 2453—W, issued by the Commissioner for the insurance of the 608 
mortgage, are by this reference made a part of this agreement and agreed to by 
Borrower. 

(b) Borrower shall execute and deliver its note and mortgage, 608 form, in the 
amount of the 608 mortgage loan commitment acceptable to Lender and said 
mortgage shall be filed for record, all as and when required by Lender. Bor- 
rower shall execute and deliver such other instruments and furnish mortgage 
title insurance for the 608 mortgage loan as Lender requires and in conformity 
with the Rules and Regulations of the FHA. Upon the conditions of this loan 
agreement having been complied with Lender agrees to make the 608 insured 
mortgage loan to Borrower; provided, that such mortgage loan may be con- 
summated by the Commitment Mortgagee assignee. It is understood that the 
608 loan shall be consummated promptly upon the completion of the Project and 
the proceeds thereof applied to the payment of the mortgage loan of Lender 
herein provided for. 

4. DEVELOPMENT AND CONSTRUCTION—TIME OF COMPLETION. 

(a) No work or labor shall be performed upon the Project or any material 
placed on the land therefor prior to the issuance of the FHA commitment for the 
insurance of the 608 mortgage loan on the completed Project or prior to the 
recording of the mortgage for the loan herein provided for and the consent 
of Lender to the commencement of work and furnishing of materials. Borrower 
and Contractor shall furnish evidence to Lender's satisfaction that the provi- 
sions of this paragraph have not been violated prior to Lender’s consent. 

(b) Upon compliance with the conditions preliminary to the advancement of 
loan funds and commencement of work, Borrower agrees to forthwith commence 
and to continuously and vigorously expedite to completion within the period 

required under the FHA commitment for obtaining insurance of the 608 loan, 
the development and construction of the rental housing project in accordance 
with drawings and specifications designated Section 5, Shirley-Duke Apartments 
Rental Housing Project 000-42172 Drawings numbered 
dated the ____ day of —--- , 19____, ineluding the “general conditions of 
the contract and supplemental general conditions,” and identified by the following 
parties or their duly authorized agents, Federal Housing Commissioner (608 
mortgage insurer), owner (Borrower), mortgagee herein (Lender), Architect 
Albert D. Lueders. A master set of said drawings and specifications is to be 
deposited with and held by the Federal Housing Administration and when so 
filed shall govern on all the matters that may arise with respect thereto. Pro- 
vided that the time for completion will be extended if required on account of 
delay for cause beyond the control of Borrower to a maximum period for com- 
pletion not to exceed two years from date of this agreement, subject, however, 
to the consent of the Commissioner under the commitment to insure and the 
Commitment Mortgagee. It shall be optional with Lender to grant further exten- 
sion upon such conditions as it may fix. In addition to the improvements 
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described in the said plans and specifications there shall be installed and com- 
pleted such incineration facilities as Lender may require and the Federal Hous- 
ing Commissioner may approve. 

(c) All requests for changes in the drawings and specifications must be in 
writing, signed by the Lender and the Borrower, and by the Commitment Mort- 
gagee and Contractor if required by Lender, and shall be conditioned upon 
the approval of the Commissioner, which approval may be subject to such con- 
ditions and qualifications as the Commissioner in his discretion may prescribe, 
it being understood that the Commissioner at all times has the right to require 
compliance with the original drawings and specifications. All fixtures and 
chattels used in any construction and installed for use therein shall constitute 
and become a part of the realty and be paid for in full, and not purchased under 
lease, chattel mortgage, or conditional sales contract. Borrower agrees to fur- 
nish Lender upon request therefor the. names of contractors, subcontractors, and 
materialmen at any time having any contract or performing any work or fur- 
nishing any material in connection with the development and construction and 
shall also furnish Lender upon request copies of construction and development 
contracts between Borrower and Contractor and between Contractor and its 
subcontractors. 

(d) Borrower agrees: That the Project shall be constructed strictly in ac- 
cordance with all applicable ordinances and statutes and in accordance with the 
requirements of all regulatory authorities having jurisdiction and in conformity 
with the requirements of the Board of Fire Underwriters or similar bodies; that 
the Project shall be constructed entirely on the mortgaged land and will not en- 
croach upon or overhang any easement or right-of-way nor upon the land of 
others, and that the buildings when erected shall be wholly within the building 
restriction line however established and will not violate applicable use or other 
restrictions contained in prior conveyances, zoning ordinances or regulations; 
that it will furnish from time to time satisfactory evidence with respect thereto, 
together with a survey identified by a registered surveyor or engineer if required 
by the Lender or the Commissioner showing the Project to be entirely on said 
land and free from violation of the foregoing requirements; that it will save 
Lender harmless from any mechanics or materialmen’s liens against the Project 
and promptly will procure the discharge of any such lien or liens which may be 
filed for any reason ; that it will complete the Project as herein contemplated and 
in accordance with the provisions of this agreement. 

5. DISBURSEMENT OF LOAN FuNpDS BY LENDER. 

(a) Nothing herein contained, or in the note and mortgage contained, shall be 
deemed to obligate the Lender to loan or advance for costs of construction and 
other charges herein contemplated which in the aggregate will exceed an amount 
in excess of the mortgage loan amount above stated. Lender reserves the right, 
irrespective of the provisions of the note and mortgage, to withhold an advance 
or discontinue the making of advances at any time during the failure of Borrower 
to comply with this agreement, and the mortgage shall be and remain valid and 
binding as security for the aggregate amount advanced at any time with interest 
thereon, whether the full amount of the loan is advanced or not. 

(b) Borrower shall cause to be set up and maintained construction costs and 
accounting records for the development to the extent and in a manner acceptable 
to the Accounting Department of Lender. The following records shall be main- 
tained when and if required by Lender: 

Purchase Orders: Purchase Orders shall be used for the procurement of all 
materials, services and sub-contracts. They shall be numbered consecutively 
and shall carry the exact description of the material purchased, the vendor’s 
name and address, and the allotment symbol corresponding to that item of the 
cost breakdown for which the material is purchased. Each Purchase Order shall 
be signed by a duly authorized representative of the Contractor and counter- 
signed by Borrower. 

Receiving and Inspection Reports: All materials delivered to and received on the 
job, shall be evidenced by a Receiving and Inspection Report signed by a receiving 
clerk as approved by Borrower. All delivery slips from the vendor must show the 
Purchase Order number, and the Receiving and Inspection Report will also show 
the Purchase Order number. The Receiving and Inspection Report shall be 
delivered to the representative of the Lender who shall satisfy himself that such 
materials as shown on the Receiving and Inspection Report have been actually 
received and retained on the job. 

Invoices: All vendors shall render invoices in triplicate for all materials 
shipped, services rendered, and contracts and subcontracts completed as ordered 
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on Purchase Orders. The invoices shall carry the vendor’s name and address, a 
clear description of the material corresponding to the order covering the mate- 
rial, and shall also carry the Purchase Order number. All such invoices shall 
be checked against the corresponding Receiving and Inspection Report and so 
identified. 

(c) Lender may, at its option, require as a condition precedent to the making 
of a construction or improvement disbursement any or all of the following: (1) 
satisfactory survey showing the location of construction with relation to prop- 
erty and building lines; (2) partial or full compliance with building plans and 
specifications as they apply to the stage of completed construction at the time 
of disbursement; (3) partial or full compliance with all requirements and con- 
ditions made at any time by the Federal Housing Commissioner for the insur- 
ing of the 608 mortgage loan on completion; (4) Compliance Report by the Fed- 
eral Housing Cémmissioner without exception as to stage of construction; (5) 
satisfactory showing by affidavits, lien waivers, receipts or other evidence as 
required of the payment of all bills for labor performed and materials furnished 
for the Project to the commencement of the period for which the application for 
disbursement of loan funds is made and inclusive of the period covered by the 
last advance; (6) evidence of completion cost establishing to the satisfaction of 
Lender that the undisbursed or available loan moneys for construction purposes 
are sufficient to complete the construction as approved, free and clear of all liens 
and encumbrances. ‘Borrower may deposit with Lender or advance such addi- 
tional moneys, which, together with such undisbursed loan moneys, will com- 
plete the construction, in which event this condition for advance will be deemed 
satisfied. In the event Lender shall determine at any time or from time to time 
that the undisbursed loan proceeds are insufficient to fully complete and pay for 
all improvements constructed and to be constructed and to permit the payment 
of any other disbursements required or authorized by this agreement, Lender 
may make written demand upon Borrower to deposit with Lender such amount 
as Lender may estimate to be required for such purposes and within ten (10) 
days after such demand Borrower shall deposit with Lender the amount of any 
such estimate. All moneys so deposited shall be disbursed by the Lender in the 
same manner and for the same purpose as provided for the disbursement of the 
loan proceeds. Any failure of Borrower to make such deposits strictly within 
the time provided shall be a breach or default under the terms of this agreement 
and of the security instruments. 

(d) In addition to construction advances to be made on request as hereafter 
provided, Lender will advance to Borrower from the loan funds subject to this 
agreement zeing in good standing at the time of the advance the following 
amounts and charges: 

(1) Subject to mortgage loan funds being available and in an amount suf- 
ficient therefor, the following items: (a) FHA fees; (b) legal, title and record- 
ing expenses: (c) interest during construction on the mortgage indebtedness ; (qd) 
taxes upon the real estate during construction; (e) hazard insurance during 
construction; (f) Lender’s compensatory charge; (g) inspection fees; (h) archi- 
tect and engineer's fees: (i) FHA mortgage insurance premium: (j) other mis- 
cellaneous and incidental costs. and charges required to be paid in connection 
with the loans herein provided as may be approved by Lender. 

(2) Upon all conditions precedent to the making of a loan advance having been 
complied with, an amount then to be approved by Lender, to be applied by Lender 
to the payment (a) of Lender’s compensatory charge; (b) to the repayment to 
Lender of cost and expenses heretofore incurred and advanced in connection 
with and preliminary to the undertaking of the Project and making the loan, and 
to the payment of such remaining costs and expenses unpaid or incurred as are 
approved for payment by Lender: 

(3) When the Project has been completed, the 608 mortgage loan is read yfor 
closing and the Project and 608 mortgages have been approved for insurance 
under the FHA commitment, the undisbursed balance of the mortgage loan funds 
provided for in Section “1” shall be paid over to Borrower or as it may authorize. 
Provided, however, that the Project shall not be consumed complete for purposes 
of final payment unless and until, (a) the work requiring inspection by municipal 
or other governmental authorities having jurisdiction has been inspected and 
approved by such authorities and by the applicable Board of Fire Underwriters, 
if any, and all requisite certificates of occupancy tnd other approvals hate been 
duly issued; and provided further, that the Lender may withhold approval 
of final payment until after the expiration of any period which laborers, sub- 
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contractors and materialmen may have for filing notice of mechanics’ liens, and 
until after satisfactory completion o fall off-site utilities and streets as required 
by Lender and Federal Housing Commissioner; (b) all obligations contracted in 
connection with the mortgage transaction, the purchase of the mortgaged prop- 
erty or the construction of the improvements have been paid except non-payment 
approved by Lender and FHA; (c) reserve for replacements as required by FHA 
has been provided for; (d) guarantee and bond or indemnity agreements re- 
quired under paragraph “13” of the commitment and as designated and approved 
by Lender has been furnished; (e) certificates as required under paragraph “12” 
of this agreement duly furnished. Said project shall not be deemed to be com- 
plete until Borrowers shall have constructed and surfaced or there shall have 
been constructed and surfaced and dedicated to public use a public street or high- 
way having and furnishing access to and agrees from said premises and con- 
necting the present existing public street or highway in Fairfax County known 
as Seminary Road at some point northerly of the most northerly point of said 
premises. 

(e) Disbursements for construction costs: 

(1) Loan advances for construction costs shall be made to Borrower (or on 
its order, direct to any contractor) at such periodic intervals as Lender shall 
approve, it being contemplated that unpaid obligations of Borrower and Con- 
tractor for labor performed and materials furnished in the development of the 
Project will not be permitted to accumulate but will be fully and promptly satis- 
fied at customary and regular intervals. Borrower.shall present to Lender at its 
Mortgage Loan Office in the City of Washington, D. C., or as Lender shall direct, 
a “Request for Loan Funds” setting forth, in form approved by Lender, a detailed 
statement of all obligations incurred by Borrower, including contractor receiving 
payment, upon the Project during the period subsequent to the period covered by 
the Request for Loan Funds last made, and also including therein a full state- 
ment as to any unpaid obligations incurred during any preceding period. Such 
statements shall be prepared so as to show labor performed, and materials 
furnished, and shall be broken down in a manner readily comparable with the 
payment breakdown for the construction and stage of completion. All materials 
shall be itemized and invoices for material included in such request shall be 
listed showing the Purchase Order number, the vendor and the amount to be paid 
therefor. The request shall be signed by a representative of Borrower and 
contractor receiving payment and shall be verified or certified and accompanied 
by invoices and such certificates, affidavits, and waivers of lien as Lender may 
require. Request for payment shall be filed at least three (3) days before the 
date upon which an advance is desired. Borrower shall furnish the title com- 
pany with such lien waivers, receipts, or other evidences as it may require for the 
inclusion of the advance under its mortgagee’s title insurance policy. (It is 
understood that lien waivers shall not be required for loan funds disbursed on 
the current request, but prior to the making of loan disbursements pursuant to 
any subsequent request waivers must be furnished, if requested, for all items on 
account of which a disbursement was made on the previous loan request). 

(2) Attached hereto marked Exhibit “A” is a payment breakdown for each 
unit of construction with estimated cost amounts assigned to the several con- 
struction items for which advances and construction moneys are to be expended ; 
said payment breakdown shall constitute a guide in the determination and the 
allocation and disbursement of loan funds available for construction costs. Ad- 
vances on account of material and equipment which are not required for immedi- 
ate installation in the construction shall be limited to an amount and to material 
and equipment as Lender may approve, and all such material and equipment 
shall be stored and maintained as Lender may require. The stage of any devel- 
opment and construction, and the materials on hand, for which advances are 
requested, shall at all times equal or exceed the advance available therefor on 
the basis of the payment breakdown, as determined by Lender’s construction 
engineer or such other examiner as approved by Lender. The work and con- 
struction included for payment in any request shall have been acceptably com- 
pleted, to be evidenced by such certificate and inspection as Lender may require 
from time to time. 

(3) Lender may at its option make disbursements prior to, or without requir- 
ing, compliance with all the conditions of this agreement, and a disbursement 
so made shall not constitute approval of noncompliance as to any condition 
or requirement, or a waiver of the right to require compliance, or exercise any 
right or privilege by reason of such noncompliance unless such noncompliance 
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is specifically waived by Lender in writing. Lender shall use its best efforts 
to pass upon the request for payment and make payment on the date payment 
is desired, but failure so to do shall not subject Lender to any liability or 
nrejudice, Borrower shall be entitled to payment only in the amount approved 
hy Lender with respect to each request for loan funds. Loan funds delivered 
to or disbursed for Borrower shall be deemed advanced by Lender as of the 
date of check or draft therefor. Upon default of Borrower in any of its obli- 
gations, or by any contractor in the performance of such obligations, advances 
from the loan may be paid directly by Lender to any subcontractor, materialman 
or laborer for the account of Borrower, but Lender shall not be obligated so 
to do. 

6. CONTRACTORS—SUPERINTENDENTS—INSPECTORS, It is understood that Bor- 
rower will enter into various contracts for materials and the construction of 
the development or contract with general contractors as it may elect. All such 
contracts shall be made with responsible suppliers and contractors and on terms 
that will meet the requirements of this agreement. Borrower shall furnish 
Lender with full information regarding any contract to be made prior to the 
consummation thereof, and it shall be optional with Lender to disapprove the 
contractor or, without obligation to do so, the contract as not being in conformity 
herewith, in which event Borrower shall not consummate said contract unless 
the objection of Lender is eliminated in a manner satisfactory to Lender. 

The general superintendent employed by Borrower shall at all times be accept- 
uble to Lender. Lender shall be represented on the Project by its own con- 
struction superintendent, inspector, engineer, and other representatives as re- 
quired and designated by Lender who will inspect construction, materials pur- 
chased and furnished to the Project and generally will assist Lender in deter- 
mining whether the conditions for the disbursement of loan funds have been 
complied with. The salary and cost for the maintenance of such representatives 
of Lender shall constitute a cost of the development and shall be paid by Borrower 
through the application of loan funds therefor. Said salary and cost to be 
borne by Borrower is hereby settled and agreed to be $100.00 per building unit 
(as building unit is defined and adjusted as provided in Section one hereof). 

7. INSPECTION—REcoRDS. Lender and Federal Housing Commissioner by their 
representatives shall have the option at any time to inspect the progress of con- 
struction and for this purpose shall have the right of entry and free access to the 
property at all times with the right to inspect all work done, labor performed or 
being performed and materials furnished to and for the Project. Borrower and 
its contractors shall keep accurate and complete book accounts and records per- 
taining to the Project in a manner acceptable to Lender’s Accounting Depart- 
ment. Lender shall have the privilege to inspect and examine from time to time 
as it may request all books and records of Borrower and of contractors relating 
to the construction and development, and Borrower and contractors shall at 
Lender's request furnish such information as Lender may demand. 

8. HAZARD INSURANCE. Borrower shall furnish to Lender hazard insurance on 
the buildings, construction and construction material, chattels and equipment 
supplied for inclusion in the construction and placed upon the premises during 
construction, against loss by such hazards, casualties and contingencies (includ- 
ing theft and vandalism) and for such amounts, as required from time to time 
by Lender. All such insurance shall be written without contribution in com- 
panies and in form, with loss-payable provisions, as approved by Lender. The 
policies therefor, together with receipted premium statements, shall be deposited 
with Lender and the policies of insurance shall cover the entire period of con- 
struction. Borrower agrees to provide or cause to be provided workmen’s com- 
pensation insurance and public liability and other insurance required by ap- 
plicable action by the general conditions contained in the _ specifications. 
And Borrower shall furnish Workmen's Compensation, Public Liability, Prop- 
erty Damage and Contingent Liability policies in such forms and in such 
amounts and with such loss-payable provisions as Lender may require from time 
to time. Such policies and renewals and all other policies issued and hereafter 
to be issued pursuant to the provisions of this Agreement shall be written in 
companies approved by Lender and it shall be optional with Lender to select 
the company or companies and the agency or agencies in and through which 
the insurance shall be written including any renewals and to refuse acceptance 
of any policy offered, and to surrender and to cause to be cancelled any. policy 
which may be received or accepted, and to place the insurance or cause the policy 
to be written, all at the cost, charge and expenses of the Borrower; but in no 
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event shall the Lender be responsible for failure to pay for any insurance written 
or for any loss or damage growing out of a defect in any policy or growing out 
of any failure of any insurance company to pay iy any loss or damage insured 
against. 

9. OPTION OF LENDER TO TAKE Over. In the event of abandonment, or cessation 
of work for more than fifteen days in the aggregate, or failure of Borrower or 
Contractor, unless promptly corrected, to carry on to completion the development 
and construction of the Project strictly in accordance with the approved drawings 
and specifications, or if Borrower or Contractor fails to comply with the terms 
hereof or if it appears to Lender that the work of improvement remaining to be 
completed is of such nature or extent that it cannot or will not be completed 
within the required time, or that completion within such time cannot or will 
not be made without excessive overtime or extraordinary costs not provided 
for in the cost and payment breakdown above Lender may at any time there- 
after, at its option, without prejudice or limitation of any other right and 
with or without any declaration of default, enter into possession of the premises 
and perform any and all work and labor necessary to complete the improvements 
substantially according to the drawings and specifications and employ watch- 
men to protect the premises from injury; all sums expended therefor by Lender 
shall be deemed paid to Borrower and secured by the mortgage and other security 
instruments. For the purposes aforesaid, Borrower hereby constitutes and 
appoints Lender its true and lawful attorney-in-fact with full power of substi- 
tution in the permises, to complete the Project in the name of the Borrower, and, 
hereby empowers said attorney or attorneys as follows: To use any funds of 
Borrower, including any balance which may be held in escrow and any funds 
which may remain unadvanced on the mortgage loan for the purpose of com- 
pleting the Project in accordance with the plans and specifications; to make 
such additions and changes and corrections in the drawings and specifications 
which shall be necessary or appear desirable to Lender, to complete the Project 
in substantially the manner contemplated by the drawings and specifications 
and this agreement, to employ such contractors, sub-contractors and agents, 
architects and inspectors as shall be required for said purposes, to pay, contest 
or compromise all existing bills and claims which may be liens against the 
Project, or as may be necessary or desirable for the completion of the develop- 
ment and construction, or for the clearance of title; to execute all applications 
and certificates in the name of Borrower which may be required by any of the 
contract documents and to do any and every act which Borrower might do in 
its own behalf. It is further understood and agreed that this power of attorney 
shall be deemed to be a power coupled with an interest and cannot be revoked. 
The above mentioned attorney shall also have power to prosecute and defend 
all actions or proceedings in connection with the construction of the Project or 
mortgaged premises and to take such action and require such performance 
under any surety bond or to execute in the name of Borrower any further surety 
bonds as may be reasonably required in connection with the construction work. 

(a) It shall be optional with Lender to do any or all of the foregoing in its 
vwn name and to advance its own funds for completion of the Project in excess 
of the undisbursed maximum loan amount. Any indebtedness incurred therefor 
and in connection therewith whether in the name of Borrower or in the name 
of Lender, Borrower hereby expressly covenants and agrees to repay to Lender 
on demand, with interest from the date of advancement at the same rate as 
borne by the principal indebtedness. All such moneys so paid or advanced by 
Lender in excess of the amount advanced on the loan shall be added to the 
mortgage indebtedness and payment thereof shall be secured by the security 
given for said principal indebtedness. Nothing done by Lender pursuant to the 
power and authority vested in it by this paragraph shall be deemed to relieve 
Borrower from the performance of any covenants or agreements or to excuse or 
relieve it from any breach of any such covenants or agreements. 

10. In THE EVENT OF ANY DEFAULT oR FAILURE To CoMPLY WITH THE PROVIS!ONS 
or THis AGREEMENT or in the event Borrower shall be adjudicated a bankrupt 
or a petition in bankruptcy or for reorganization, compromise or for relief under 
any of the provisions of the Bankruptcy Act of the United States, or petition of 
insolvency be filed, by or against Borrower or if Borrower shall make a general 
assignment for the benefit of its creditors, any such default or acts shall be 
deemed to constitute a default under the terms of the security instrument, and 
the entire loan shail therenpon become due and payable at the election of 
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Lender with full power to exercise any and all rights and powers granted it as 
in any other default under the terms of its security instrument. 

(a) In the event of any default under the provisions of this agreement or the 
mortgage Lender may, and without prejudice to any other right: (1) apply any 
balanee of the undisbursed loan proceeds to the reduction of the loan, or (2) 
at Lender’s sole option pay for and on account of the Borrower all or any part 
of such balance to any person or persons who shall have furnished labor or 
material or both in the construction of said improvements and who have not 
been paid therefor in full, and any such payment shall be deemed a payment 
by Lender to Borrower. If any balance of undisbursed proceeds shall remain 
Lender may apply such balance upon the loan as provided in “(1)” above. All 
rights and options afforded Lender under the provisions of this agreement in the 
event of default shall be deemed cumulative and not in limitation of any other 
right. 

11. Costs AND EXPENSES—INITIAL SERVICE CHARGE: 

(a) The costs of closing loan including, but not limited to, escrow fees, if 
any, title examination and title policy expense, legal expense and fees, surveys, 
insurance premiums, recording charges, FHA charges and all other costs, charges 
and expenses incident to the performance of all of the terms and conditions of 
this agreement on the part of Borrower to be performed and the expenses 
preliminary or incident to the construction of the Project, the execution of this 
agreement and the making of this loan, or the 608 loan, including, but not 
limited to, Borrower’s incorporation expense, legal services in connection there- 
with, and other general exepenses of Lender shall be paid by Borrower. Lender 
shall have the right and option to pay any such sums from the loan funds and to 
advance any part thereof before the conditions of this agreement precedent to 
a loan advance have been complied with. Any such payment by Lender shall 
be deemed a disbursement of the loan to the extent thereof and any payment 
made prior to the conditions for loan advances having been complied with may 
be retained by Lender from the first or subsequent loan advances. 

“The other general expenses of Lender” to date which are not included in 
Lender’s compensatory charge referred to in Section 11 (b) are hereby settled 
and agreed to to be none. 

(b) Borrower agrees to pay to Lender an amount herein sometimes referred 
to as “Lender’s compensatory charge” for this loan in the amount of six and 
one-half per centum (614%) of the original principal amount of the loan which 
shall be payable forthwith upon the recordation of the mortgage. Said charge 
shall be in addition to the other charges to be paid by Borrower and shall be 
additional consideration for the loan and to compensate Lender for its standby 
during the period of preparation and negotiation by Borrower, Lender's extraor- 
dinary costs of project analysis and other direct and indirect costs of Lender 
not otherwise provided for. 

A part of said charge in an amount equal to 5% of the principal of the loan 
shall liquidate, and payment thereof shall discharge, Borrower’s present obliga- 
tion to pay to Lender for services rendered by Lender and its representatives 
to Borrower to the date of this Agreement. Said services, rendered at the 
instance and request and for the benefit of Borrower, were services performed 
in addition to and distinct from any service or obligation of a mortgagee or 
prospective mortgagee to a mortgagor or prospective mortgagor, and included 
preliminary estimates, calculations and engineering work; arranging for Bor- 
rower to procure plans and specifications for the project at a minimum of cost 
and at substantial saving to Borrower; negotiating for and aiding Borrower in 
negotiating subcontracts and bids for materials and equipment in conjunction 
with other projects of other owners at costs and prices advantageous to Borrower 
and in such manner as to minimize Borrower's architectural services, super- 
vision, builders fees and other direct and indirect costs of construction. 

Lender shall have no obligation to furnish Borrower any further or additional 
services of the nature described in this paragraph. 

Balance of said Lender’s compensatory charge in the amount of 144% of the 
principal amount of the loan will constitute Lender’s initial service charge for 
the closing of the transaction. 

12. Wace CertiricatTes. The Borrower (1) understands that the wages to be 
paid laborers and mechanics employed in the construction of the Project are 
required by the provisions of Section 212 (a) of the National Housing Act, as 
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amended, to be not less than the wages prevailing in the locality in which the 
work was performed for corresponding classes of laborers and mechanics em- 
ployed on construction of a similar character, as determined by the Secretary 
of Labor with respect to this Project. 

Borrower agrees as a condition precedent to the advance to it of any money 
hereunder to submit to Lender, if required by Lender, (1) with each application 
for advance prior to the final application, a certificate or certificates in form 
approved by the Federal Housing Commissioner, certifying that all laborers 
and mechanics employed in the construction of the Project have been paid at 
a rate not less than the rate of wages prevailing in the locality in which the 
work was performed for the corresponding classes of laborers and mechanics 
employed in construction of a similar character, as determined by the Secretary 
of Labor with respect to this Project, and (2) with the final application for 
advance, a certificate or certificates in form satisfactory to the Federal Housing 
Commissioner, certifying that the Project has been constructed in accordance 
with the provisions of this agreement and that all laborers and mechanics em- 
ployed in the construction of the completed Project have been paid not less than 
the wages prevailing in the locality in which the work was performed for the 
corresponding classes of laborers and mechanics employed on construction of 
a similar character, as determined by the Secretary of Labor with respect to 
this Project. Borrower agrees to make and cause to be made such other certifi- 
cate or certificates in accordance with the foregoing if required at the time of 
the insuring of the 608 mortgage loan. Certificates to be furnished pursuant to 
this section shall be given by Borrower and by contractors as Lender shall 
require. 

13. As a material consideration for this agreement Borrower shall appoint 
Lender as agent for Borrower to manage the entire premises and to attend to 
the rental and collection of rental therefrom for the account of Borrower for 
the period of six years, beginning upon a date of first occupancy of any building 
upon the Project. Such appointment shall be in the form of a written manage- 
ment agreement containing provisions to be approved by Lender and providing 
for compensation to Lender equal to four per centum (4%) of the gross rentals. 
Said agreement may provide that the net proceeds of rentals shall be available 
to Lender to apply upon any obligation of the Borrower to Lender until such 
time as the permanent mortgage loan shall have been executed and insured by 
the Federal Housing Commissioner. 

14. Notwithstanding any other provisions of this agreement Lender reserves 
the right to withhold the advance of any sum or sums in excess of $63,000.00 per 
building unit (determined and adjusted in accordance with the provisions of Sec- 
tion “1” of this agreement) until such time as FHA mortgage insurance shall be- 
come effective as to the permanent mortgage. Until such time as such mortgage 
insurance shall become effective Borrower shall not be or become entitled to re- 
ceive and without the express written consent of Lender will not receive or use 
any of the loan proceeds for the purpose of directly or indirectly paying any divi- 
dends, retiring or purchasing any of its shares or the shares of any other corpora- 
tion, making any loans, paying any compensation to itself or any of its officers, di- 
rectors or shareholders, or the officers, directors, or shareholders of any cor- 
poration named in Section “2 (d)” of this agreement except that Borrower may 
pay to Herman W. Hutman for services rendered and to be rendered in the im- 
provement of said premises, such amount as it may determine to be proper not 
exceeding an aggregate of $13,336.00, and not exceeding $835.00 in any one 
month. 

15. In the event that the commitment of Federal Housing Commissioner to 
insure the permanent loan under the provisions of Section 608 of the National 
Housing Act shall not be received by Lender on or before June 30, 1949 in an 
amount equal to or exceeding $70,600.00 per building unit (determined and 
adjusted in accordance with the provisions of Section “1” of this agreement) 
Lender, at its option, may terminate this agreement and Lender’s obligation 
hereunder by notice to Borrower. Thereupon Borrower shall repay to Lender 
forthwith all sums advanced by Lender with interest thereon at six per centum 
per annum from the date of advance, together with the costs and expenses in- 
curred by Lender in connection with this agreement. 

The rights and interest of the Borrower tnder this loan agreement are not 
subject to assignment without consent of Lender. This agreement is subject 
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to change or modification as the parties hereto may subsequently agree in writ- 
It is intended that this loan agreement is made with reference to and shall 


ing. 


he construed as a Virginia contract and governed by the laws of Virginia. 
Nothing herein contained shall be deemed to establish any trust fund for the 
benefit of any person or persons not a party to this agreement, nor to impose 
any liability upon Lender to pay or be chargeable with any claims for labor or 


material. 
In witness whereof, Borrower and Lender have caused this agreement to be 
executed by their respective duly authorized officers. 
BORROWER: Surritey-DvuKe APARTMENTS, Section V, Inc., 
By Herman W. HutMan, President, 
Attest: kK. J. Presron, Secretary. 
LENDER: Investors DIVERSIFIELD SERVICES, Inc., 
By - — ——, Vice President, 
Attest: — — -, Assistant Secretary. 
STATE OF VIRGINIA, 
County of 
I, ---------.--.---..-., a Notary Public in and for the State and County 
aforesaid, do certify that Herman W. Hutman whose name as President of 
Shirley-Duke Apartments, Section V, Inc., a corporation, is signed to the writing 
above, bearing date on the 15th day of June, 1949 has acknowledged the same 
before me in my County aforesaid. 
Given under my hand this _____. day of June 1949. 
, Notary Public. 
My commission expires on the - . day of ‘ es 
STATE OF MINNESOTA, 
County of Hennepin, 88: 
ina a is. _, a Notary Public in and for the State and County 
aforesaid, do certify that ~_-._..--------~- _ whose name as Vice President 
of Investors Diversified Services, Inc., a corporation, is signed to the writing 
above, bearing date on the ______ day of June 1949, has acknowledged the same 
before me in my County aforesaid. 
Given under my hand this day of June 1949. 
Notary Public. 
My commission expires on the fe dng 
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Shirley-Duke Apartments, sec. V—Schedule A Mr. 
; ——_—_—__—— projec 


Flat roof Pitch roof Mr. 
building building The 


DSA NIh] int RMR! TN WNT 4 yi " er me Pec Yo 
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Roads and parking __ 7 a | 891 | 
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Private sidewalks : ‘ kneel 157 

Sanitary sewer hae ane 420 
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Gravel and drain tile__ é : 380 | : Mr 
Structural steel and erection. é , idl . 739 , 9 TI 
Reinforcing steel and lintels__. e has : 561 2 
Steel sash, glaze, screen and erect ‘ : | , 400 “1 
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Insulation et aia 205 i ’ 
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Weatherstrip ie a v8 16 
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Refrigerators iin ah Noes . bss se , 648 

Medicine cabinets and bath fixtures . i iain 107 | 

Kitchen cabinets ; , 188 

Set kitchen cabinets___ dei ; pid bos - tes 270 

Washing machines Dataneeextiandiine , ai i 185 

Clothes dryer alt ae ' $ dial 185 

Small tools and equipment___. : ; aeaaend 40 

Cleaning ‘ i bie pandas. ote ie 3 f 175 

Hauling 4 s bien ‘ ‘5 85 

Handling ; es ; : : ‘ sad 90 | 

Blueprinting x —_ a“ ore 15 | 

Temporary roads s Ri eeiass «beak Petts dchiaske 130 

Temporary buildings eae a . 75 

Superintendent, engineer, watchman, acc 464 

Entrances __. waasibi saved ‘ ah wae | 34 

Engineering | 

FHA fee_____ 

Legal fee 

Power temporary " . | 

Temporary heat f 75 : 
iene iry ne } - a plac 
Architect | 3e 3: 1nso’ 
Phone | 25 25 

Office equipment and miscellaneous supplies f { wou 
Insurance 356 356 ; / 
Permits | é ‘ M 
Temporary water 5 { tract 
Entertai iing boat m 
Interest on loan . ‘ aig ) ‘i $835 
Contingencies | { 

Incinerator | QE QE a 
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Mr. Bupwesky. If he had any financial interest in the Cleveland 
projects, it is news to me. I never knew it before. 

Mr. Stmon. Mr. Budwesky, turning now to paragraph 14—— 

The CuHarrman. Let me ask one more question. 

You were the attorney, were you not, for this corporation ¢ 

Mr. Bupwesxy. Which corporation ¢ 

The Cuatrman. Shirley-Duke. 

Mr. Bupwesky. Yes, sir. 

The Cuarrman. Did you draw this contract ? 

Mr. Bupwesky. I participated in the drafting of it on behalf of 
my clients and 

The Cuaimman. If you participated in the drafting of it, you 
haven’t the slightest idea of what is meant here by “other projects of 
other owners”? You haven’t the slightest idea what that means? 

Mr. Bupwesky. Oh, certainly. If you want to get into that 

The CuairMan. Just tell us frankly who the other or what the other 
projects were and who the other owners were. 

Mr. Bupwesky. Well, the only explanation I can make about that is 
that there were other—there was another project in Cleveland con- 
templated at the same time in which the proposed builders and In- 
vestors were getting bids for various classes of work; and I think 
what was meant that by Shirley-Duke and the Cleveland project 
joining their—— 

The Cuarrman. In other words, your best understanding is that the 
words “other projects of other owners” means the Cleveland projects 
that Investors and Mr. Loftus were interested in; is that right? 

Mr. Bupwesxy. I can conceive of it referring to nothing else. I 
don’t know of anything else. 

The CHarrMan. We want just the facts. 

Mr. Bupwesky. So far as I know, that is all that could possibly be 
referred to. 

The Cuatrmayn. In other words, as the attorney for Shirley-Duke 
who drew this contract that is your best judgment ? 

Mr. Bupweskxy. Well, let me say this to you: The Investors Diversi- 
fied Services were represented by Mr. Daniel E. Farr, who was their 
lawyer. 

The Cuatrman. Daniel what? 

Mr. Bupwesky. Daniel E. Farr. He is now presently engaged in 
the practice of law in Los Angeles. 

The CHarrman. I see. 

Mr. Bupwesky. I say I participated in this contract. I did to the 
extent of trying to hold down the burdens that the mortgagee was 
placing wpon the Shirley-Duke corporations as much as I could; 
insofar as to naming the conditions and terms and what these boys 
would have to live up to, they were dictated by the mortgagee. 

Mr. Stmon. Mr. Budwesky, turning to paragraph 14 of the con- 
tract, does it provide for the salary of Mr. Gordon of not to exceed 
$835 a month ? 

Mr. Bupwesxy. It did. 

Mr. Srmon. I take it there were two such contracts as to Mr. Gordon ? 

Mr. Bupwesky. That is right. 

Mr. Stmon. So that would be $1,670 a month as to Mr. Gordon ? 

Mr. Bupwesxy. That is right. 
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Mr. Stmon. There were two such contracts as to Mr. Hutman? 

Mr. Bupwesky. That is right. 

Mr. Stmon. And there were two such contracts as to Mr. Preston? 

Mr. Bupwesxy. That is right. 

Mr. Simon. When was construction of this building started? I 
don’t mean the exact date, but as near as you can give it. 

Mr. Bupwesxy. I should say some time in July of 1949. 

Mr. Srwon. And when was it completed ? 

Mr. Bupwesxy. Well, that is one of the things that made Shirley- 
Duke what it was. It was a very efficiently run job, and we were 
renting apartments 9 or 10 months after we started construction. 

Mr. Son. It was fin: ally completed in August of 1950; is that 
right? 

Mr. Bupwesxy. I should say not later than that. 

Mr. Smon. Now, by the end of 1950, by December 31, 1950, what 
dividend had been paid on this $6,000 of stock? 

Mr. Bupwesxy. Well, you may call them dividends and _per- 
haps 

Mr. Srwon. Well, what distribution was made to the people who 
owned the $6,000 of stock? 

Mr. Bupwesxy. After the project was terminated, and the final 
draws were paid over to the corporations on the mortgage loans that 
they had executed—— 

Mr. Stmon. By that you mean after Investors had been reimbursed 
out of the mortgage for everything they advanced ? 

Mr. Bupwesky. I am not in a position to tell you when Investors 
was reimbursed. The only manner in which Investors could be reim- 
bursed would be by the payment of the amounts due by the mortgagor 
or in the event they sold their mortgage. Now, what really happened, 
I think to get the thing straight in your mind, is that they had a 
conventional mortgage on there originally, and when the project was 
entirely completed, and FHA had ‘complet ted its inspection and w 
ready to insure the mortgages in conformance with its original com- 
mitments, new FHA mortgages were drawn and the original conven- 
tional mortgage was cance eled, and then Investors paid over to these 
corporations the balance of the money that had not been advanced to 
the corporations out of the amount of the loan up to that time. 

It was at that time it developed that by reason of saving a very 
substantial amount in interest during construction, because these 
projects normally ran anywhere from 18 months to 2 years to build, 
and interest here was running almost $2,000 a day, we saved a lot 
of money there. We paid the architect some $63,000 instead of 
$650,000 which would have been certainly a most foolish thing to do 
to pay a man $650,000 to design one building. 

Mr. Simon. We intend to get into the application, but at the 
moment I was trying to get the distribution prior to December 31, 
1950, and I have been furnished by the companies material which 
shows that prior to December 31, 1950, there was distribution made 
to these owners of the $6,000 of stock, $1,964,197.20. Is that correct ? 

Mr. Bupwesxy. I should s say that would be sehaehiy sir. 

Mr. Srmon. And I have information also furnished me by the com- 
panies that in 1951, and following December 31, 1950, they received by 
way of distribution from the corporations an additional $260,626.54, 
is that correct ? 
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Mr. Bupwesky. I have no reason to question it. 

Mr. Pau. Mr. Chairman? 

Mr. Stmon. If my mathematics is correct, that means that the total 
distribution to the stockholders who invested $6,000 in this corporation 
has been $2,224,823.54; is that correct ? 

Mr. Bupwesxy. Yes, sir. Now then may I—— 

Mr. Srwon. May I finish? 

Mr. Bupwesky. All right, go ahead. 

Mr. Srmon. In addition to that in the cost of construction, as shown 
by the books of these corporations, there is included as a cost of con- 
struction $899,990, made to Investors as a compensatory fee; is that 
correct ¢ 

Mr. Bupwesky. I| believe that is correct, sir. 

Mr. Stmon. And, in addition, there is included in the cost, 6 percent 
on the money which from time to time was outstanding and owing to 
Investors; is that right? 

Mr. Bupwesky. I think that is correct, sir. 

Mr. Stmon. In addition, do you know that Investors received 
premium on these mortgages of $173,075? 

Mr. Bupwesky. I have understood that they sold their mortgages 
after they were insured by FHA to a New York mortgagee at a 
premium. I don’t know what it was. 

Mr. Srtmon. We have been advised by Investors that the premium 
was $173,075. 

In addition, do you know that Investors was given a 6-year manage- 
ment contract on this building, which after { months was canceled 
and they provided for the remainder of the 6 years they would get 
114 percent of the rents? 

Mr. Bupwesky. I know that one of the conditions they imposed, in 
conjunction with this transaction, the owners would give them a 
management contract for a period of 6 years, and I also know that 
after that, the boys felt that they probably could do a better job them- 
selves, and they bought out the contract. 

The CHAIRMAN, You say they insisted upon this, Investors? 

Mr. Bupwesxy. Sure. They set up all the terms of this agreement. 
We wouldn’t have given them a rental contract if we didn’t have 
to. 

Mr. Simon. And after 4 months they stopped doing the manage- 
ment and were to get 114 percent for the remainder of the 6 years 
without doing any additional wor k, is that correct? 

Mr. Bupwesky. I think that is correct. 

The Cuarmman. What was the 114 percent for if they were going 
to do no work? 

Mr. Bupwesky. Well, they had a contract that had quite a number 
of years to run yet ata much higher rate, and they felt that they had 
a contract out of which they could operate the project at a profit, and 
they weren’t willing to give up the contract without some considera- 
tion moving to them. 

Mr. Suson. Do you know whether to this date they have received 

$121,619 on that so-called management one act ? 

Mr. Bupwesky. I assume they did. I don’t know the figures, sir. 

Mr. Stmon. If I may say for Mr. Paul’s benefit that I have added 
these figures and Investors got $1,194,684, not including 6 percent 
interest, and if that is added to the dividends that were made to 
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stockholders, the total is $3,419,407, which is the figure I referred 
to when I said to Senator Robertson it was more than $3 million. 

Mr. Pavt. Mr. Chairman, I apologize to Mr. Simon for interrupt- 
ing him and to you, but I understood him to say that there was $3 
million paid out of the mortgage money, and I have been advised 
that that is not true; that a lot of these payments were paid out of 
the operations. | 

The Cuatrman. Do you mean part of it has been as a result of a 
profit that you have made since you have been renting the apartments # 

Mr. Pav. Part of the operation. 

Mr. Bupwesxy. I would like an opportunity to explain that. | 
wanted to a moment ago. 

The Cuairman. We are going to get into that a little later because 
you asked for a rent increase and received one, so why did you ask 
for a rent increase if you were making a profit ? 

Mr. Pau. It wasn’t a profit, sir. It was capital. 

Mr. Simon. Can we defer that until later? That is all part of the 
record. 

Mr. Bupwesxy. I would like to amplify one portion of the testi- 
mony that has been developed here, largely by your making state- 
ments and getting me to say “yes” or “no,” and that is that after the 
projects were completed, and we found the substantial sums of money 
available in each corporation, there was a considerable problem as 
to just how the corporations would handle, or what they were going 
to do about this money. 

The Cramman. It never occurred to them to reduce it or pay off 
the mortgage, did it? 

Mr. Bupwesxy. I think I can explain that, sir. 

The Crarrman. Wouldn’t the proper thing to have been to have 
reduced the mortgage by that amount? 

Mr. Bupwesxy. After I finish my statement, then you will see what 
you would have done under like circumstances. 

The Cmarrman, I am sorry. 

Mr. Bupwesxy. The mortgage had been executed and was in the 
hands of not Investors—it had been sold to somebody else. ‘The 
terms of the mortgage were fixed. It was payable at a fixed amount 
per month. You couldn’t prepay that mortgage without paying a 
penalty. You were not permitted to pay more than a certain amount 
on the principal in any one year. 

The Cuamman. Wait a minute. I want to get into that, because 
we are developing a new pattern here that is very, very interesting. 

Mr. Bupwesxy. I think it is time we got to that part of it. 

The Cnamman. I want to ask a few questions about that because 
we want to be absolutely fair and we are going to get all of the facts. 

You say the mortgage precluded you from making payments in 
advance ? 

Mr. Bupwesxy. In excess of a certain amount per year. 

Mr. Sron. Did you ever ask for permission to pay greater pay- 
ments on the principal ? 

Mr. Bupwesxy. We have undertaken to 





The Carman. Who owns this mortgage now? 


Mr, Bupwrsxy. This mortgage, the last I knew, was owned by In- 
stitutional Securities of New York. 


The Cuatrman. Who was responsible for writing this mortgage 
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originally saying that you could not anticipate your payments and 
make them ? 

Mr. Bupwesky. That is in the FHA regulations, sir. They permit 
the mortgagee to set up his prepayment penalty clause and they ap- 
prove it, and the mortgagor has got to accept it. 

Now, let me say something further to you, sir 

The Cuamman. You mean FHA, the management of FHA have 
insisted and permitted these mortgages to be written on the basis that 
the borrower could not anticipate and pay the mortgage off before 
they came due? 

Mr. Bupwesky. Not unless you pay a penalty. 

The CuatrMan. For example, how large was the penalty in your 
case ? 

Mr. Bupwesky. Well, I think the penalty in this case is 1 percent to 
FHA and 3 or 4 percent to the mortgagee, which is a lot of money. 

Mr. Srmon. Incidentally, on that I take it that all of these divi- 
dends we spoke of were treated by the stockholders as long-term 
capital gains ? 

Mr. Bupwesky. They were treated by the stockholders as long-term 
capital gains after I got an advance ruling from the Internal Revenue 
Service that they could be and would be distributed on a long-term 
capital gain basis. 

Mr. Srmon. May we put the opinion in the record? 

Mr. Bupwesxy. Yes, sir. 

The CuarrmMan. Without objection, this document from the United 
States Treasury Department to the Shirley Duke Apartments will be 
made a part of the record. 

(The information referred to follows :) 

Unitep States TREASURY DEPARTMENT, 
INTERNAL REVENUE SERVICE, 
Washington, D. C., November 80, 1950. 
SuirLeY-DUKE APARTMENTS, SEcTION ITI, INc., 
Alexandria, Va. 
(Attention Mr. Carl Budwesky, secretary.) 

GENTLEMEN: Reference is made to your letter dated October 18, 1950, request- 
ing a ruling as to the status, for Federal income tax purposes, of a proposed dis- 
tribution to your stockholders. . 

It is stated that the corporation was organized under the laws of the State 
of Virginia for the construction and operation of an apartment development. 
It began construction in June 1949, which was financed by a mortgage loan of 
$1,840,000. There are issued and outstanding 100 shares of first preferred stock 
of a par value of $1 per share and 200 shares of common stock of no par value 
issued on a basis of $5 per share. 

The project was constructed by the corporation through its employees, who 
supervised the operations and let contracts for the various types of work to 
numerous contractors. Four of the stockholders were employed in this connec- 
tion, and the compensation paid to them is set forth in your letter. 

The construction has been completed, all costs have been paid, and there is 
remaining $100,000 of the proceeds of the mortgage loan which the board of di- 
rectors has transferred to capital account. It is proposed to distribute this sum 
to the shareholders in proportion to their holdings of stock. All such share- 
holders have held their respective shares for more than 6 months. 

Based upon the representations in your letter it is held that upon distribution 
the amount distributed shall be applied against and reduce the basis of the stock 
held by the receiving shareholder and shall be taxable to the recipient if, and to 
the extent that, the amount distributed exceeds such basis. The gain, if any, 
will constitute long-term capital gain in accordance with the provisions of sec- 
tion 117 (b) of the Internal Revenue Code. 

Very truly yours, 





E. D. McLArNey, Deputy Commissioner. 
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Mr. Soon. Referring to the application for mortgage insurance 
under section 608 of the Housing Act, and I have before me the appli- 
cation on section 1—do you have a copy ? 

Mr. Bupwesxy. Of the application ? 

Mr. Srmon. Yes. 

Mr. Bupwesxy. I have never seen and the corporations have never 
had a copy of the applications. 

Mr. Simon. The document I have before me purports to bear the 


signature of B. Gordon, Jr., as sponsor of Shirley-Duke Apartments, 
Inc., Section 1. 


Mr. Bupwesky. That is right. 

Mr. Suwon. Do you know whether Mr. Gordon did sign it? 

Mr. Bupwesky. May I see it? 

Mr. Stmon. Yes. 

Mr. Bupwesxy. I haven’t had a chance to look at this for a long 
time. 

This is dated in March 1949, and naturally when it refers to Shirley- 
Duke Apartments, Inc., Section 1, that refers merely to a contemplated 
corporation that FHA required you to have before you could get an 
insured loan. 

Mr. Smwon. May I ask Mr. Gordon if that is his signature? 

Mr. Gorpvon. It appears to be a copy of it. 

Mr. Bupwesky. It is a photostatic copy of the original of his signa- 
ture ; yes. 

Mr. Stmwon. You still say the corporations never saw the applica- 
tions before they were filed ? 

Mr. Bupwesky. I mean we don’t have copies of them available. I 
don’t mean to say that Mr. Gordon didn’t see the application, no. 
But we don’t have them in our files. 

Mr. Smwon. Who prepared these applications? 

Mr. Bupwesky. Now I don’t know. They were prepared in the 
offices of Inyestors Syndicate in the Tower Building at 14th and K. 
Now, I say that is a part of it that I don’t know anything about. I 
didn’t have anything to do with it and somebody else will have a much 
better answer. 

Mr. Stuon. Do you know who furnished Investors Syndicate with 
the information to put in these applications ? 

Mr. Bupwresxy. Well, I imagine that information was finally as- 
sembled by consultation, negotiation by various people there on behalf 
of Investors Syndicate; there was Mr. Loftus participated, Mr. Ridge- 
way was in here from Minneapolis, Mr. Don Ryan was in here from 
Minneapolis, Mr. Daniel E. Farr was in here from Los Angeles—just 
who was responsible for each thing in the applications, I am not in 
position to say because I didn’t write them, I didn’t have anything to 
do with them. It is not part of the legal work. 

Mr. Srvon. What you are saying is this enitre group participated in 
assembling the information that went into the application ? 

Mr. Bupwesxy. I don’t know. I will have to ask them. 

Mr. Srwon. May I ask Mr. Bros: Was this document physically 
typed in the office of Investors Syndicate? 

Mr. Bros. My memory says it was; yes. 

Mr. Simon. Did you supervise the typing of it? 

Mr. Bros. My secretary and the other girls there typed it ; yes, sir. 
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Mr. Srwon. Who gave them the information to put in the appli- 
cation ¢ 

Mr. Bros. Well, I believe there were applications written in long- 
hand that they copied. 

Mr. Sruon. By whom were they written in longhand? 

Mr. Bros. I would have to see those longhand applications. 

Mr. Srwon. Where are they ? 

Mr. Bros. I don’t know, except possibly the files of investors. 

Mr. Stwon. Mr. Crabb, could you make the longhand applications 
available to us? 

Mr. McCartrn. Yes, Mr. Simon. We have them here if you would 
like to see them at this time. 

Mr. Stuon. I would be grateful for the application on section 1. 

Mr. Budwesky, going back to the application, you will note it is 
dated March 8, 1949, or is it March 10% What is the date of that 
application ? 

Mr. Bupwesky. The one I have here is—— 

Mr. Srwon. In the upper left-hand corner. 

Mr. Bupwesxy. Section 1, March 10. 

Mr. Srvon. And there is an FHA filing stamp indicating it was 
filed March 11, 1949; is that right? 

Mr. Bupwesky. “Received $3,880, March 11, 1949.” 

Mr. Stwon. On March 11, 1949, who is the owner of the real estate 
on which the Shirley-Duke projects were built ? 

Mr. Bupwesky. Allen Hills Corp. 

Mr. Stuon. And who had a contract to buy the real estate ? 

Mr. Bupwesky. There was a contract negotiated with Jay Charlie 
Lewis, which he had assigned to Investors Diversified Services. 

Mr. Stmon. I call your attention to page 2 of the document, sched- 
ule A. 

Mr. Bupwesxy. Before we go over on page 2, Senator Capehart 
indicated certain interest in some observation I made about penalties 
awhile ago when we were discussing and he asked me why we didn’t 
pay iton the loan. May I complete that thought? 

I wasn’t permitted to do it before and I would like to, if I may. 

The Cramman. Will you answer this other question first and then 
I want you to answer that. Answer this question first. 

Mr. Srwon. Referring to sources of equity, and underneath that it 
says “Bryan Gordon, Jr., land,” and then the figure is $84,725; is that 
correct ¢ 

Mr. Bupwesky. Let me see, “Bryan Gordon, Jr.,” the one I have 
shows on top “$22,000.” And then below that, “notes receivable,” or 
something, “$84,715 

Mr. Srmon. Isn’t the $22,000 under a column headed “Cash”? 

Mr. Bupwesxy. That is right. I am sorry. I was only looking 
over in the total column. I didn’t see this over here because the stamp 
is over it. 

Mr. Srwon. Under where it says “land,” doesn’t it say “$84,725” ¢ 

Mr. Bupwesxy. That is right. 

Mr. Stwon. What do you understand was meant by “Sources of 
equity, Bryan Gordon, Jr., land, $84,000” ¢ 

Mr. Bupwesxy. Well, I will tell you: This original application was 
filed with FHA to obtain, at that time it was contemplated that we 
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would have the normal FHA commitment to insure advances made on 
the loan during construction. 


Mr. Suwon. What I am trying to find out 
Mr. Bupwesxy. I know what you are trying to find out, but I want 
to get the thing straight in your head because you have a different idea 


about it than the actual facts are, and I would like to be permitted to 
tell them. 


The CHarrmMan. You go ahead and tell them. 

Mr. Bupwesky. We, as I say, filed this application, and the idea of 
everybody was that we would have the normal FHA commitment to 
insure the advances on the loan and to insure the mortgage instrument, 
note or bond, after the completion of the project. 

In that type of situation, the FHA required certain equity be shown 
because they were going to only insure for 90 percent—not of the cost 
of the project—cost never entered into the picture—90 percent of 
FHA’s estimate as to the replacement cost of that property, if you 
had to do it over again after it was once built. 

So they required, before they would issue their commitment under 
those circumstances, that certain equity be shown. If there were any 
offset improvements that were not on the property, covered by the 
mortgage, you had to put up cash for it. You had to put up your 
mspection fee, and you had to provide that 10 percent differential in 
one way or another. 

Now, if you were not going to pay the full amount to the architect, 
you could list how much you were going to pay him in cash and you 
could take credit as against that 10 percent for what you were not 
going to pay him in cash of that 5 percent fee. 

The CuarrMan. In other words, you could take credit for some- 
thing you didn’t actually pay out? 

Mr. Bupwesxy. That is right, and you could do the same thing on 
the builder’s fee. 

Now, if we had not changed from the normal FHA commitment to 
insure the advances during construction to a commitment for insurance 
after compleétion, then these equity requirements set up in this applica- 
tion would have to have been met before the commitment would have 
been issued, but, when the application was changed from one for in- 
surance during construction, to one for insurance after completion, 
the equity features of FHA requirements went out the window; they 
were not required, and they are not stipulated as a requirement in the 
condition of FHA in their commitment in these cases. 

Mr. Srmon. I say to you again, Mr. Budwesky, what is the mean- 
ing of “Bryan Gordon, Jr., Land, $84,725”, in this application ¢ 

Mr. Bupwesky. I should say that what is meant by that is that in 
the applications a certain valuation was put upon the land that was 
going to be a part of this project. 

Mr. Srwon. And in this particular one the value was $84,725, is 
that right? 

Mr. Bupwesky. I think so. 

Mr. Srwon. Isn’t that what it says? 

Mr. Bupweskxy. Yes, that is what it says. 

Mr. Srwon. Doesn’t it also say that Bryan Gordon, Jr., owns that 
land that is valued at $84,725 ? 
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Mr. Bupwesxy. I don’t think it says that. It merely says that 
Bryan Gordon would own that land, or he would have to show that 
he owned it before the commitment to insure was issued. 

Mr. Sraon. Where does it say that he would get it before the com- 
mitment was issued ? 

Mr. Bupwesky. I mean he would have to show it. You would have 
to show that. You would have to deposit cash, or you would have to 
establish definitely all of the things that are shown before the commit- 
ment was issued, if you were going to have a loan where the advances 
were insured during construction. 

All we had to do was to meet what we represented here before the 
commitment would be issued. It doesn’t necessarily mean that it had 
to be in being on the day you filed your application. That might be 
a very foolish things to do in many instances. 

Mr. Srmon. In these 6 applications, Mr. Budwesky, is it a fact that 
the total valuation put on the land was $505,499 ? 

Mr. Bupwesxy. It could. I don’t know. I have made no compu- 
tation. 

The Cuatrman. What did the land cost originally ? 

Mr. Bupwesky. The land was bought at acreage. 

The Cuatrman. How much did you pay for it ? 

Mr. Bupwesky. The land—I think it has been testified to—cost 
$178,000, but that hasn’t anything to do with it. Land has a value 
for its use. This land was going to be used for apartment houses, not 
for cornfields. 

Mr. Suwon. But not only did you not pay $178,000 for it, but you 
hadn’t even completed the transaction at the time of these applications, 
isn’t that true? 

Mr. Bupwesky. No. I don’t think it is contemplated—that repre- 
sentation wasn’t made to the FHA at the time the application was 
made that we owned the land. 

Mr. Stwon. But you signed the application in February to purchase 
the land and finally paid for the purchase price in June ¢ 

Mr. Bupwesxy. That is right. 

Mr. Stmon. And yet in March FHA was told that land which you 
were going to buy for $178,000 had a value of $505,499; is that right / y 

Mr. Bupwesxy. That is exactly right, and there isnt’ anything 
wrong about that either. 

Mr. Srwon. What I still want to know is the basis on which Bryan 
Gordon says he was going to put up land of $84,000 value and cash of 
$22,000. 

Mr. Bupwesky. Well, if we had gone through with the original 
plan, that would have to be—— 

The CuarrMan. Let’s have our time here. You didn’t go through 
with it. 

Mr. Bupwesky. So I don’t understand why we bother with it at all. 

The Cuamman. You filed an application with FHA in which they 
made a commitment to insure a mortgage; isn’t that correct / 

Mr. Bupwesxy. They didn’t make it on that representation. 

Mr. Stwon. On what representations did they make it ¢ 

Mr. Bupwesky. They made it on the basis of the application, but 
the question of equity, etc., was not a part of the consideration when 
they issued the commitment. If it had been, those things would have 
been part of the conditions. 
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The Carman. What good was that document? If they didn’t 
issue it on that document, what good was the document? Why did 
you file it ? 

Mr. Bupwesxy. We had to file it in order to get them to consider the 
application. 

The Caarman. When you filed it, why didn’t you file it truthfully ? 

Mr. Bupwesky. We did. 

The Cuarrman. Do you mean to tell me that Gordon owned $94,000 
of that land ? 

Mr. Bupwesxy. No; but I mean to tell you that Gordon, what is rep- 
resented there, would have had to have been shown to be true before 
the commitment was issued. 

Mr. Stmon. You never filed an amended application, did you? 

Mr. Bupwesky. I don’t know what was filed, but something must 
have been filed to switch from a normal insurance during construction 
commitment to a commitment after completion. 

The CHatrMan. We want to be absolutely fair here. I hold in my 
hand an application that Shirley-Duke made to FHA. 

Mr. Bupwesky. Yes, sir. 

The Cratrman. Rather Investors Syndicate, I guess; both of them 
made it—they made it as the mortgagee’s application, and you show 
here that Bryan Gordon, Jr., owned $94,952 worth of land: Did he 
own $94,952 worth of land? 

Mr. Pauw. Mr. Chairman? 

The Cuatrman. Mr. Gordon is here for himself. I want to ask Mr. 
Gordon: Mr. Gordon, did you own $94,953 worth of land when that 
application was filed ? 

Mr. Gorvon. I had a verbal agreement that I would have that land; 
in other words, a verbal contract. 

The CHatrman. Who was the verbal contract with ? 

Mr. Gorvon. The verbal contract was with the group that was oper- 
ating here. 

The Cratrman. The group? What were the names of the group? 

Mr. Gorpon. Investors Diversified Services. 

The Cuarrman. Who did you understand at that time that this ap- 
plication—who did you understand owned the land at that time? 

Mr. Gorvon. At that time it was under contract ownership in the 
name of Jay Charlie Lewis. 

The Cuarrman. Under contract in the name of Lewis, and who held 
the option to it? 

Mr. Gorpon. And the contract was assigned to Investors Diversified 
Services; Investors Diversified Services were to be a half interest 
owner in this project. 

The Cuamman. But you filed an application that you owned it. 

Mr. Gorpvon. And I had an agreement that I would own it. 

The Cuarmeman. A verbal agreement ? 

Mr. Gorvon. That is right. 

The Cuarrman. Did you so state that in your application to FHA? 

Mr. Gorvon. There is no place to state that that I know of. 

The Crarrman. No place to state it? 

Mr. Gorpon. That is right. 

Mr. Srwon. Mr. Gordon, you say at the time this application was 
filed, Investors was to have a 50-percent interest in this project? 


ee Re as 


ct A i te Pane 


jn cas 
Mr 
Mr 
Mr 
Mr 
Mr 
Mr 
Mr 
we Cé 
toget 
of m 
Mi 
were 
Mi 
Mi 
Mi 
oreal 
= Th 
Mi 
woul 


T } 


thro 
M 
ing 1 
M 
certé 
to be 
the t 
M 
sum: 


M 


agre 
the | 


didn’t 
hy did 


der the 
fully ? 
394,000 


is rep- 
before 
if 


yr must 
uction 


in my 


‘them 
show 


id he 
‘kk Mr. 
1 that 


land; 


oper- 
‘oup ? 
is ap- 
? 
n the 


y held 
sified 


erest 


FHA INVESTIGATION 


Mr. Gorpon. I believe that is correct. 

Mr. Simon. Is that stated anywhere in the application ¢ 

Mr. Gorpon. Not to my knowledge. 

Mr. Suwon. It says here that you were going to put up $22,000 
in cash. Did you contemplate putting up $22,000 in cash? 

Mr. Gorvon. I probably put up that much, and much more, 

Mr, Simon. You did? 

Mr. Gornon. Yes. 

Mr. Suwon. Of your own money ¢ 

Mr. Gorvon. Of my own money. 

Mr. Semon. When and where? 

Mr. Gorvon. If you want a lesson in building one of these things, 
we can sit down and go into it, but it took many months to put that 
together and it took a Tot of people to put it together, and it took a lot 
of money to pay those people to put it together. 

Mr. Srwon. But you did contemplate on March 10, 1949, that you 
were going to put $22,000 in cash into this project ? 

Mr. Gorpon. I contemplated putting more than that. 

Mr. Stwon. On March 10, 1949? 

Mr. Gorvon. If the project went through, I would have to put a 
great deal more than that in. 

The CHatrman. Are you talking about investment capital or loan ? 

Mr. Gorvon. He asked me if I would have to put the money in. I 
would have to spend the money. 

The Cuamman. You would spend it and get it back later. It would 
be returned to you later? 

Mr. Gorpon. Provided the thing went through. If it didn’t go 
through it was lost. 

Mr. Srwon. Mr. Gordon, is the testimony we have had this morn- 
ing wrong that Investors was to put up all the money # 

Mr. Gorvon. Investors had agreed to put up all of the money on 
certain parts of the transaction, but there were other things that had 
to be done that required time and money. Between February 25 and 
the time this project started, we worked almost continuously on that. 

Mr. Simon. After March 10, when this application was filed, what 
sums did you contemplate spending that Investors would not finance / 

Mr. Gorpon. Whatever my costs happened to be. 

Mr. Stmon. What costs ¢ 

Mr. Gorvon. Cost of doing the work necessary to get this project in 
shape to go ahead. 

Mr. Srmon. Wasn’t Investors to finance that? 

Mr. Gorpon. They were to advance portions of it, but they never 
agreed to pay us for any of our expenses or any of our work unless 
the project carried on to completion. 

Mr. Simon. Following March 10, 1949, did you put up a dime on 
this project, other than the $1,000 of stock in each of these companies ¢ 

Mr. Gorpon. Yes. 

Mr. Stwon. And was that money reimbursed to you by Investors? 

Mr. Gorpon. No. 

Mr. Stmon. What was that money ? 

Mr. Gorvon. It was all of the expenses which I had in connection 
with this, 

Mr. Suwon. What were those expenses ¢ 
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Mr. Gorvon. I can’t give you exact expenses from memory. 

Mr. Srwon. Do you hur any records that show what they are? 

Mr. Gorvon. I probably have some records to show the cost of a lot 
of this work that was done in connection with this application, be- 
cause the majority of that work was done by men in the employment 
of Mr. Preston, Mr. Hutman, and myself. We had to pay those men. 

Mr. Smron. Can you furnish us wth the records of expenditures 
that you made following March 10, 1949, that Investors didn’t 
finance? 

Mr. Gorpon. It would be very difficult for me to pick them out as 
exact expenditures, but I could show you my books for what they are 
worth. ‘They show every expenditure which I had and we could prob- 
ably establish that a great deal of that was done purely and simply 
for this project. 

The Cuarrman. Were you ever reimbursed for it? 

Mr. Gorvon. No. 

The Cuarrman. You never were reimbursed for it? 

Mr. Gorvon. To my knowledge, I was not. 

The Cuatrman. You just did it out of the goodness of your heart? 

Sone Gorpon. No. I did it because I wanted to see this project go 
ahead. 

The CHamman. Why weren’t you reimbursed ¢ 

Mr. Gorvon. That was just part of my job in getting this thing 
together. 

The Cuarmman. Did you—you answered that question—you say 
you did not own the land that you so designated you did own in this 
application ? 

Mr. Gorvon. I said I owned the land under a verbal contract. 

Mr. Srwon. You owned it or you thought you had a verbal contract 
to buy it? 

Mr. Gorvon. I said I owned it under a verbal contract. 

Mr. Suwon. Did you own it under a verbal contract ? 

Mr. Gorvon. That is right. 

Mr. Simon. Had you paid for it? 

Mr. Gorpon. No. 

The Cuamman. How much did you agree to pay for it? 

Mr. Gorvon. I agreed to pay a proper percentage of the original 
cost. 

The Cuarrman. Of $173,000? 

Mr. Gorvon. That is right. 

The Cuarrman. Why did you put it in at $94,000? 

Mr. Gorpvon. Because that is what we valued the land at. I never 
bought a piece of ground yet that I didn’t think I bought it for less 
than it was worth. 

Mr. Simon. As a matter of fact, the six corporations paid the total 
purchase price of this land; isn’t that right? 

Mr. Gorvon. That is correct. 

Mr. Suwon, And they only got roughly 96 of the 118 acres; is that 
right ? 

Mr. Gorvon. I wouldn’t say that is correct. That is all probably in 
their name now. 

Mr. Srmon. And some 5 or 6 acres went to a school district, but 12 
acres was sold; is that right? 

Mr. Gorpon. Twelve acres was sold? 
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Mr. Simon. Yes. Aren’t 12 acres of this tract now used for a 
shopping center? 

Mr. Gorton. Approximately 11 acres, I believe. 

Mr. Stmon. Who owns that 11 acres now ? 

Mr. Gorvon. I own a 50 percent interest in it. 

Mr. Stmon. Who owns the other 50 percent ? 

Mr. Gorpon. Mr. Calvin O. Black. 

Mr. Simon. From whom did you acquire that 11 ‘acres ? 

Mr. Gorvon. That was acquired from—the deed came from Jay 
Charlies Lewis. 

Mr. Simon. Who did you pay for that land? 

The Cuarrman. Will you speak up a little, please ¢ 

Mr. Gorpon. The deed was acquired from Jay Charlie Lewis. 

Mr. Stwon. Who did you pay for the land? 

Mr. Gorvon. Who did we pay for it? 

Mr. Srmon. Yes. 

Mr. Gorpon. There was no payment made. 

The CHAIRMAN. You mean it was given to you free? 

Mr. Gorpvon. It was given to us for services rendered and services 
to be rendered. 

Mr. Stmon. Who were those services to? 

Mr. Gorpon. The Shirley Duke Apartment project. 

Mr. Stmon. Investors advances the total purchase price of this land ; 
is that right? 

Mr. Gorvon. For the apartment project, that is right. 

Mr. Srmon. And the total purchase price was charged against the 
six corporations; is that right ¢ 

Mr. Gorvon. That is correct, I believe. 

Mr. Stmon. And Investors was reimbursed for the total purchase 
price out of the loan which was paid by the FHA-insured loan; is 
that right? 

Mr. Gorpon. They were repaid their entire construction loan; yes. 

Mr. Srwon. That included the $178,000 that went for the land; 
isn’t that right? 

Mr. Gorvon. That is right. 

Mr. Stmon. And you and Mr. Black ended up owning the 11 acres 
on which there is a shopping center; is that right? 

Mr. Gorpon. That is right. 

Mr. Srmon. Is that shopping center held by a corporation ? 

Mr. Gorvon. No. 

Mr. Smmon. You and he individually own it? 

Mr. Gorpon. I believe that is correct. I think it is in the name of 
a trustee, I believe, and leased for 99 years. 

Mr. Srwon. The trustee leased it to whom ? 

Mr. Gorvon. Gordon-Hutman Corp. 

Mr. Stmon. To the Gordon-Hutman Corp. 

Mr. Gorpon. Yes. 

Mr. Stmon. And who are the stockholders of the Gordon-Hutman 
Corp.? 

r. Gorpon. Just a minute; that land is in Black’s and Gordon’s 


names. 
Mr. Srwon. The land is in the name of Black and Gordon ? 


Mr. Gorvon. That is right. 
Mr. Srwon. And it is leased by them to the Gordon-Hutman Corp. ? 
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Mr. Gorpon. That is right. 

Mr. Stmon. What is the rental? 

Mr. Gorvon. I don’t remember exactly. It is a sliding scale. 

Mr. Sraon. What is the sliding scale? 

Mr. Gorvon. I don’t remember. I can get you exact figures, though. 

Mr. Suwon. Mr. Hutman, do you know the rental ? 

Mr. Hurman. No; I wouldn’t trust my memory on that. We have 
records of it. 

Mr. Simon. Who are the stockholders of the Gordon-Hutman Corp. ? 

Mr. Gorvon. Mr. Hutman, myself, and our wives. 

Mr. Srwon. Is Mr. Preston part of that? 

Mr. Gorpon. No. 

Mr. Simon. Just you and Mr. Hutman and your wives; is that 
right ? 

Mr. Gorvon. And Investors Syndicate. 

Mr. Simon. How much stock do they own in this shopping center 
company ¢ 

Mr. Gorvon. A third, approximately. 

Mr. Simon. Sorry? 

Mr. Gorpvon. One-third, approximately. 

Mr. Sraon. And you and your wife owns a third? 

Mr. Gorpon. That is right. 

Mr. Sion. And Mr. Hutman and his wife own a third ? 

Mr. Gorpon. To the best of my memory. 

Mr. Sr=won. What was the capital of that corporation ? 

Mr. Gorvon. I don’t remember, but we put quite a bit of money in 
it. I don’t know how much it is capitalized. 

Mr. Simon. Did Investors put any money into it ? 

Mr. Gorvon. They made a mortgage on it. 

Mr. Srwon. They made a mortgage on it, and did they put up any 
money for their one-third of the stock ? 

Mr. Gorvon. I believe they paid their one-third of the stock. 

Mr. Simon. Is this one of the corporations with $1,000 capital ? 

Mr. Gorpon. I told you I don’t remember how much it is capitalized. 

Mr. Simon. Who organized that corporation ? 

Mr. Gorvon. Mr. Budw esky. 

The Cuairman. Do you remember, Mr. Budwesky, what the capi- 
talization is? 

Mr. Bupwesky. I think it is about $2,000 of common stock. 

The CuatrmMan. Two thousand of common? 

Mr. Bupvwesky. Yes, they own the land. 

The Cuamman. Did the FHA insure the mortgage ? 

Mr. Bupwesxy. No. FHA had nothing to do with it. It is not 
financed by FHA. Asa matter of-—— 

Mr. Srmon. It couldn’t be, being commercial property. 

Mr. Gorvon. It could be. 

Mr. Bupwesky. There are some commercial properties financed by 
FHA in connection with housing projects. 

Mr. Simon. Did Mr. Hutman and Mr. Gordon put into that com- 
pany that they took out of the Shirley-Duke companies? 

Mr. Bupwesxy. Well, they put their money in. I suppose you 
might say some of it came out of there. I know they had a couple 
of hundred thousand dollars invested in buildings down there before 
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they undertook to get any mortgage on this. Then when they under- 
took to get a mortgage they had to give up a third interest of the 
equity. 

Mr. Srwon. What is the name of the shopping center ? 

Mr. Bupwesky. Shirley Duke shopping center. 

Mr. Suwon. $2,000 worth of capital and Investors paid—— 

Mr. Bupwesky. I think if it is of any interest to you, there is a 
$550,000 mortgage they put up. 

Mr. Srwon. Mr. Hutman and Mr. Preston loaned the company 
money ¢ 

Mr. Bupwesxy. Mr. Preston is not involved. 

Mr. Simon. Mr. Gordon and Mr. Hutman loaned the company some 
cash ¢ 

Mr. Bupwesky. Yes. They had buildings in there. There was a 
substantial part of the property developed before they got a mort- 
gage on it. 

Mr. Srmon. Do you know what the rent is? 

Mr. Bupwesky. Ground rent? 

Mr. Srmon. Yes. 

Mr. Bupwesky. My recollection is it is $20,000 a year. 

Mr. Simon. Is it asliding scale? 

Mr. Bupwesxy. I think after—it is provided in later years the 
rental will be increased. I think the rent was put low in the initial 
years, because they realize that the owners would have to amortize 
the mortgage and I think after they figured maybe a 15-year period 
the mortgage would be paid off and the rent on the land increases. 
I don’t know exact details, but I know the rental of the land there 
does increase. 

Mr. Srwon. Is it your recollection that Mr. Black and Mr. Gordon 
got this land free, and they are now getting $20,000 a year rent, which 
increases ¢ 

Mr. Gorpvon. He did not get it free and I didn’t say we got it free. 

Mr. Srron. You didn’t pay anything for it? 

Mr. Gorvon. Yes, we did. 

Mr. Simon. How much did you pay ? 

Mr. Gorvon. We didn’t pay any money, but we paid services. 

The Cuamman. What kind of services ¢ 

Mr. Gorpon. Zoning work on it. 

The Cuatrrman. Will you speak a little louder, please ? 

Mr. Gorvon. Getting it properly zoned, getting it set up for a shop- 
ping center, because you needed stores there for the apartments. 

Mr. Srwon. Did you do that work after you knew you were going 
to be the owner of the land ? 

Mr. Gorpon. That isright. Some of it before and some after. 

Mr. Srwon. But you knew you were going to end up owning the 
land when you did this work ? 

Mr. Gorpon. When we did some of it. 

Mr. Simon. Mr. Gordon, I show you a handwritten application for 
an FHA commitment, and ask you if you know whose handwriting 
that is? 

_ Mr. Gorpnon. No. I can’t say that I do know whose handwriting 
it 1s. 
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Mr. Srwon. Mr. Budwesky, do you know whose handwriting 
that is? 

( No response. ) 

Mr. Smaon. Mr. Bros, do you know whose handwriting that appli- 
cation is written by ? 

Mr. Bros. I will have tosee it first. 

The Cuarmman. Show it to Mr. Bros. 

Mr. Bupwesky. I don’t think all of it is in the same handwriting. 

The CuatrrmMan. Can you identify any of that handwriting? 

Mr. Bupwesky. I think I can identify some of it. One person 
didn’t write everything that is on it. 

While he is trying to do that, Mr. Simon 

The Cuarrman. It oughn’t to take but a minute. He ought to be 
able to look at it at a glance and tell whether it is his or not. 

Mr. Bros. My handwriting is up here. 

Mr. Srmwon. Whose handwriting is on pages 2 and 3, which is what 
we are particularly interested in? I might ask you first, Mr. Bros, 
you testified a moment ago that the typewritten applications that we 
have here were typed by your girls from a handwritten application. 
Is that the handwritten application from which the application on 
section 1 was typed ? 

Mr. Bros. Mr. Simon, that has been 5 years. I can’t say whether it 
was. If they were compared, that is probably what it was. There are 
different handwritings and I would say that this handwriting here, to 
the best of my knowledge, would be Don Loftus. 

Mr. Srwon. By “this handwriting” you are referring to the part 
that is under equity capital that said Mr. Gordon was putting up 
$84,000 of land? 

Mr. Bros. Yes, sir. 

Mr. Suwon. And who—— 

Mr. Bros. I don’t recognize these figures here. 

Mr. Simon. That ison page—— 

Mr. Bros. I have some of it where I made erasures and corrections. 
I went over these with an adding machine for mathematical errors and 
there are many places 

Mr. Son. Mr. Bros, under “Resources,” in the upper left-hand 
corner of page 3 it says “the total equity” in this corporation was going 
to be two-hundred-and-ninety-three-thousand-some-odd dollars. 

Mr. Bros. Page 3—— 

Mr. Srwon. Page 3, the upper left-hand corner; what is the amount 
of total equity shown there under “Resources?” 

Mr. Bros. $313,402. 

Mr. Srwon. Whose handwriting is that in? 

Mr. Bros. The figures are awfully hard to tell what handwriting. 

Mr. Soon. Actually there was only $1,000 of equity in this cor- 
poration, wasn’t there? 

Mr. Bros. The testimony has been that there was $1,000 stock; yes, 
sir. 
Mr. Srwon. And the only assets the corporation ever had were the 
stock and the mortgage loan proceeds; isn’t that right? 

Mr. Bros. As far as I know, that is correct. 

Mr. Srwon. The application you have in your hand shows the re- 
sources to consist of a full mortgage loan proceed, plus $313,000 of 
equity; is that right? 
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Mr. Pavt. Isn’t that under the title “Proposed Setup” ? 

Mr. Bros. I was just going to ask—up here this is torn out. What 
does it say at the top? 

Mr. Paut. It says “Proposed Setup.” It doesn’t say they had it. 

Mr. Srwon. They were going to have it, that is right, but it says 
they are going to have the full proceeds of the mortgage plus $313,000; 
is that right? 

Mr. Bros. I would have to study it more. I can’t tell you that 
offhand. Ihaven’t seen one of these applications for many years. 

Mr. Stmon. Do you know whose handwriting that is in or who sup- 
plied those figures ? 

Mr. Bros. The figures were made up on the portion of the applica- 
tion which Investors didn’t sign for, the mortgagor’s application, by 
the builders, Mr. Loftus—I was in the meetings. I have no technical 
knowledge to produce figures like that. I wrote some of the figures 
down. I think my secretary wrote some of the figures down that were 
given to us. 

Mr. Suwon. At the time this document was prepared, was it con- 
templated that Investors would own 50 percent of the equity ? 

Mr. Bros. As I remember, that was the contemplation. 

Mr. Stmon. Was an amended application ever filed? 

Mr. Bros. I would have to see the Investors files. 

Mr. Simon. So far as you know, was an amended application ever 
filed to advise FHA that this equity was not going to be put in? 

Mr. Bros. I am not going to rely on my memory any more. The 
last time I was talking to you gentlemen I did my best and I find I 
made some errors. I want documents or something else. I am trying 
to give you the best that I possibly can. 

Mr. Snaon. All we know, of course, is that there are no amended 
applications in the FHA files, but I was hoping you could tell us 
whether there had been any amended applications filed or prepared. 

Mr. Bros. You would have to get that from Investors. I don’t 
remember these things. 

Mr. SIMON. Referring to the first page, Mr. Bros, under the mort- 
gagor’s ; application—this is the mortgagor’s part, it says “Corres- 
pondence should be addressed care of Investors Syndicate, 311 Tower 
Building.” 

Mr. Bros. That isright. That is my handwriting. 

Mr. Stuon. Why was the mortgagor to be addressed in care of In- 
vestors Syndicate ? 

Mr. Bros. Because I think all of the work was being done up there, 
the meetings were up there, and there were three different addresses 
and it was easier to get any correspondence there, and in addition to 
that, the mortgagee always had to treat with the FHA. The builder 
couldn't treat directly with the FHA. 

Mr. Suwon. If you will turn to the last page, and it says in the 
printed part of the application : 


The undersigned proposes to furnish assurance of completion of the project 
construction— 


the last page about three lines from the bottom—the printed part says: 


The undersigned proposes to furnish assurance of completion of the project 
construction in the form of— 


do you find that? 
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Mr. Bros. Yes, sir. 
Mr. Simon. Then there is a blank space, and in the blank space is 
typewritten— 


See letter from Investors Syndicate dated March 8, 1949. 


Mr. Bros. That is right. 

Mr. Srmon. Do you recall what that letter was? 

Mr. Bros. No, sir. That came up the other day and I gave the 
answer to the best of my ability. I would have to see those letters. 

Mr. Suwon. Did Investors write a letter indicating that it would 
guarantee the completion of the building, or furnish assurance of 
completion of the project ? 

Mr. Bros. I testified last week that solely on memory, Investors had 
written such letter and I think in that letter they said something about 
taking second preferred stock or something like that. I do not have 
the letter. 

Mr. Stwon. Is that the letter to which you refer ? 

Mr. Bros, It would appear that it is; yes, sir. 

Mr. Suwon. Is there anything in there about second preferred stock ? 

Mr. Bros. I haven’t finished ‘reading it yet. 

Mr. Stmon. While you are reading that, I would like to ask Mr. 
Gordon; Mr. Gordon, who is Mr. Sonnenblick ? 

Mr. Gorvon. I don’t know the gentleman. 

Mr. Suwon. Do you know how his name happens to be on this appli- 
cation that you signed ? 

Mr. Gorvon. I can only surmise. 

The Cuatrman, What is your surmise ? 

Mr. Gorpon. I presume they felt we needed additional sources of 
capital on that application, that his name 

The CHatrman. Who needed it? Who surmised that they needed 
extra sources of capital 

Mr. Gorpon. I say I surmised that the application would need ad- 
ditional sources of capital to comply with the FHA 10-percent re- 
quirement, when this application was submitted as an application 
for insurance during construction, and they felt that this man 

Mr. Simon. Who is “they”? 

Mr. Gorvon. “They” is Mr. Loftus, Investors Syndicate, whoever 
were in the proceedings and making up these applicants. Therefore, 
they selected this man as a possible additional souce of capital, if it 
was needed. 

The & HAIRMAN, You don’t know the man, never heard of him ? 

Mr. Gorpon. Never saw him in my life. 

Mr. Simon. Mr. Gordon, on an application that you signed it says 
that Mr. Sonnenblick is going to put up $181,783. Where did you get 
that information. 

Mr. Gorpvon. Where did I get the information ? 

Mr. Simon. Yes. 

Mr. Gorpon. I didn’t put the information down on there. 

Mr. Suwon. You signed the application. 

Mr. Gorvon. That is right. 

The Cuatrrman. You signed the contract. 

Mr. Gorvon. That is right. 

Mr. Suwon. Did you know that was in there when you signed it? 

Mr. Gorpon. Yes. 
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Mr. Stmon. And you had never met the man? 

Mr. Gorpon. No. 

Mr. Sruon. You had no notion of whether he had $181,000 or not ? 

Mr. Gorpon. I didn’t have the slightest idea 

Mr. Simon. Did you know that such a man existed ? 

Mr. Gorvon. No; not for certain. 

The Cuartrman. Do you know today whether such a man does exist ? 

Mr. Gorvon. I have never spoken to him. 

T aes HAIRM - Do you think it isa phony ? 

Mr. Gorvon. I don’t imagine he is a phony because I understand 
he was very much upset when his name appeared in the paper. 

The CHamman. His name was used without his knowledge ? 

Mr. Gorpon. I don’t know whether he had knowledge of that—— 

The Cuarrman. Who is the gentleman that was upset ? 

Mr. Gorvon. This Mr. Sonnenblick. 

The CHamrman. Who is he? You said you didn’t know him. 

Mr. Gorpon. I never spoke to him. 

The Cuamman. Whois he? 

Mr. Gorpon. I don’t know. 

The Cuarrman. How do you know he was upset ? 

Mr. Gorvon. Mr. Bros told me he was upset. 

Mr. Bros. I heard it. I heard he was called. 

The Cuarrman. Who is this gentleman ? 

Mr. Bros. I never heard of Mr. Sonnenblick either. 

The CuamrmMan. Does any one of you eight or nine gentlemen—does 
anybody here 

Mr. Sron. Mr. Crabb apparently. 

The Cuarrman. Who is he, Mr. Crabb? 

Mr. Crars. Mr. Sonnenblick is a wealthy real-estate broker in New 
York City. 

The Cuarrman. Is a wealthy real-estate broker in New York City? 

Mr. Craps. Yes, sir. 

Mr. Srmon. Did he know his name was in this application when it 
was filed? 

Mr. Crass. I cannot say. I was not present at the drafting of that. 

ut Mr. Sonnenblick is a thoroughly responsible man, probably worth 
2 or 3 million dollars. 

The Cuatrman. He could be worth $700 million, but if he didn’t 
know his name was being used—Mr. Crabb, was this a phony ? 

Mr. Crass. I don’t think so. I think he knew it was being used. 
He may be eh but my guess is he knew his name was being used. 

The Cuarman. Did he ever intend to put the money in? 

Mr. Craps. If necessary, he was able to do it. 

The Cuatrrman. What is that? 

Mr. Crass. If necessary, he was certainly able to do it. 

The Cratrrman. For putting up $181, 000, what was he to get in 
return ? 

Mr. Crass. So far as I know, I don’t know of any compensation. 

The Cramman. You mean just do it out of the goodness of his 
heart ? 

Mr. Crass. Yes, sir. 

The Cuarmman. Gentlemen, I am flabbergasted. Maybe it is because 
it is 12 o’clock. You gentlemen have got me. 
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Mr. Srwon. Do you know whether Mr. Sonnenblick authorized the 
use of his name in this application, Mr. Bros? 

Mr. Bros. I was going: 

Mr. Crars. I want to make it perfectly clear that I had nothing 
personally to do—— 

The Cuamman. I understand this, and in all fairness to everybody— 
even the man that signed the application, Mr. Gordon, says he didn’t 
know his name was in there and he didn’t know anything about him 
either. Yet he signed the application. 

Now, gentlemen, the record ought to show we are talking about an 
application that you gentlemen made to FHA, asking FHA to agree 
to insure on completion 

Mr. Gorvon. No; beg your pardon, insure on advance. 

The Cuarrmman. Insure what? 

Mr. Gorpon. Insure upon completion. 

Mr. Pau. The application doesn’t so state. 

The Carman. I don’t care whether it is on completion or how 
do you want to say it ? 

Mr. Gorpon. On advances. 

The Cuarrman. On advances—I don’t care which way it is. The 
record ought to speak for itself. The fact remains that the testi- 
mony is developing here that it is not a true statement. You gentle- 
men have used the name of a man and say he is going to put up 
$181,000 and none of you say who he is. 

Mr. Bupwesxy. I didn’t say I didn’t know who he is. 

The Cuarrman. Well then you tell us what you know about it. 

Mr. Bupwesky. Mr. Loftus conferred with Mr. Sonnenblick during 
the negotiations, and the preparation of these applications, and it was 
Mr. Loftus who used Mr. Sonnenblick’s name and I have every reason 
to assume that he used it fully and completely with Mr. Sonnenblick’s 
permission. Now, I might say-— 

The Cuamman. Let me ask you this: Did Mr. Loftus own any of 
the common stock in any one of these six corporations? 

Mr. Bupwesky. He did not, sir. He was a consultant. 

The CHatrman. What interest did Mr. Loftus have? 

Mr. Bupwesxy. He was a consultant on Investors Diversified Serv- 
ices. He was a very close friend of the officials who were running In- 
vestors Diversified Services, and particularly 

The Cuatrman. Investors Diversified Services have testified in ex- 
ecutive session that he did not work for them and they had never paid 
him anything. 

Mr. Bupwesky. You see, the present ownership of Investors Diver- 
sified Services is different than it was at the time this thing was 
started, and the people involved in Investors Diversified Services to- 
day are entirely different than the people who were running Investors 
Diversified Services at that time, but it is still the same company. 

Now, if I may be permitted to do so—and I think it was stated that 
we could make ample statements to clarify our position here, and 
there are two things that IT want to eet in the record from our point 
of view: You stated a moment ago, Senator, that it never occurred to 
us to make, or to apply the money that was not used in the building 
and construction of these projects in payment of the loan, and as has 
been intimated in quite a number of releases, that thereby the rentals 
of the project could be reduced. 
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Well, that is not true. Under the terms of the mortgage insured 
by FHA, any payment other than a regular monthly payment that is 
made on any one of these mortgages is applied against the last pay- 
ment due, so if this money had been used to reduce the amount of the 
mortgage, it would have paid principal payments due 33, 32, 31, or 
30 years hence. 

The CHarrMan. We are glad to get that information, because we 
are going to get FHA back up here. 

Now, Mr. Powell, of course, was the head man, and he won’t testify 
and tell us anything. 

Mr. Bupwesky. I would like to complete my statement, if I may. 

The monthly, regular monthly payments that we, as owners, would 
have to make on that mortgage, would not be reduced one cent by rea- 
son of having made those payments that wouldn’t come due 30 or 52 
years from now. 

Well, about the only one who would be benefited out of that prob- 
ably would be the mortgagee, who would have a mortgage or less money 
invested on the same property. It wouldn’t get the tenant anything. 
You couldn’t reduce his rent. 

The Cuarrman. Oh, you could. 

Mr. Gorpon. You couldn’t. 

Mr. Bupwesky. Not unless you modified the terms of the mortgages. 

The Cuarrman. Well, those are things we want to get. We want 
all the facts and if FHA is wrong we want to know it. I am not say- 
ing they were. 

Mr. Suaon. I want to follow that up, if I may. 

I think you have given an unfair connotation. I have the balance 
sheets of this company here which show that immediately upon com- 
pletion of the building, they appreciated on their books the value of 
the property by roughly $3 million; is that right? 

Mr. Bupwesky. You say you have the books. All right. 

Mr. Simon. I would be glad to show them to you. 

For Shirley Duke No. 1, which I happen to hold in my hand, I have 
a letter dated January 16, 1952, from John W. Bisselle & Co.—this re- 
lates only to No. 1—and it says that as of December 31, 1950, the com- 
pany had a credit for unexpended portion of the mortgage of $494,220, 

Mr. Bupwesxy. Yes. 

Mr. Stmon. And that on the same day it made a distribution to 
holders of common stock of the same amount, and the balance sheet 
shows that the building was appreciated on the books of the corpora- 
tion in the amount of $492,446. 

I would be glad to show this to you. 

Mr. Bupwesxy. What has that got to do with the monthly pay- 
ments on the mortgage, or the amount of rent you charge a tenant ? 

Mr. Suwon. I will get to that in just another question. 

Is this what happened? They did appreciate the value of the prop- 
erty on their books? 

Mr. Bupwesxy. The corporations had an appraisal of their physical 
assets made, and that appraisal was made by the appraisal board of 
the Arlington, Alexandria, and Fairfax real estate board; yes, sir. 

Mr. Simon. But within a year of completion of the building they 
wrote up the value of the buildings by roughly $500,000 for each cor- 
poration ; is that right? 
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Mr. Bupwesky. They put it on the books at what it was appraised 
at by the real estate board of Alexandria, Fairfax, and Arlington. 

Mr. Simon. And the effect of that was to write up 6 buildings at 
roughly $500,000 ? 

Mr. Bupwesxy. Whatever it may be. You have the figures. 

Mr. Srwon. And during the same year you appreciated the value of 
these buildings by roughly $500,000 for each of the 6 units; you took 
depreciation of $24,000 for this particular building; is that right ? 

Mr. Bupwesky. The depreciation was only taken on the basis of 
actual cost and not on the appreciated value. 

Mr. Suwon. But the point I am trying to make is in the same year 
you appreciated it and you depreciated it, both at the same time; is 
that right ¢ 

Mr. Bupwesky. You mean we took depreciation in computing our 
income tax ? 

Mr. Stmon. Yes. 

Mr. Bupwesxy. Everybody does that. 

Mr. Srwon. And you appreciate by $500,000-——— 

Mr. Bupwesky. We took our depreciation on cost figures, and not 
on any appraisal figures. 

Mr. Simon. I understand, but in the same year for one purpose you 
appreciated the values by roughly $3,000,000, and in the same year, 
for tax purposes, you depreciated the value by the normal tax allow- 
able depreciation ? 

Mr. Bupwesky. You mean we charged depreciation against our 
operating expense, which is a normal function, sir, but still hasn’t 
anything to do with the monthly payment we have to make on the 
mortgage. 

Mr. Srwon. But you depreciate during the same year that you took 
appreciation ; is that correct? 

Mr. Bupwesxy. Well, you make it appear as though there is some- 
thing bad about it, but I tell you very frankly there isn’t. 

Mr. Srmon. I was making no connotation except to get the facts. 

Mr. Bupwesky. Well, I have no objection to your doing that. It is 
a perfectly normal procedure. 

Mr. Stwon. In 1951—and now I am getting to your rent directly— 
did Mr. Bros, under date of April 23, 1951, on the stationary of Inves- 
tors Diversified Services, file an application for rent increase? 

Mr. Bupwesxy. I have no knowledge of that, sir, because I was not 
actively—I was not in a position to actively look after Shirley Duke’s 
interest at that time. I was in Wilmington, Del. 

Mr. Srvon. I have in my hand a letter dated April 23, 1951, signed 
or purporting to have the signature of Mr. Bros, on Investors Diversi- 
fied Services, addressed to the Federal Housing Administration, ask- 
ing for a rent increase. Attached to it is a breakdown of the reasons 
why they should have a rent increase, and one of the items which they 
used in computing the rent figures is a matter of principal and inter- 
est on the mortgage—I am sorry, not principal and interest on the 
mortgage, principal and interest of $97.59 a year. 

Do you know whether in this application they took credit for a 614- 
percent return on a $15,000,000 building, added to their actual costs 
this $3,000,000 of writeup, and then asked FHA to give them rents, 
including the 614-percent return on the appreciation of $3,000,000 ? 
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Mr. Bupwesky. I positively cannot believe that any such thing as 
that occurred, because FHA, who would have to pass on this applica- 
tion for a rent increase, had filed with it actual reports as to the cost 
of this property—not the appraisal or anything else; we had to file 
with them statements as to the actual cost. 

They knew we built it, what we built it for; they knew we had this 
money left; they knew we were going to distribute it; they knew that 
Internal Revenue had approved the distribution on a capital-gains 
basis. 

Mr. Sruon. That is right; they knew all that and they still gave you 
a rent increase, based on the appreciated value, didn’t they ? 

Mr. Bupwesky. They must have decided that the circumstances 
justified it, otherwise they wouldn’t have done it. I don’t know. That 
was FHA’s doings. The application was filed. 

Now, they are certainly independent agents. I had nothing to do 
with that application. But I must assume that certain things are true 
in connection with it. 

The Cuatrman. Why was the Investors Diversified Services mak- 
ing this application rather than the owners of the project, the Shirley 
Duke people ? 

Mr. Bupwesxy. Did Investors Diversified Services sign the appli- 
cation ? 

Mr. Sroon. Yes. 

The CuHarrMan. Yes. 

Did you do this, Mr. Bros? 

Mr. Bros. Yes, sir. 

May I answer that ? 

The CruatrmMan. Yes. Why did you do it rather than the owners? 

Mr. Bros. Investors—I mean the mortgagee always has to treat 
with the FHA and the information was given to us, and passed on the 
FHA through the mortgagee. 

Mr. Stmon. Mr. Bros, isn’t it a fact—— 

Mr. Bros. I haven’t seen that letter. 

The Carman. We will show it to you. 

Mr. Srmon. Maybe we could skip that and give you time to study it, 
and come back with it, Mr. Bros. I would like to finish with this 
Sonnenblick. 

You indicated—— 

Mr. Bros. Nothing except that was answered. 

Mr. Bupweskey. I believe the difficulty was absolved, because Mr. 
Sonnenblick and Mr. Loftus talked about it, and Mr. Sonnenblick re- 
membered the incident. That is what I was told. 

The Cuarmman. Did you know Mr. Sonnenblick ? 

Mr. Bros. No, sir. 

The Cuarrman. Did you know Mr. Sonnenblick ? 

Mr. Bupwesky. Personally, no. 

The Cuatrman. Did you know Mr. Sonnenblick ? 

Mr. Hurman. No. 

The Cuarrman. Did you, Mr. Gordon? 

Mr. Gorvon. I have already said it. 

The Cuarrman. Did you, Mr. Preston ? 

Mr. Preston. No. 

The Cuatrman. Did you, Mr. Paul? 








180 FHA INVESTIGATION 


Mr. Pau. No. 

The Cuarrman. Did you, Mr. Yeatman? 

Mr. Yrearman. No. 

The Cuarrman. Did you, Mr. Crabb? 

Mr. Crass. Yes, sir. 

The CuairmMan. You knew him? 

Mr. Craps. Yes, sir. 

The Cuarrman. Who he is? 

Mr. Crass. He is a mortgage and real-estate broker in New York 
City. 

The Cuairman. A mortgage and real-estate broker in New York 
City ; and what is his address? 

Mr. Crass. We have done a great deal of business with him in ac- 
quiring New York mortgages. 

The Cuarrman. What is his address in New York? 

Mr. Crass. I do not know, offhand. 

The Cuarrman. You don’t know? 

Mr. Crass. Wecan get it for you. 

The CuatrMan. Does he have a firm? A firm name, or is he under 
his own name? 

Mr. Crass. He has a firm name. 

The Cuarrman. Do you remember the firm name? 

Mr. Crass. I believe it is Sonnenblick, Goldman & Co., or something 
like that. 

The Cuarmman. Do you have any idea of why this man’s name was 
used ¢ 

Mr. Crass. My assumption would be that in view of the substantial 
amount of business that we had done with him, and his close friendship 
with Mr. Loftus, that he did it, he lent his name to this largely as an 
accommodation, and a gesture of good will. 

The CHarrMan. Just as an accommodation? 

Mr. Crass. Yes, sir. 

Mr. McCarttin. Mr. Simon, may I see a copy of the letter when Mr. 
Bros has finished ? 

Mr. Srmon. He has the one I have. 

The Cuamrman. You may have it, 

Mr. Smion. Mr. Bros, going back to these applications, I think there 
Is One More question : 

Who put in the architect’s fee in that application ? 

Mr. Bros. Again, it is figures. I don’ yb 

Mr. Suton. What is the amount of the architect’s fee shown there? 

Mr. Bros. $125,005. This is estimated requirements. 

Mr. Stmon. That is which of the six buildings ? 

Mr. Bros. Those are my figures. 

Mr. Srwon. Those are your figures ? 

Mr. Bros. I think that is my writing. 

Let me qualify that. That is my writing. I don’t say it is my 
figures. I was not technically qualified to w rite those figures. 

Mr. Srwon. That would make architect’s fees for the 6 buildings of 
roughly $750,000 ? 

Mr. Bros. I haven’t calculated that. These sections were on differ- 
ent sites. They were not all equal number of units. 

Mr. Smon. Do you know what the actual architect’s fee was on the 
six projects ? 
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Mr. Bros. I would have to consult the books. 

Mr. Stmon. Mr. Budwesky, I believe you said it was $63,000 for 
the entire 6 projects? 

Mr. Bupwesxy. He was paid $30 a unit. I think there are 624 units. 

Mr. Stuon. That would make some $60,000 ? 

Mr, Bupwesxy. That is correct. 

Mr. Simon. The figure put in the application was at least 10 times 
what he was paid ? 

Mr. Bros. If those figures are correct, that would be right. 

Mr. S:mon. We have gone through here and found a number of 
things in the application that weren’t true. The architect’s fee, the 
cash that Mr. Gordon was going to put in—— 

Mr. Bros. Pardon me—— 

Mr. Srmon. The participation of Mr. Sonnenblick, a number of 
things in there are different at least than what happened. 

Did FHA ever get informed that those things weren’t going to 
take place, and was FHA ever advised of what was to take place? 

Mr. Bros. In the first place, let me say these are estimated require- 
ments, that was worked up at the very "beginning when this deal was 
in the ‘embryo stage, because you have to put in applications before you 
can get the money. 

Mr. Srwon. You have to present your plans and specications with 
the application, don’t you ? 

Mr. Bros. I think if my memory serves me, and this is purely 
memory, plans, very sketchy plans, if any, were available at that time. 

Mr. Stwon. But you had retained the architect or these people 
had ogress the architect before they filed the applications, hadn’t 
they 

Mr. Bros. Mr: Lueders, I believe he drew up the original sketches; 

es. 

: Mr. Stmon. Therefore, they knew they weren’t going to pay him 
$120,000 for each building ? 

Mr. Bros. I don’t say that. I don’t know what they were going 
to pay him. I don’t think there was any determination on that at 
this point. 

Mr. Smron. Was FHA ever told that Lueders wasn’t going to get the 
fees, Sonnenblick wouldn’t be in the deal, and all those other things? 

Mr. Bros. That I couldn’t tell you, unless there is evidence in In- 
vestors’ files. I cannot rely on my memory. 

Mr. Stmon. Did you have any discussions with Mr. Barringer with 
respect to that rental application ? 

Mr. Bros. Who? 

Mr. Srmon. Mr. Barringer. 

Mr. Bros. Barringer ? 

Mr. Stmon. Yes; with respect to the rental application you hold 
in your hand. 

Mr. Bros. If I had any discussions it was merely that I was going 
to bring it over. I don’t remember that particular, but I may have. 

Mr. Stow. I have in my hand a letter from Mr. Barringer, who 
was director of the district office of FHA, to Clyde L. Powell, dated 
July 12, 1951, which starts out by saying: 

The sponsors of the captioned projects have requested a rent increase. For 
warded herewith are sponsors’ exhibits to support their claim of increased op- 
erating costs. This office has examined their exhibits, inspected the project, 
and has prepared the attached operating figures which it feels to be reasonable. 
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Does this letter refer to the application you have in your hand? 

Mr. Bros. Well, I suppose it does. I don’t know of any other ap- 
plications that were made for a recent increase. 

Mr. Stmon. The first item shown here, on which the rent was com- 
puted, which Mr. Barringer discussed with Mr. Powell, is land and 
structure, plus working capital, $15,575,302, at 6% percent. 

Mr. Bros. Is that the the figures that were furnished by the corpo- 
ration ? 

Mr. Srmon. I was about to ask you. 

Mr. Bros. How would I know what Mr. Barringer did, sir? 

Mr. Suwon. I was about to ask you if you knew where Mr. Bar- 
ringer 

Mr. Bros. It seems that this discussion could be based on fact. I 
think there are copies of applications around here that someone has, 
rental applications. 

Mr. Pau. We were asked to produce those. 

The Cuarmman. Will you talk a little louder ? 

Mr. Bros. All of the data is available in a rental application. There 
is no use of me trying to rely on my memory. 

The CuarrMan. I suggest that we recess 

Mr. Srmon. Before we recess, could you give us those applications? 

Mr. Ricwarp. Yes, sir. 

Mr. Stmon. Also, do you have the canceled checks representing these 
dividend payments that were called for in the subpenas ? 

Mr. Ricwarp. At this time I would like to have the record show I 
am Glen Richard, and I am representing Mr. Gordon and Mr. Hutman, 
and also the Shirley-Duke Corp., sections 1 and 6, and sections 4 and 5. 

Now, for those particular corporations, we do have the canceled 
checks for all distribution to the stockholders of those respective cor- 
porations. 

Mr. Srwon. May we have those, Mr. Richard ? 

Mr. Ricuarp. We have the originals; if they can be withdrawn, if 
you want photostats of them, of course, that can be arranged. 

The Cuarrman. Let us have the originals and we will return them 
to you. 

Mr. Srwron. Do you have the canceled checks for the other two cor- 
porations ? 

Mr. Pauw. I have, and also the applications for the rent increase, but 
the applications for rent increase were made with respect to all 6, and 
I think if you have 1 copy you have got the whole works. 

I believe that is correct. 

Mr. Ricwarp. I believe that is the application on behalf of all six 
corporations, 

Mr. Pau. I would like to have the record show that pursuant to 
the subpena, the canceled checks with respect to the distributions to 
stockholders from sections 2 and 3 of Shirley-Duke corporations are 
delivered to you. 

Mr. Srmon. I am happy to have the record show that Mr. Paul has 
handed me two envelopes which I assume contain the documents he 
referred to. 

The Cuatrman. Unless there is something else here, we will now 
recess until 2 o’clock and meet in this same room. 

(Whereupon, at 12: 25 a recess was taken until 2 p.m.) 
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AFTERNOON SESSION 


The Cuarrman. The committee will please come to order. 

The witness will resume the stand. Mr. Simon, will you proceed ? 

Mr. Stmon. Mr. Budwesky, I am now referring to Shirley-Duke 
Corps. 4 and 5. 

In those two corporations we have been told that Alfred Bornstein, 
William Bornstein, and Adolph Klein.own stock; is that correct ? 

Mr. Bupwesxy. They did at one time, sir. 

Mr. Suwon. And the sheets of paper which were supplied to us this 
morning in response to the subpena list William Bornstein as owning 
13 shares, Alfred Bornstein, 814, and Adolph Klein, 814 shares. Is 
that the amount they did own ? 

Mr. Bupwesxy. They owned 30 shares altogether, so 814—13; 
correct. 

Mr. Srmon. I hold in my hand, Mr. Budwesky, 4 checks of Shirley- 
Duke Apartments, Section 4, Inc., and 4 checks of Shirley-Duke 
Apartments, Section 5, Inc., which total $110,000, each of which is 
made out to the order of Carl Budwesky, common trustee, and in the 
upper left-hand corner of 2, 1 for each corporation, is the name of 
“Klein,” in the upper left-hand corner of 2, 1 for each corporation, is 
the name of “William Bornstein.” The same for Alfred Bornstein, 
and then 1 check apparently bears the name of all 3 of them, 

All of these checks are endorsed on the reverse—excuse me. I 
withdraw that. 

Two of the checks, one for each corporation, are endorsed on the 
reverse side “Deposit to the credit of Carl Budwesky, trustee,” and the 
other 6 bear a rubber stamp which reads “Credit to the credit of the 
above-named payee, First National Bank of Virginia.” 

Did you receive these checks ? 

Mr. Bupwesky. Yes, sir. 

Mr. Sruon. Were they deposited in your account? 

Mr. Bupwesky. Yes, sir. 

Mr. Srmon. Is that a separate bank account that you maintain as 
trustee. 

Mr. Bupwesky. Yes, sir. 

Mr. Suwon. Were any other funds every deposited in that bank 
account other than the proceeds of these 8 checks ? 

Mr. Bupwesky. Yes, sir. 

Mr. Stwon. What funds went into that account? 

Mr. Bupwesky. Well, I had certain other fiduciary funds. I can 
explain that situation to you very easily, sir. 

Mr. Srmon. I would be happy to have you do so. 

Mr. Bupwesxy. The checks represent the distribution to the payees, 
or to not the payee, because I am named as the payee, but the checks 
represent the amount of money that was due to William Bornstein, 
his son Alfred Bornstein, and their partner, or associate in business, 
Adolph Klein, for the distribution due them on their 15 percent of the 
stock in sections 4 and 5 of Shirley-Duke. renal 

The money was paid over to me, instead of being paid directly to 
the three gentlemen who were actually entitled to receive it, because 
in another transaction, wherein Mr. Loftus and the plumbing and 
heating firm of William Bornstein & Sons were involved, Mr. Loftus 
felt that he was entitled to, or wanted some sort of leverage of pro- 
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tection because he felt that he had overpaia them as a subcontractor 
on another job, and I think he must have discussed it with Mr. Hutman 
in some manner of trying to hold some leverage over them to protect 
him on this other transaction, so the money was paid to me, the situa- 
tion was worked out between Mr. Loftus and Mr. Bornstein, and when 
I was authorized and told that everything was clear, I paid the money 
out to Mr. Bornstein and the son and Mr. Klein. ‘ 

Mr. Sron. Do you have canceled checks to Klein and Bornstein? 

Mr. Bupwesky. Oh, yes. I had to go through that very carefully 
with the Internal Revenue when they checked my individual returns 
and saw this amount of money credited to my account. But I do have 
all the canceled checks showing that this amount of money was in due 
time paid over to Mr. William Bornstein, Mr. Alfred Bornstein, and 
Mr. Adolph Klein. 

Mr. Stmon. Would you make those checks available to us? 

Mr. Bupwesky. I would be glad to doso. 

Mr. Srmon. Mr. Loftus was neither a stockholder nor, so far as we 
can gather, in any way directly connected with this project. Why 
would he have that amount of leverage over the corporation ? 

Mr. Bupwesxy. Well, I think Shirley-Duke was a deal, because Mr. 
Loftus approved it for Shirley-Duke or for Investors Diversified 
Services, ih being their consultant. His O. K. made the deal possible, 
so I suppose the boys who were connected with Shirley-Duke realized 
that the whole thing came into being more or less because in the final 
analysis Mr. Loftus gave his consent, and if he asked them to do this, 
that, or the other thing for them I imagine they were inclined to 
do so. 

Mr. Sion. Did he ever get compensated in any way, that you know 
of, for putting the deal together ? 

Mr. Bupwesky. No, he did not. I am confident that Mr. Loftus 
never received anything out of Shirley-Duke transactions, either from 
the Shirley-Duke corporations, or from Investors Diversified Services. 
I think maybe he got some expense money, if he attended a consult- 
ants’ meeting, which they used to have probably every 90 days in New 
York, but outside of that I am confident that Mr. Loftus never re- 
ceived anything. He did this because he was a very close friend of 
the Investors’ officials heading up the mortgage loan department, and 
that is the reason, the only reason that I know of. 

Mr. Smron. Mr. Preston, I have before me a list of stockholders of 
Shirley-Duke 2 and 3. 

Mr. Preston. Yes, sir. 

Mr. Srmmon. Owning 30 shares in each company is E. M. Bros, Sil- 
ver Spring, Md.: who is Mr. Bros? 

Mr. Preston. The gentleman sitting right here. 

Mr. Srwon. And he at the time this corporation was incorporated 
was the Washington manager of Investors Diversified Services? 

Mr. Preston. That is right. 

Mr. Srwon. He purchased 30 shares in each corporation. How 
much did he pay for it ? 

Mr. Preston. The regular share amount. What was it? 

Mr. Smron. It would be $150 for each corporation, and $300. 

Mr. Preston. That is right. 

Mr. Sron. And he received dividends of $110,000; is that right? 
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Mr. Preston. That is right. That paper is correct, what it says 
there. 

Mr. Stmon. What reason was there for cutting Mr. Bros into this 
project 

Mr. Preston. The only reason for that was Mr. Bros and I had 
been friends 

The CHarrmMan. Will you talk a little louder, please ? 

Mr. Preston. The only reason for that was Mr. Bros and I had been 
friends for a long time in association and a business way. 

The Cuarrman. You and Mr. Bros had been friends for a long 
time ¢ 

Mr. Preston. That is right. 

Mr. Srwon. Has he ever been an employee of yours ? 

Mr. Preston. Not up to that time, no. He isn’t now. He is part 
of the corporation, but not an employee of mine. 

The Cuarrman. The question was, Was he ever an employee of 
yours? 

Mr. Preston. No. 

Mr. Pavt. He is now. 

Mr. Bupwe-xy. Excuse me for interrupting 

Mr. Stmon. At an executive session of this committe, did you tell 
us, Mr. Preston, Mr. Bros was an employee of your concern? 

Mr. Preston. Yes, but I think that was an error on my part. 

I covered the whole thing, but I made an error in saying Mr. Bros 
and another person—— 

The Cuarrman. In other words, in executive sessicn you made an 
error in stating that Mr. Bros was an employee of yours ? 

Mr. Preston. That is right. 

Tho Crramrman. How many employees do you have? 

Mr. Preston. At that time I probably had 150. 

The CuHarrman. And you made a mistake saying that Mr. Bros was 
an employee ¢ 

Mr. Preston. I didn’t quite understand the statement at the time. 
You were talking to someone else, and I made the error. 

The Cuarmman. You permitted Mr. Bros to buy $150 worth of 
stock, or was it $300? 

Mr. Stmon. $300. 

The CHairman. $300 worth of stock, for which he has since re- 
ceived dividends of $110,000 just because you liked him ? 

Mr. Presron. That is correct; exactly. 

The CHarrman. I wish you would like me. 

Mr. Preston. If I had known you as well as Mr. Bros, I would 
have. 

Mr. Pav. Mr. Chairman, this error was corrected, I may say, in 
the telephone conversation I had with Mr. Simon. 

Mr. Stmon. But only after we had issued a subpena for Mr. Bros. 

Mr. Paut. I don’t recollect. 

Mr. Yeatman. I think the chairman should see that testimony. 
Mr. Preston wasn’t testifying when it happened. It is a misunder- 
standing. 

The Cuatrman. I don’t think it is too serious. 

Mr. Stwon. Who is Mr. E. G. Wallentsik of Yonkers, N. Y., Mr. 
Preston ¢ 
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Mr. Preston. He is a job accountant who first worked under me— 
he worked in the Venezuelan Embassy 

The Cuarrman. Maybe you had better sit up here. 

Mr. Preston. Mr. Wallentsik worked for me on the Venezuelan 
Embassy and on the Greyhound Bus Terminal, as an accountant. 

Mr. Simon. Was he an employee of yours in 1949? 

Mr. Preston. When the project was built, you mean ? 

Mr. Soon. Yes. 

Mr. Preston. Yes, he was my job accountant. 

Mr. Simon. Who is H. E. Hamilton, Columbus, Ohio? 

Mr. Preston. He was my superintendent on the job. 

Mr. Suwon. He was an employee in 1949? 

Mr. Preston. That is habe. He ran the construction business. 

Mr. Simon. Who is M. I. McHugh? 

Mr. Preston. Just another friend of mine. 

Mr. Suwon. A friend of yours? 

Mr. Preston. That is all. 

Mr. Srwon. Is he an employee? 

Mr. Preston. No, he is not. 

Mr. Simon. Then when you said the other day all these people were 
employees, that was also a misstatement ? 

Mr. Preston. That is right. 

Mr. Simon. What is Mr. McHugh’s business? 

Mr. Preston. He is a Government employee. 

Mr. Srwon. Where in the Government does he work ? 

Mr. Preston. I would rather not discuss that. 

The CuarrmMan. You would rather not? 

Mr. Preston. Not divulge that. 

The Cuatrman. You must do that, Mr. Preston. Otherwise you 
will be in contempt of this committee. 

Mr. Preston. He works for—— 

The Cuarrman. What is wrong with it ? 

Mr. Preston. Well—— 

The Cuamrman. Where did he work ? 

Mr. Presron. Just a minute. 

Mr. Stwon. What was the answer ? 

The Cuatrman. He said, “Just a minute.” 

Mr. Preston. I can’t think of the name at the present moment. I 
am not trying to evade the question. 

The CuarrMan. Iunderstand. You go ahead. 

The point is, he isa Government employee ? 

Mr. Preston. That is right. 

The CuarrmMan. You cannot think of the department he works in? 

Mr. Preston. Not at the moment. I can’t even think of the initials 
of it. It isa highly secret organization. 

The Cuarrman. CIA? 

Mr. Presron. That is right. 

The Cuarrman. He isin CIA? 

Mr. Preston. Yes. 

Mr. Stuon. Was he of any help to you in this project ? 

Mr. Preston. No, other than just being a friend of mine. I didn’t 
think of any reason why you couldn’t sell some of your friends some 
stock if you wished to. 
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Mr. Suwon. Mr. Budwesky, referring to Shirley-Duke Apartments 
3 and 4, you received dividend checks which are endorsed “Carl Bud- 
wesky, oil account.” What is the significance of that 

Mr. Bupwesky. Well, there is no significance to it. It is just one of 
my bank accounts. I have an account that I call an attorney account, 
in which I would deposit funds that perhaps were due for, some of 
which might belong to me, and some of which would have to be paid 
out to different people. I have a rent account in which I would deposit 
rents that I might receive from properties that TI own. 

The oil account is an account that I opened up when in my advent 
into the Wilmington, Del., area, I bought some participations in some 
wildcat oil deals, with oil associates, and it just happened that I de- 
posited that particular check, if that is what is on there, in the account 
that I designated “oil account.” 

Mr. Srwon. Did anybody other than yourself ever get any of the 
proceeds of that check ? 

Mr. Bupwesky. Why, of course not. You mean anything going into 
my account, oil account ? 

Mr. Stwon. Yes. 

Mr. Bupwesky. No, that ismy money. 

Mr. Stwon. And it was disbursed only to you? 

Mr. Bupwesxy. That is right, absolutely. 

Mr. Sron. Mr. Gordon, who is Hubert Spaulding, of Vienna, Va. ? 

Mr. Gorpvon. He is my superintendent, been working for me since 
1937, 

Mr. Stwon. And who is Harold J. Fredricks, of Falls Church ? 

Mr. Gorvon. He is more or less office manager, who has been work- 
ing for me for a considerable length of time. I don’t remember just 
when he came to work. 

Mr. Suwon. Mr. Budwesky, I have been asked a question that I 
think is perfectly clear, but I want to make sure the record is clear on it. 

The amortization of the mortgage loan on these projects is paid out 
of the income of the property coming from the rents; is that correct ? 

Mr. Bupwesky. Yes, sir. 

Mr. Stuon. And I take it that assuming no default in the 31-year 
period of the loan, the present stockholders, in addition to the distri- 
butions they have already received, will end up owning free and clear 
real estate that they now value at $15 million; is that right ? 

Mr. Bupwesxy. That is absolutely correct; yes, sir. I mean it isn’t 
something peculiar to Shirley-Duke. 

Mr. Stmon. No. 

Mr. Bupwresxy. I mean it is true with the ownership of any 
property. If you pay off the mortgages and obligations against it, and 
you don’t owe any more on it, then you own it. 

Mr. Stmon. And the mortgage in the absence of default, would be 
paid off out of income from the property and the value of the property 
would accrue to the people interested in it without payment of any 
taxes on the property ; is that right? 

Mr. Bupwesky. That is perfectly true, sir, and I think that is what 
makes America. 

Mr. Srmon. In the 80th Congress, the Congress passed a law which 
is dated December 27, 1947, two sentences of which read as follows: 


Title VI of the National Housing Act 


50690—54—pt. 1——_18 
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and section 608, I might add, is a part of title VI— 


as amended, shall be employed to assist in maintaining a high volume of new 
residential construction, without supporting unnecessary or artificial costs. In 
estimating necessary current costs for the purposes of said title, the Federa| 
Housing Commissioner shall therefore use every feasible means to assure that 
such estimates will approximate as closely as possible the actual costs of effi- 
cient building operations. 

That is the end of the quote. 

Is there any explanation of how the Commissioner was so far off in 
estimating the actual costs, and I assume your people were efficient 
builders, how he was so far off in estimating actual cost of this proposi- 
tion ? 

Mr. Bupwesky. The Commissioner undoubtedly operated in setting 
up the replacement cost of the Shirley Duke project by the same yard- 
stick that his agency employed in approving the replacement valua- 
tion of any other project. Surely, there was nothing special set up 
insofar as Shirley-Duke is concerned, 

Now, if I may be permitted to answer you fully and completely in 
this, and if it is a factual statement that you are seeking with refer- 
ence to the operation of FHA, I think perhaps I may be able to 
clarify some things that presently seem to be awfully confused in many 
people’s minds. 

There are many different manners in which some of these opera- 
tions were set up. If the sponsor of a project, or the sponsors of a 
project, were a combination of an architect and a builder, and they 
wanted to get in on a section 608 project, and certainly FHA did 
everything it could to induce people to come on in and get in on this 
program, and provide housing, which was then badly needed, they 
realized that certain pushoff or start off or front money was necessary 
to get the thing underway, in spite of the fact that you seem to make 
so much of the point there is only $1,000 or $6,000 in common stock. 
That doesn’t mean anything. That is what the final equity investment 
is, if everything works out all right, but if anything goes wrong, my 
friend, there is an entirely different picture. 

An architect and a builder needing, say, perhaps $200,000 of front 
money, in order to get the thing up to the point where they could 
even apply to FHA—you had to pay a lot of money to even file your 
application—would go to somebody that they considered investment 
capital and make a proposition to them. The architect would figure he 
would be very happy if he got his 5 percent architect’s fee out of the 
deal. The builder would be happy to take the 4 or 5 percent, which- 
ever FHA set up as a part of the deal. 

Mr. Simon. Did Lueders ever get a 5 percent architect’s fee? 

Mr. Bupwesky. No, he didn’t. I told you what he got; $30 a unit. 

Mr. Stwon. Which is about a half of 1 percent, isn’t it ? 

Mr. Bupwesxy. Whatever it is it speaks for itself. I told you he 
got $30 a unit, which is about $63,000. 

Mr. Srwon. And that is all he ever got ? 

Mr. Bupwesxy. Exactly right, sir, and I will say this to you: If 
there has been an instance in which FHA has ever issued a commit- 
ment, in which its replacement value did not include a 5 percent archi- 
tect’s fee, I have never heard of it. 

You are in a position to tell me if they ever did. I doubt it very 
much, because they set it up. 
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As a matter of fact, in the commitments issued by FHA itself, 
where advances under an FHA insured mortgage are to be insured 
as they are made during the course of construction, when you try to 
figure out how the spanner is going to meet his equity requirement, 
FHA provides that the architect is going to get blank dollars in cash, 
and the sponsor gets credit, as against his equity requirement for 
whatever portion of the 5 percent architect’s fee is in their estimate 
that is not going to be paid to him in cash. 

Mr. Suuon. That is only if he misstates the fact as to what is the 
architect’s fee, isn’t it? 

Mr. Bupwesxy. Who misstates the fact? 

Mr. Simon. The applicant. In your application here you listed—— 

Mr. Bupwesxy. I am not talking about the application. Iam talk- 
ing about FHA’s replacement schedule which they set up. I don’t 
care what you put in your application fee for an architect’s fee. I 
don’t believe FHA would ever have wound up other than setting up 
5 percent for an architect’s fee, and I don’t think they ever did. 

The CuarmMan. Do you think FHA gave you or permitted you to 
put 5 percent architect's fee on—5 percent on $12 million would be 
what, $600,000 ? 

Mr. Bupwesky. Six hundred thousand dollars. 

The Cuairman. Dou you think FHA intended to allow you $600,000 
on this mortgage, knowing that you were only going to spend $63,000 
for architect’s tees ¢ 

Mr. Bupwesky. They did it hundreds and hundreds of times, sir. 
Their own commitment forms recognized the fact that the architect 
isn’t going to get the cash. 

The Cuarrman. Do you think that FHA, in your instance, knew 
that—they said to you “You can spend, if you want to, 5 percent”? 
That is what they said to you? 

Mr. Bupwesky. That is right. 

The Cuarrman. Do you think they knew you only spent one-half 
of 1 percent ! 

Mr. Bupwesky. I don’t think they paid a particle of attention to 
what was spent for it. 

The Cuarrman. You don’t know ? 

Mr. Bupwesky. No, I know they didn’t. 

Mr. Srmon. Did you ever tell them the architect’s fee was only going 
to be a half of 1 percent ? 

Mr. Bupwesky. Well—— 

The CuarrMan. You put in your application it would be 5. 

Mr. Bupwesky. That is because that is the way FHA wanted the 
applications filed. 

Mr. Stmon. Did they ever tell you that? 

Mr. Bupwesky. I don’t believe you would have gotten a commit- 
ment out of FHA if you didn’t put in 5 percent for the architect fee. 

Mr. Srmon. That is the very point. 

Mr. Bupwesky. I think the architects wrote the law. 

Mr. Srmon. Let me ask you this on that point, in this application 
it asked for estimated requirements for this project, and you have the 
estimated requirements for architects, builders’ fees, and a lot of fees, 
and it comes down to financing expense, and it says here one and a 
half percent. 
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Mr. Bupwesxy. That is right. 

Mr, Srmon. Actually, the financing expense was six and a half per- 
cent. 

Mr. Bupwesky. The loan agreement is in here, my friend. Now, we 
have told you before that at the time that application was:filed it was 
contemplated the Investors Diversified Services were going to get 
a one and a half percent finance fee, and they were going to own 50 
percent of the project. 

Mr. Sron. You changed 

Mr. Bupwesxy. Then they changed their terms. 

Mr. Simon. Did you ever tell that to FHA ? 

Mr. Bupwesxy. I didn’t. 

Mr. Stmon. Did anybody? 

Mr. Bupwesxy. I don’t think they did, no. 

Mr. Stmon. The application that I held in my hand 

Mr. Bupwesxy. I yon't think it would have made any difference. 

Mr. Stmon. Whether it made any difference or not, as you know, 
Mr. Budwesky, there is a statute that makes it a crime to falsify certi- 
fying to an agency of the Federal Government. Maybe it wouldn’t 
have made any difference if they had been told the truth, but the fact 
is that these applications didn’t say what was going to happen. 

Mr. Bupwesky. I will say this to you, sir: That there was nothing 
falsely certified to FHA in connection with the Shirley-Duke project, 
and if you want me to establish that for you I can do it in 2 minutes. 

If FHA didn’t insure this loan until after it was complete—before 
it was completed we had to furnish FHA with a copy of our charter, 
a copy of our bylaws, and a certified copy of the minutes of every 
meeting of the board of directors and stockholders of this corpora- 
tion. All of those records completely show that the capital invest- 
ment here by the stockholders of these projects was $1,000 for 200 
shares of stock in each corporation, and every other dollar that was 
used in the building of these projects was borrowed money. 

Mr. Simon. Mr. Budwesky, if your original application had shown 
the facts we have talked about here today, do you think it is conceiv- 
able FHA would have issued the commitment ? 

Mr. Bupwesky. What facts are you talking about ? 

Mr. Srwon. That the financing expenses would be 614 percent, that 
the architect’s fee would be a half of 1 percent, that the equity capital 
would be $1,000—if all that had been in the application is it conceiv- 
able FHA would have issued the commitment ? 

Mr. Bupwesky. Well, since it was a commitment to insure after 
completion, FHA was not interested in what the equity capital was, 
because if they had been interested in what the equity capital was then 
their commitment would have specified what the equit — should 
be, and how it should be provided, which is absolutely what they do 
require if they are going to insure the advances, but when they insure 
after completion they have no requirement as to equity capital, so I 
assume from that that they have no interest in what the equity capital 
should be, and I definitely think that the material that is in those appli- 
cations, since I have since been apprised, I understood originally that 
there were two applications filed—whether one was put in and then 
because they changed their mind they allowed them to take one out 
and put in another, I don’t know the mechanics, but I will say this: 
That in the application for insurance after completion, I am confident 
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that FHA regulations do not require any information or any facts 
with regard to what equity capital is going to be. 

Mr. Stmon. Do you know where we can find a copy of the applica- 
tion that you refer to, the so-called second application ¢ 

Mr. Bupwesxy. I don’t know. I don’t know. All I do know is that 
in an application, or what I am trying to say to you is that I am con- 
fident that in an application to FHA for a commitment to insure after 
completion, they have no requirement from the sponsor for equity 
capital. 

{r. Suwon. Do you have a copy of such an application for Shirley- 
Duke? 

Mr. Bupwesxy. I have never had a copy of an application for 
Shirley-Duke. 

Mr. Stmon. Do you know anybody who does have a copy of such 
an application ? 

Mr. Bupwesky. Yes, I do. 

Mr. Stwon. Who? 

Mr. Bupwesky. If they are in existence, then FHA should have 
them. 

Mr. Srmon. I can only tell you that the only applications we find 
in the FHA files are these dated March 10, 1949. 

Mr. Bupwesky. I can tell you this: I do have copies of all of the 
commitments issued by FHA in connection with each of these six 
corporations, and not a one of those commitments has any require- 
ment as to equity capital. 

Mr. Srmon. Oh, but the commitments refer to land at the value 
of $500,000, which had been purchased a few days earlier for $180,000. 

Mr. Bupwesky. Commitments ? 

Mr. Srwon. Yes. 

Mr. Bupwesky. Where do you see any capital—where do you see 
any equity capital requirements in this commitment ? 

Mr. Srron. I have the commitment for No. 2 in my hand. Each 
of them lists the value of the real estate that went in here doesn’t it? 
Doesn’t your commitment show the value of real estate ? 

Mr. Bupwesky. I have a commitment here consisting of four pages, 
which is the commitment, and if you can show me anything in there 
that requires any equity capital on the part of the sponsors of this 
corporation I will be very much surprised. 

Mr. Simon. I am sorry, I am referring to the project analysis of 
FHA. 

Mr. Bupwesxy. That is a document prepared by FHA. 

Mr. Srmon. Yes, and it is the basis on which the commitment is 
issued. 

Mr. Bupwesky. It is their termination of the replacement cost of 
this project, not ours. 

Mr. Ston. But follows your application, doesn’t it ? 

Mr. Bupwesky. I don’t know whether it did or not. 

Mr. Srmon. I will be glad to show it to you. 

The Cuatrman. Isn’t the commitment guaranteeing the mortgage 
based upon your application that you filed with it ? 

Mr. Bupwesxy. No. 

The Cuareman. If it isn’t, what is it based upon ? 

Mr. Bupwesxy. The commitment is issued to Investors Diversified 
Services, Inc., the FHA never dealt directly with an owner. They 
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dealt with the mortgagee. The commitment is issued to Investors 
Diversified Services, not to Shirley-Duke 1, 2, 3, 4, 5, 6. 

The Cuarrman, That is right, and I do not know whom it is issued 
to, and don’t care. All I know is that you filed an application signed 
by Mr. Preston, and signed by Investors Syndicate, as the mortgagee’s 
application, and the mortgagors’ application was signed by Mr. 
Preston. 

Mr. Bupwesxy. That is right. 

The Cuarrman. And that application was the basis upon which 
FHA made up this analysis that Mr. Simon was talking about, and 
the basis upon which they gave you a commitment to purchase or 
to guarantee the mortgage, when the project was completed. 

Mr. Bupwesxy. That is very undoubtedly true. 

The CHarrman. And the records show, according to the testimony 
here this morning, that the application that you filed, that I hold in my 
hand, was possibly not a true application. The facts were not true. 

Mr. Bupwesky. I can’t agree with you on that, Senator, because I 
would like to have 

The Cuarrman. It was definitely testified here this morning that 
the eentleman did not own the land. 

Mr. Browesky. He didn’t have to own it at the time he filed the 
application. It says “sources of equity.” That means that if we had 
gotten a commitment that required us to have equity capital investment 
at the time, before the insured commitment, or the commitment to in- 
sure would be issued, we would be able to show that we had complied 
with the conditions of our application, but there is no equity required. 

The Cuatrman. It says as to resources you put in other equity of at 
least $221,000. Where was that equity ? 

Mr. Bupwesxy. I will say this, sir: I seem to have a great deal of 
difficulty getting the idea over. 

If this had been a commitment whereby FHA was going to insure 
advances during the course of construction, before that commitment 
would have been issued all of this equity capital would have to have 
been provided and the mortgagee would necessarily have had to certify 
to FHA that it had the equity capital funds in hand before the commit- 
ment would be issued. 

The Cuamman. Well, then, this application, as far as you are con- 
cerned, meant nothing ? 

Mr. Bupwesky. The application, insofar as it contains any informa- 
tion with regard to equity capital being an application to insure, after 
completion, contains a lot of superfluous material, because there was no 
equity capital requirement in an application for insurance after com- 
pletion. The persons who filled out the application blanks, perhaps 
did not understand when they filled it out that no equity capital was 
required. They undertook to specify how it would be provided, if, as, 
and when it would be required, and they suddenly found out that it 
wasn’t necessary, so, consequently, that information in there is 
superfluous. 

Mr. Smon. Was Jay Charlie Lewis to be a sponsor of this project, 
Mr. Budwesky ? 

Mr. Bupwesky. I haven’t the slightest idea. I have never seen one 
of these applications. 
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Mr. Stmon. Mr. Lewis, the application for FHA insurance on Shir- 
ley-Duke No. 2 lists you as a sponsor, and it says that you are going 
to put up equity of $198,500. Did you know that ¢ 

Mr. Lewis. [t would be what you term a source of equity if called 
upon to be able to help Mr. Preston, assist him, and of that there would 
be, of course, no interest in the project. 

Mr. Simon. Did you know it listed you ? 

Mr. Lewis. Yes. I recall something at the time. If necessary, I 
could be called upon to secure that source of equity. 

Mr. Suwon. Did you have $198,000 ? 

Mr. Lewis. I had access to get sources of that. 

Mr. Simon. Access to what sources / 

Mr. Lewis. I could have any number of people who could assist me. 

Mr. Simon. I take it Mr. Preston could get any number of people 
to assist him, but why did this application tell FHA—— 

Mr. Lewis. Because I had some property, and I had some cash, and 
what I didn’t have, as stated, I could secure. 

Mr. Simon. At the time this application was filed and listed you as 
a source of equity of $198,500, what was your net worth ? 

Mr. Lewis. Let me see, I had practically that amount in cash——- 

Mr. Stwon. You had that amount in cash ¢ 

Mr. Lewis. Just about. 

Mr. Stmon. Your own money ¢ 

Mr. Lewis. That is right, and I had some property in my name. 

Mr. Srwon. Was the cash on deposit in a bank ¢ 

Mr. Lewis. I believe so. 

Mr. Simon. What bank? 

Mr. Lewis. I believe so. Cleveland Trust Co. I had mortgaged out 
two buildings. 

Mr. Stwon. Where, in Cleveland ? 

Mr. Lewis. In the Cleveland Trust Co. 

Mr. Simon. What do you mean by mortgaged out ? 

Mr. Lewis. You can pay your bill and secure a new loan. 

Mr. Simon. You had some FHA buildings out there ? 

Mr. Lewis. No, they were not FHA buildings, it is possible after 
you pay it down to secure a new loan, which is your own money. You 
still have the obligation to pay. 

Mr. Sruon. You had approximately $198,000 ? 

Mr. Lewis. No. I didn’t have that much in cash. I had some real 
estate. 

Mr. Srvon. I thought you said a moment ago you had approxi- 
mately that much in cash ¢ 

Mr. Lewis. No. I think your cash was 90, wasn’t it? Wasn’t your 
cash 90 ? 

Mr. Stmwon. It doesn’t break it down here. 

Mr. Lewis. I don’t know just exactly. 

Mr. Simon. Then, iexenndiodoly below your name here, where it says 
“real estate and other assets, $198,500,” it says “See letter of Investors 
Syndicate as dated March 9, 1949.” 

Do you know what that letter said ¢ 

Mr. Lewis. No, I don’t. 

Mr. Simon. I will be glad to show you the application, if that will 
refresh your memory. 
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Mr. Lewis. I don’t know what that letter is. Is the letter available’ 

Mr. Simon. I don’t know, sir. I have never seen it. 

Mr. Lewis. Is there a letter available ? 

Mr. Simon. I have a letter of March 9, 1949, from Investors Syndi- 
cate, which Mr. Bros had this morning, but it doesn’t refer to you in 
any way. 

Mr. Lewis. This is a letter that states that they are going to take 
the commitment upon completion. 

Mr. Srwon. All that letter says, is that they will determine that the 
mortgage is a first lien on the property, and that upon completion all 
the construction costs will have been paid, but it doesn’t refer to your 
putting up $198,500. 

Mr. Lewis. It just says this here is sources of equity. 

Mr. Stmon. Yes, but I am wondering what the letter of Investors 
had to do with it. It talks about putting up that equity, and then 
says, “See letter of Investors.” 

Mr. Lewis. I am at a loss to know what that letter is. If nobody 
has it—isn’t there anything in any files or anything available as to 
that letter, or does it refer to this? 

Mr. Srwon. Mr. Bros, do you know whether there is any other 
letter of Investors ? 

Mr. Bros. No, I don’t think so, Mr. Simon. I have seen some of 
these applications where it was written over to March 8. It probably 
refers to the March 8 letter. 

Mr. Sruon. What connection would this March 8 letter have with 
Mr. Lewis putting up money ? 

Mr. Bros. I don’t think it would have any connection. The appli- 
cations were made the same, it says Mr. Preston, and gives certain 
things under his name; Mr. Lewis, and certain things under his name, 
and then Investors. 

Mr. Srwon. Why would it say “See Investors’ letter of March 9”? 

Mr. Bros. Where else in this form would you put it? That is the 
last line left. 

Mr. Stmon. It also appears on the fourth page. 

Mr. Bros. Maybe it is the same letter. I can’t remember. There is 
the change. 

Mr. Stmon. Why would they refer to the same letter under com- 
pletion of the project, and this letter does refer to the completion of 
the project, and also refer to it under sources of equity capital ? 

Mr. Pauw. It does. 

Mr. Bros. I am afraid it says something there about that. 

Mr. Pauw. Preferred stock. 

Mr. Bros. It says Investors Syndicate will—do you want me to 
read this into the record ? 

The CHarrman. Yes. 

Mr. Bros (reading) : 


A. Determined the instrument securing the section 608 mortgage loan is a 
first and valid first lien on the property therein described, and the premises are 
free and clear of all liens, other than than of the mortgage to be insured, except 
those waived by the Commissioner ; 

B. Verify and cause to be paid—cause to be paid—and certify to the Commis- 
sioner that to the best of its knowledge and belief there are not outstanding any 
unpaid obligation—any unpaid obligations contracted in connection with the 
purchase of the property, the construction of the project, or the mortgage trans- 
action, except obligations for the payment of which funds are held by the 
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wortgagor, or mortgagee, and obligations which will be fully paid out of the 
mortgage fund, or are secured by collateral other than the mortgage property, 
and, further, except second preferred stock of mortgagor if issued for additional 
loan funds, if any required for the above purchase and advanced by Investors 
Syndicate which are not satisfied by the section 608 mortgage loan. 

I would take that to mean, in my memory, and again I point out 
it is my memory, that that letter was drawn up by one of Investors’ 
attorneys. I don’t remember whic ‘h one it was. There were several 
of them. Mr. Burke, I believe, was in on it, and Mr. Dan Farr, who 
{ don’t think was a valid employee of Investors, but I think he was a 
counsel for Investors, and I do not remember the other chap’s name. 

Mr. Simon. Do you know whether this is the only letter of Inves- 
tors that is referred to in these applications? 

Mr. Bros. I can’t say it is the only letter. I believe it to be the only 
letter. 

Mr. Pauw. That is a source of equity. 

Mr. Bros. I would say it is a source of equity. It says that the pay- 
ments are to be paid; that there will be no unpaid obligations, and 
they will see they are paid, it seems to me. 

Mr. Srwon. Mr. Bros, since we referred to it this morning have you 
had a chance to refresh your recollection about the application for 
rent Peat 

Mr. Bros. I had the papers put in and that was the end of it. I 
gave you back those. 

Mr. McCartrn. I handed it back to you, Mr. Simon. 

Mr. Stuon. This is the application which you prepared and sub- 
mitted ? 

Mr. Bros. I wrote the letter, but I think I say right in the letter, 
“This data is sent to you at the request of the owner of the aps urtments 
with the idea that the actual cost of operating the apartments war- 
rants an increase in the rents.” 

As far as I remember, the data was prepared by Mr. Harold Fred- 
ricks, who was the manager of the Shirley-Duke Apartments. 

Mr. Stow. I show you a letter dated July 12, 1951, from the Di- 
rector of the Washington office of FHA, to Clyde Powell, transmit- 
ting your application for an increase in rent costs. 

Mr. Bros. Yes, sir. 

Mr. Srvon. I ask you if you have any knowledge of the facts, sir? 

Mr. Bros. No, sir, but I suppose it was the general method of work- 
ing it out. 

Mr. Sron. In that letter Mr. Barringer computes the recommended 
new rent schedule, including a 61% 5-percent return on land and buld- 
ing valued at fifteen-million- -some-odd dollars. Do you know 
where 

Mr. Bros. Land and structure, plus working capital. I don’t know 
what the working capital represents. 

Mr. Srmon. The amount is $15 million 

Mr. Bros. $575,302. Somebody will have to tell me what working 
capital is. 

Mr. Srwon. Do you know where Mr. Barringer got that figure ? 

Mr. Bros. Before lunch I pointed out to you that these applica- 
tions, the whole form, I believe, was handed to you. Those would have 
to be studied. 
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Mr. Srwon. Here is the file that you gave me, which incidentally 
contains a carbon copy of the paper you have in your hand and the 
rent schedule returned to you is the rent schedule Mr. Barringer 
recommended. 

Is there any doubt in your mind but what that $15 million figure 
was given to Mr. Barringer by the owners of the property ? 

Mr. Bros. If you want to give me time enough to go through this 
thoroughly, I could probably answer that question. I am not going 
to answer it offhand. 

Mr. Stuon. I would be very glad to. 

The Cuatrman. What was the original mortgage on all six projects ’ 

Mr. Bupwesxy. Thirteen-million-eight-hundred-thousand ‘some 
odd dollars. 

The Cramrman. How does it get up now to $15 million? 

Mr. Bupwesxy. I never knew it did. I don’t know why it should. 

Mr. Gorvon. That is the valuation. 

The Cxatrman. That is the application for a rent increase, listing 
it at $15 million plus. 

Mr. Pauw. I think the chairman is mistaken. 

Mr. Bupwesky. FHA knew what actual cost was. 

Mr. Srmon. As a matter of fact, you people furnished us just yester- 
day with a balance sheet that showed you appreciated the value of 
these properties by between somewhere around two and a half to three 
million dollars. 

Mr. Bupwesxy. I don’t know anything about that, sir. I didn’t give 
it to you. I don’t know—you know what I mean. If you want a cost 
statement, the same as we use in dealing with the Bureau of Internal 
Revenue for tax purposes, that is one thing. 

Mr. Srron. Isn’t the $1514 million figure on which FHA based the 
new rents your appreciated value of the properties? 

Mr. Bupwesxy. I just can’t conceive of that, because I couldn’t con- 
ceive of FHA doing that in the face of their own records showing 
exactly what the project cost; and what the mortgage is. They base 
their rents 6n mortgage. 

The Cuamman. There is a lot of things we don’t seem to be able to 
conceive of around here that has to do with the testimony this morning, 
but the fact remains it is 15 million something in this letter from 
Barringer. 

Mr. Bupwesxy. Well then I think 

The Cuarmman. What we are trying to find out is, when you asked 
for a rent increase, did you state to FHA, and give a reason for the 
increase, that the properties were worth 15 million plus, and ask 61% 
percent on 15 million plus? Did you or didn’t you? ; ’ 

Mr. Bupwesxy. I don’t have the application, but I can’t imagine 
that they did any such thing. 

The Cuarrman. Who made the application for the rent increase? 

Mr. Bupwesxy. I don’t know. ; 

Mr. Bros. I put the application in with data that was furnished 
me by the rental office. 

The Cuarmman. Who furnished you the data? , 

Mr. Bros. Harold Fredericks, manager of the Shirley-Duke 
Apartments. 











The 
them 
used th 

Mr. 

The 

Mr. 

Mr. 
think 
would 

The 
increa 
valuat 

Mr. 
with | 

Frede 

Mr 
Mr 
Mr 
ing t 
io 
migh 
M 
that 
incre 
worl 
W 

by d 

to al 

youl 
this 

M 
teri: 

Inv 

lion 

N 


bal: 


vi 





identally 
and the 
arringer 


mM figure 
ugh th is 


ot going 


rojects ? 
some 
should. 


listing 


yester 
alue of 
o three 


vt give 
, &@ cost 
iterna! 
ed the 
*t con 

owing 
Vy base 
ble to 


rning, 
from 


asked 
r the 
< 61% 
gine 


ase ? 


shed 


Juke 


FHA INVESTIGATION 197 


The Cuamman. Mr. Fredericks gave you the figures, you turned 
them in to FHA and asked for a rent increase, and in doing so you 
used the figure of $15 million ? 

Mr. Bros. Did I use the figure of $15 million ? 

The Cuarrman. It is in there. 

Mr. Bros. It is in the letter 

Mr. Bupwesxy. May I clarify the situation a little bit? I don’t 
think valuations is what FHA would use in fixing the rents. They 
would use the amount of the mortgage. 

The Cuarrman. You tried to get a rent increase and did get a rent 
increase and you used—the reason for the rent increase was that the 
valuation of the properties were over $15 million. 

Mr. Ricuarv. Mr. Chairman, just before the noon recess, we filed 
with you the application material which had been furnished by Mr. 
Fredericks, the rental manager of Shirley-Duke. 

Mr. Srmon. Mr. Bros has that. 

Mr. Bros. Yes. 

Mr. Ricwarp. I assume you have carefully gone through this dur- 
ing the noon recess. I would like to ask this question: Is there any 
figure of 15 million in this application? I frankly do not know. That 
might simplify this. 

Mr. Stmon. In the material you left with Mr. Barringer, or at least 
that he had, which he submitted to Mr. Powell, he computed the rent 
increase on the basis of the value of the property, structures, land, 
working capital of $1514 million. 

We also find in FHA’s records balance sheets of this company, made 
by John W. Bisselle, and there is a note on the top “To be attached 
to annual report forwarded to C, L. P. on 9-24-51,” and that and even 
your subsequent balance sheets showed that you wrote up the value of 
this property to approximately $1514 million. 

Mr. Ricuarp. Of course, 1 am asking you, Mr. Simon, is the ma- 
terial which Shirley-Duke submitted in their application, through 
Investors Diversified, for rent increase, is there any figure of $15 mil- 
lion plus in the material which we submitted ? 

Mr. Simon. There is not. It appears only twice, once in your own 
balance sheets. If you will add up the appreciated value of your 
property as you show it on your balance sheets, it adds up to $1544 
million; and Mr. Barringer used that figure in his letter to Mr. Powell. 
I do not know where Mr. Barringer got it. That is what we are trying 
to find out. 

Mr. Gorpon. Mr. Simon, what is 90 percent of that figure you are 
speaking of, the $15 million figure ? 

Mr. Stuon. What is what ? 

Mr. Gorvon. What is the 90 percent of that $15 million figure? 

Mr. Stmon. I have figured it out, but it would be roughly $14 million. 

Mr. Gorvon. $14 million or $13 million? That is the valuation 
which FHA originally put on the project, and it lent 90 percent of 
that, so it wasn’t anything we had anything to do with. That was 
FHA’s valuation of the project. 

Mr. Srwon. The rent, then, was based on a $1514 million valuation ? 

Mr. Gorpon. From the very beginning. The rent was based on the 
valuation of the project. 


Mr. Bupwesky. Fixed by FHA. 
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Mr. Gorpon. Fixed by FHA as Mr. Budwesky says. 

The Cuarrman. Where are there any records to that effect? 

Mr. Gorpon. Look at your commitment. 

Mr. Bupwesky. In your commitment, you will see a replacement 
cost, won’t you? If you will add up the replacement cost on each one 
of the six commitments, I think you will find that FHA estimated the 
replacement cost 

The Cuarrman. At $1514 million? 

Mr. Bupwesky. Something like that, yes, sir. 

Mr. Stmon. And it turned out that the cost to build was about $11 
million, is that right ? 

Mr. Bupwesky. Whatever it was. I thought I said before, a little 
over 12. 

Mr. Srwon. And, of course, the $12 million included the $1 million 
paid to Investors ? 

Mr. Bupwesky. That is right. 

Mr. Srmon. Now, during the period of construction, you had in- 
terest on your construction loan. 

Mr. Bupwesky. That is right. 

Mr. Srwon. And taxes? 

Mr. Bupwesxy. That is right. 

Mr. Srmon. For your own bookkeeping purposes, did you charge 
that asa cost of construction or as an operating expense ? 

Mr. Bupwesky. Well, we had the right of election under the In- 
ternal Revenue Code, to either capitalize it and take depreciation on 
it, over a period of years, or charge it off to operation. 

Mr. Stwon. And you 

Mr. Bupwesky. So we elected to charge it off to operation and that 
is the reason a lot of people think we built the property for a lot less 
money than we did because it doesn’t include interest during construc- 
tion. taxes or insurance. 

Mr. Srwon. When you filed your application for a rent increase, did 
you charge the interest and taxes during construction as a cost of con- 
struction or as an operating expense ? 

Mr. Bupwesxy. I haven’t the slightest idea. I don’t know what 
they did in that application. 

Mr. Srvon. In the application that Mr. Bros filed, he lists a com- 
parison of the income estimated by FHA, and then actual experience 
of income and expense. is that right, Mr. Bros? 

Mr. Bros. Information 

Mr. Bupwesxy. Could I answer you on that since you seem to make 
a point of it? I don’t see where that would make a particle of differ- 
ence. Under internal revenue law we have an election. Now we can 
get an immediate benefit by charging off these things to oneration, or 
we can get a long-term benefit by capitalizing it. and getting our de- 
preciation of 214 or 3 percent over a long neriod of years. so it wouldn’t 
make any difference in the application. That was merely the question 
taxwise. It hasn’t anything to do with it in any other way. 

Mr. Stow. Don’t you think they ought to at least have been consist- 
ent and charged it one way or another throughout ? 

Mr. Gorpon. It was. 

Mr. Bunwesky. Well, after all, the cost is there. The cost. of the 
building includes interest during construction, taxes, normal capital 
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investments. The fact that interna] revenue gives you an election tax- 
wise, doesn’t alter the fact that it is a proper cost. 

The Cuarrman. Did you get a rent increase ? 

Mr. Bupwesxy. I believe they did. I don’t know. I was not in 
Alexandria at the time. 

The CuatrMan. Does anybody know? 

Mr. Bros. Here is the letter. 

The CHarrmMan, How much was the rent increase? 

Mr. Srwon. Here it is. 

Mr. Bros, in the application which you filed on information given 
you by Mr. Fredericks, do you have a part on the last page headed 
“Actual experience of income and expense” ¢ 

Mr. Bros. I do. 

Mr. Srvon. The first item under that is listed as “income,” which 
I take it is your actual income. The next item is “less 7 percent 
vacancy.” 

Mr. Bros, at the time this application was filed in 1951, was 7 per- 
cent the actual vacancy ? 

Mr. Bros. Again, 1 am relying on these figures of Mr. Fredericks, 
but I think that is the way the FHA wanted the figures. 

Mr. Stmon. The top half of the sheet is the FHA original estimate. 
In the FHA original estimate, which is the way they set it up, they 
allowed you 7 percent for vacancy, which I understand is their normal 
procedure. 

Mr. Bros. That is correct. 

Mr. Sraon. In the bottom half you are purporting to state what 
had been your actual experience. My understanding is—— 

Mr. Bros. The vacancy was not that much. 

Mr. Srmon. It was a small fraction of 1 percent, wasn’t it? 

Mr. Bros. As I remember it, that is right. 

Mr. Srmon. So this is in error when it says your actual experience 
was a 7 percent vacancy, isn’t it ? 

Mr. Bros. It must be; yes, sir. 

The Cuatrman. What was the rent increase that was granted ? 

Mr. Bupwesky. Does anybody know ? 

Mr. Srvon. I believe it was from $69.27 per apartment per month 
to $72.75 per apartment per month, is that right ? 

Mr. Ricnmarp. Mr. Chairman, there is in that application a letter 
from Mr. Barringer, dated July 25, 1951, setting the new rents, and 
for a two-bedroom apartment, even under the increase the maximum 
was $76 a month for a two-bedroom apartment. 

The Cuamrman. But you did get a rent increase of about $3 
a month ? 

Mr. Bupwesky. $3 a month, that is right. 

Mr. Bros. May I comment ? 

The CuarrmMan. Yes. 

Mr. Bros. You stated that in my letter to FHA, I put that $15 mil- 
lion. That is an error and I wouldn’t want that on the record. 

The Crarrman. You did not put it in? 

Mr. Bros. No, sir; I can’t find it here. 

Mr. Stmon. It is not in your letter. 

The CratrMan. It is in Barringer’s letter. 

Mr. Bros. I can’t control Mr. Barringer’s letter, sir. 
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Mr. Pavut. Mr. Chairman, will you ask Mr. Bros or some one of 
these gentlemen that know this question: Was there any further 
allowance of 614 percent allowed on account of the rent increase over 
the amount which was allowed with respect to the original valuation 
of the property, as made by FHA ? 

Mr. Srwon. I take it what you are saying is that the original valua- 
tion was $15,500,000. 

Mr. Pav. I don’t know what it was, but I understand your rent 
increase, sir, is not predicated at all upon any change of that original 
allowance of 614 percent, but only upon increased costs. 

Mr. Simon. The original estimate of the value of the property was 
$1514 million, and FHA allowed them a 614 percent return on a 
$1514 million investment ? 

Mr. Pauu. That is a gross return on it. 

Mr. Suwon. When they went in for a rent increase, in spite of the 
fact that the building had turned out to cost them only $11 million or 
$12 million FHA gave them the rent increase, and retained the $1514 
million valuation in spite of the fact that the investment turned out 
to be some $314 million less ? 

Mr. Paut. They protected their own loan by keeping the valuation 
what it was. 

Mr. Stimon. Mr. Gordon, during the noon hour were you able to 
refresh your recollection on how much rent you received from that 
shopping center ? 

Mr. Gorpon. How much rent I have received ? 

Mr. Stmon. Yes, sir. 

Mr. Gorpon. I have never received any. 

Mr. Simon. I thought you testified this morning that you and Mr. 
Black were the owners of the land on which the shopping center was 
erected ? 

Mr. Gorvon. That is right. 

Mr. Simon. And that you received rent under that lease? 

Mr. Gorpvon. No. I didn’t say I received rents. I waived all the 
rent, because that shopping center is put in there as a convenience to 
the apartments and I have never received any rent on it. 

Mr. Srmon. You have waived the rent or just deferred the 
payments ? 

Mr. Gorpon. Waived it as far as I know. I haven’t got any—— 

Mr. Stmon. You don’t ever intend to collect any rent? 

Mr. Gorvon. Yes, if it gets to the point it can pay rent, I will take 
some. 

Mr. Stmon. When it gets to that point, are you going to get rent 
only from then on, or are they going to pay you rent from the inception 
of the project? 

Mr. Gorpon. That will have to be decided then. 

Mr. Stwon. What is your agreement with the company ? 

Mr. Gorvon. I just told them they didn’t have to pay me and it is 
no obligation. 

Mr. Srmon. You are a third owner of the stock of the company, of 
course ? 

Mr. Gorpon. Yes. 

Mr. Stmon. So far, has the company not made any profits ? 
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Mr. Gorvon. I don’t believe the company has made any profits. 
At least, I haven’t received any share of it and I still have got a lot 
of my own money in it. 

Mr. Stmon. Would you know whether they made any profits or not ? 

Mr. Gorvon. Has it shown any profits ? 

Mr. Hurman. No, I don’t believe so. 

Mr. Gorpon. I don’t believe so. 

Mr. Hurman. Whatever profit might have been shown is plowed 
back into additional construction. In other words, we didn’t take 
anything out of it moneywise. 

Mr. Suwon. What do you mean by “additional construction,” Mr. 
Hutman ? 

Mr. Hurman. In other words, if we had a chance to build addi- 
tional stores, we built additional stores. 

Mr. Simon. So you are plowing the profit back into further equity ? 

Mr. Hurman. That is right, rather than taking any actual cash. 

Mr. Gorvon. If there is any profit. 

Mr. Hurman. I am not too sure there is any profit. 

Mr. Gorpon. I don’t think there will be. 

The Cuarrman. You gentlemen mean to tell me you own a corpo- 
ration over there and don’t know whether there is a profit or not? 

Mr. Hurman. Senator, let me tell you something—— 

The CHarmman. Remember you are under oath and this is not a 
funny matter, which some of you gentlemen out there seem to think 
it is. It might be well to wipe the smiles off of your faces because 
to us and to a lot of people this is not a funny matter. It is a business 
matter and it is not be made light of, which you seem to be doing. 
Just remember now that you are under oath and remember that your 
testimony this morning so far has been in many respects somewhat 
different than the facts as to the es Let’s not be funny 
about this matter now, as you have been trying to be, because it is 
no smiling matter. 

Mr. Hurman. Can I say something now ¢ 

The Cuarrman. Yes. It seems strange to me that you can’t re- 
member whether or not this corporation made a profit or whether 
it didn’t. 

Mr. Hurman. Can I say something ? 

The Cuatrman. Yes, you may. 

Mr. Hurman. Our primary interest is having these apartments 
that are earning an income for us, that we can pass on to our children 
and from then on 

The CuarrmMan. Yes. 

Mr. Hurman. We wanted to make that a successful project. For 
that reason, we put up the shopping center. We don’t care if we 
don’t make a dime out of the shopping center. That is not our con- 
cern. When I say we don’t know whether we made a profit or not, 
I haven’t seen a statement on the project in over a year, and that is 
why I say I don’t know whether we made any profit. We are not 
concerned about that. Our prime interest is in the apartments. 

Senator Bennett. May T ask a question, Mr. Chairman? 

The Cuarrman. Yes, Senator Bennett. 

Senator Bennert. Did I understand you to say you were plowing 
the profits back into the project? Did I understand somebody to 
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say you were plowing the profits back into the project and building 
new buildings? 

Mr. Hurman. The shopping center is not a completed thing. There 
is vacant spaces there, where we are trying to put additional stores, 
and additional services up, and any moneys that are left over out of 
earnings from the shopping center itself now—that is entirely sep- 
arate from the apartment. 

Senator Bennett. That is what I want to get at. Can you sep- 
arate in your mind profits on one side and moneys left over out of 
earnings on the other, and assume that those are two different kinds 
of funds? 

Mr. Hurman. Senator, I haven’t seen a statement on this for over 
a year and I really don’t know. 

Senator Bennett. I would like to get at the question I really want 
to ask: How much additional money have you invested in that shop- 
ping center since your original investment ? 

Mr. Hurman. I think combined we have investments of over $100,- 
000 in that. 

Senator Bennett. In addition to the original money that you put 
in? 

Mr. Hurman. In addition to the first mortgage that Investors 
Syndicate has on it. 

Senator Bennerr. Was that additional capital you supplied from 
other sources out of your own pocket, or has that been profit out of 
the operation of the shopping center ¢ 

Mr. Hurman. No, that was money that we supplied out of our own 
pocket for which we have gotten notes, which we received no interest 
on, and have had no compensation at all from. 

Senator Bennerr. Well now, Mr.—I don’t know these names—— 

Mr. Srwon. Hutman. 

Senator Bennert. Mr. Preston, was it 

Mr. Bupwesky. Mr. Gordon. 

Senator Bennerr. Mr. Gordon who said he had had no rent for 
the land, and was it he who said that you had put the profits of this 
proposition back into additional building, building additional prop- 
erty in the shopping center? Have there been any additional prop- 
erties built out of profits from the operation of the center? 

Mr. Gorvon. I would be glad to get you a financial statement on 
that, Senator, and show you the whole thing, but as far as my recol- 
lections are concerned, the operation will show a loss, especially when 
we take depreciation on the buildings that have been put up. I know 
there is no profit. 

Senator Bennerr. You have not built any additional buildings, 
except out of cash that you found from another source and put into 
the proposition ? 

Mr. Hurman. Out of our own pockets; yes, sir. 

Mr. Gorvon. We have also used whatever funds were available in 
it; whether it be depreciation money, whether it be cash from our 
own pockets 

Senator Bennerr. If this is a corporation they must have made 
some income-tax returns. 

Mr. Srmon. Yes. 

The Cuatrman. They are available to us. 

Mr. Gorpon. All of that is available to you any time you want it. 
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The CHarrman. We have that. 

Mr. Srwon. Mr. Crabb—— 

Mr. Hix. He stepped out of the room for just a minute. 

Mr. McCarrin. If you will excuse me, I will get him. He stepped 
out for just a minute. 

Mr. Bupwesky. May I, while you are awaiting Mr. Crabb, make 
1 or 2 observations in completion of my statement ? 

The Cuarrman. Yes. 

Mr, Bupwesky. | would like to state for the information of the com- 
mittee that in the funds that were available in the Shirley-Duke Cor- 
porations, at the time the projects were completed and tne mortgage 
instruments were insured by FHA, there had been received and col- 
lected by these corporations in excess of $500,000, receipt from rents 
of apartments that had been completed while we were still construct- 
ing others, so the entire amount of money that is involved is not neces- 
sarily money that was not expended in construction. We had income 
from these rents that had been accumulated. 

The Cuarrman. That was due to the fact that FHA did not require 
any payments for 18 months ? 

Mr. Bupwesky. That is right. 

The Cuarrman. Which was a very, very foolish thing for FHA 
to do, 

Mr. Bupwesky. Well, at this stage of the game, perhaps that may 
be true, but FHA was offering all ‘sorts of inducements to people in 
those days to get in here and provide housing which they wanted built. 
Whether it was good or not, at any rate that is what the fact was. 

The Cuarrman. It would seem to me it would have been very simple 
to have said it began when the project was completed, whether it be 11, 
12, 18, 22, or 24 months. Why they had that policy of 18 months we 
don’t know, but that is not your problem. 

Mr. Bupwesky. I understand. That isn’t the way it was set up. 

The CuHarrMan. You are right. 

Mr. Bupwesxy. Now, considerable comment has been made of the 
fact that there is not only in this corporation, but in many of them that 
have been mentioned, that the investment was, say, as it 1s here, $6,000. 
That happens to be the final—when it is all completed and if every- 
thing worked out all right and you didn’t have any strikes and FHA 
insured your loan, and you didn’t get into a problem where you might 
not have had your project insured ‘because of some regulation of FILA 
not having been complied with—there were many angles of risk here 
over which the owner 

The Cuarrman. On the other hand, I want to call your attention to 
the fact that as far as you stockholders were concerned, FHA did agree 
to guarantee the loan when it was completed, and Investors agreed in 
a contract that they would furnish you all the money. So I don’t see 
where you were taking any chance at all. You had the commitment 
from FHA before you ‘started. You had a commitment from “Fannie 
May” that the would extend $14 million plus, and you had a contract 
with Investors that they would furnish all the money. Now, what 
chances were the common-stock holders taking ? 

Mr. Bupwesky. Well, suppose they hadn’ t—suppose FHA didn’t 
come forward with any commitment at all ? 

The Cratrman. It would have been the loss of Investors, not vonr 
loss. 

50690—54—pt. 1——14 
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Mr. Bupwesxy. That isn’t entirely true. 

The Cuamman. The commitment was given before you stated so 
there was no possible chance for FHA not to make good on it. 

Mr. Bupwesky. There had to be topographic surveys made of the 
land ; somebody had to put up the money. 

The Cuarmman. Wasn’t Investors putting up all that money? 

Mr. Bupwesky. No. These men, Mr. Gordon here, it was his man, 
Mr. Grefe, who was the engineer, got out there and worked and a lot 
of people worked on it. Let's not take Shirley-Duke. Let’s take any of 
these section 608 projects. There is a lot of money involved that has 
to be put up before you get a commitment out of FHA. You don't 
hire an architect to draft. your plans and survey your land and come 
in with your plot plan and pay your filing fee of three-tenths of 1 
percent of the amount of the loan, and you risk all that money. How- 
ever, that isn’t too important here, but let me say this with reference 
to the Shirley-Duke project, and partic ularly in view of the observa- 
tion, how did FHA go so far wrong in the amount of the loan they 
gave? 

I believe FHA in this particular instance, the Shirley-Duke project, 
I mean, has as low a per-unit loan as there is in the entire metropolitan 


Washington area. These buildings are firenranft—--~ 
aut 


ue world would be benef ited ¢ It would have to be applied o on pay- 
ments that would be due 33, 32, 31 years from now. Well, what par- 
ticular incentive is there in doing that? And in addition to that, we 
wind up—we decide that what might be done about it. We go to the 
Bureau of Internal Revenue, we get an advance ruling before we dis- 
tribute a dollar because this money wasn’t distributed until December. 
It was available in September so we were very, very careful to find out 
what we were going to do. If we had applied it on the loan, the Gov- 
ernment of the United States wouldn’t have gotten a nickel. As it was, 
they got 25 percent of the amount of money that was distributed, which 
is between $500,000 and $600,000, so I don’t know what else we might 
have done. 

The Cuarrman. The Government is still guaranteeing the mortgage 
and if something happens the Government will have to repossess the 
mortgage, because all there is back of it is $6,000. 

Mr. Bupweskxy. Well, they get a half percent a month on all the 
loans they have, you know. 

I will say this, and perhaps it might be well for the committee to 
consider in connection with these FHA projects: One of the biggest 
stumbling blocks we have here are the penalty clauses in trying to 
repay. It costs us between 4 and 5 percent. 

The Cuarrman. I said we are going to look into that. 

Mr. Bupwesxy. We would probably be very happy to go out here 
and get a conventional loan, and get everybody out of this if they feel 
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ited so that they are in such precarious position, but it could cost us 5 percent 
penalty to do it. 

of the The CHAIRMAN. We are going to look into that. I am glad you 
brought it up this morning because it is one thing we overlooked up 

} to this time. I didn’t know they were permitting penalty clauses to 

3 man, be written into the mortgages. 

1 a lot I might say at this point, that we will meet at 10 o’clock tomorrow 

any of morning. We are not going to recess for another hour or two, but 

at has tomorrow we will convene at 10 o’clock and our witnesses will be 

don't Mr. Andrew Frost, of Albuquerque, N. Mex., Mr. Bertram Bovard, 

como of Lorton, Va., and Mr. Loftus. I am sure he will be feeling well 

s of 1 enough to be with us tomorrow, and on Friday, our witness will be 

How- Charles H. Glueck, of Gary, Ind. 

rence Mr. Srwon. Mr. Crabb. 

serva- The Cuairman. If you will let Mr. Crabb sit there, please. 

they Mr. Bupwesxy. Yes, I will. I will be very glad to give him this 
seat. 

oject, Mr. Stuon. Mr. Crabb, would you give the reporter your full name, 

olitan address, and occupation ? 
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chairman of the @xecutive commucece ui arvesvurs avrves DIEU Kee vawne 
Mr. Srmuon. In 1949, were you president of Investors Diversified 
Services ? 
Mr. Crass. Yes, sir. 
Mr. Stwon. You have been here all morning, I believe, when Mr. 





— Budwesky was testifying about the Shirley-Duke project? 
at Mr. Craps. Yes, sir. Bs he ; ‘ 
ie. _Mr. Srwon. What personal participation did you have in the nego- 
Wait tiations with the sponsors of these projects prior to the June 15, 1949, 
ade contract ? 
cht Mr. Crass. It was brought to me by some of the officers of the mort- 
= gage department, and by Mr. Loftus. My contact with it was of rather 
age general character, and on the basis of the overall picture and desir- 
tl ‘ ability to us as an investment, , 
5 Mr. Stmon. Was the original undertaking that Investors would own 
a 50 percent interest in the equity ? 
me Mr. Craps. It was 49 percent of the nonvoting interest, was the basis 
eR on which we first considered making the commitment for the loan. 
iat That was on the basis of insured advances. 
Te Mr. Srwon. And Investors would have 49 percent of the equity? 
0 Mr. Craps. Yes. 


Mr. Sron. And these sponsors would have 51 percent of the equity ! 
Mr. Crass. They would have all of the voting stock which repre- 


is sented 51 percent of the equity. 


non Mr. Simon, Is it a customary practice for Inyestors to take an equity 
participation in mortgages, or projects such as this? 
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Mr. Bupwesxy. That isn’t entirely true. 

The Cuamman. The commitment was given before you stated so 
there was no possible chance for FHA not to make good on it. 

Mr. Bupwesky. There had to be topographic surveys made of the 
land ; somebody had to put up the money. 

The Cuarrman. Wasn’t Investors putting up all that money ? 

Mr. Bupwesky. No. These men, Mr. Gordon here, it was his man, 
Mr. Grefe, who was the engineer, got out there and worked and a lot 
of people worked on it. Let’s not take Shirley-Duke. Let’s take any of 
these section 608 projects. There is a lot of money involved that has 
to be put up before you get a commitment out of FHA. You don't 
hire an architect to draft your plans and survey your land and come 
in with your plot plan and pay your filing fee of three-tenths of 1 
percent of the amount of the loan, and you risk all that money. How- 
ever, that isn’t too important here, but let me say this with reference 
to the Shirley-Duke project, and particularly in view of the observa- 
tion, how did FHA go so far wrong in the amount of the loan they 
gave? 

I believe FHA in this particular instance, the Shirley-Duke project, 
I mean, has as low a per-unit loan as there is in the entire metropolitan 
Washington area. These buildings are fireproof construction. They 
are steel and concrete, and they involve a little extra cost in the begin- 
ning, because they do save a lot of insurance cost in the operation. 

I don’t know of any FHA-insured project in the entire metropolitan 
area that has as low a rent schedule as we have at Shirley-Duke. 

The CHatrmMan. Low rentals? 

Mr. Bupwesky. As low rentals as we have in Shirley-Duke. 

I stated to you before that we surveyed what could be accomplished, 
in applying the savings on the mortgage, and we found—well, who in 
the world would be benefited? It would have to be applied on pay- 
ments that would be due 33, 32, 31 years from now. Well, what par- 
ticular incentive is there in doing that? And in addition to that, we 
wind up—we decide that what might be done about it. We go to the 
Bureau of Internal Revenue, we get an advance ruling before we dis- 
tribute a dollar because this money wasn’t distributed until December. 
It was available in September so we were very, very careful to find out 
what we were going to do. If we had applied it on the loan, the Gov- 
ernment of the United States wouldn’t have gotten a nickel. As it was, 
they got 25 percent of the amount of money that was distributed, which 
is between $500,000 and $600,000, so I don’t know what else we might 
have done. 

The Cuarrman. The Government is still guaranteeing the mortgage 
and if something happens the Government will have to repossess the 
mortgage, because all there is back of it is $6,000. 

Mr. Bupwesky. Well, they get a half percent a month on all the 
loans they have, you know. 

I will say this, and perhaps it might be well for the committee to 
consider in connection with these FHA projects: One of the biggest 
stumbling blocks we have here are the penalty clauses in trying to 
repay. It costs us between 4 and 5 percent. 

The Cuarmman. I said we are going to look into that. 

Mr. Bupwesxy. We would probably be very happy to go out here 
and get a conventional loan, and get everybody out of this if they feel 
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that they are in such precarious position, but it could cost us 5 percent 
penalty to do it. 

The Cuarmman. We are going to look into that. I am glad you 
brought it up this morning because it is one thing we overlooked up 
to this time. I didn’t know they were permitting penalty clauses to 
be written into the mortgages. 

I might say at this point, that we will meet at 10 o’clock tomorrow 
morning. We are not going to recess for another hour or two, but 
tomorrow we will convene at 10 o’clock and our witnesses will be 
Mr. Andrew Frost, of Albuquerque, N. Mex., Mr. Bertram Bovard, 
of Lorton, Va., and Mr. Loftus. I am sure he will be feeling well 
enough to be with us tomorrow, and on Friday, our witness will be 
Charles H. Glueck, of Gary, Ind. 

Mr. Srwon. Mr. Crabb. 

The Cuarrman. If you will let Mr. Crabb sit there, please. 

Mr. Bupwesxy. Yes, I will. I will be very glad to give him this 
seat. 

Mr. Srmon. Mr. Crabb, would you give the reporter your full name, 
address, and occupation ? 


STATEMENTS OF EARL E. CRABB, CHAIRMAN, EXECUTIVE COM- 
MITTEE, AND T. S. KENEALY, AUDITOR, ACCOMPANIED BY JOHN 
W. McCARTIN, GENERAL COUNSEL, INVESTORS DIVERSIFIED 
SERVICES 


Mr. Craps. Earl E. Crabb. My address is 3432 Hunts Point Road, 
Bellvue, Wash., a suburb of Seattle, and my present occupation is 
chairman of the executive committee of Investors Diversified Services. 

Mr. Simon. In 1949, were you president of Investors Diversified 
Services ? 

Mr. Craps. Yes, sir. 

Mr. Stmon. You have been here all morning, I believe, when Mr. 
Budwesky was testifying about the Shirley-Duke project ? 

Mr. Craps. Yes, sir. 

Mr. Stmon. What personal participation did you have in the nego- 
tiations with the sponsors of these projects prior to the June 15, 1949, 
contract ? 

Mr. Crass. It was brought to me by some of the officers of the mort- 
gage department, and by Mr. Loftus. My contact with it was of rather 
general character, and on the basis of the overall picture and desir- 
ability to us as an investment. 

Mr. Stwon. Was the original undertaking that Investors would own 
a 50 percent interest in the equity ¢ 

Mr. Cranp. It was 49 percent of the nonvoting interest, was the basis 
on which we first considered making the commitment for the loan. 
That was on the basis of insured advances. 

Mr. Simon. And Investors would have 49 percent of the equity? 

Mr. Crass. Yes. 

Mr. Stwon. And these sponsors would have 51 percent of the equity 

Mr. Crass. They would have all of the voting stock which repre- 
sented 51 percent of the equity. 

Mr. Simon, Is it a customary practice for Investors to take an equity 
participation in mortgages, or projects such as this? 
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Mr. Crass. Yes, under the same circumstances. 

Mr. Smron. Can you tell us how many projects financed by the 
Federal Housing Administration Investors has had an equity par- 
ticipation in? 

Mr. Craps. I can’t tell you that offhand. We have had equity par- 
ticipators both in FHA-insured loans and in conventional or non- 
insured loans. We made, I believe, 148 mortgages under section 608, 
in which they were handled in the same manner as this one, or on the 
basis of participation. How many of each, I don’t know. 

Mr. Srmon. In each of your section 608 mortgage participations, 
you either had an equity participation or a fee which in this contract 
is called a compensatory fee, for furnishing the money, is that correct ? 

The Crarrman. I want to make sure of this: How many projects 
did you have under section 608 ? 

Mr. CraBp. 148. 

The Crarrman. You said a moment ago they were all handled on 
the same basis as the Shirley-Duke. Did you intend to say that ? 

Mr. Crass. No, not exactly. A good many of them, but I don’t 
know how many were handled on the basis of a participation. Of 
that 148, 6 of them were the Shirley-Duke, and 3 were Cleveland. 

Mr. Stmon. The Cleveland ones were the same type of deal as Shir- 
ley- Duke, were they not ? 

Mr. Craps. That is right. 

Mr. Sruon. That is you got a 614 percent compensatory fee in ad- 
dition to interest ? 

Mr. Crass. That is right. 

Mr. Sruon. How many of the other 139 did you have an equity par- 
ticipation in? 

Mr. Crass. I don’t know. I would have to check the record. 

Mr. Simon. Of the 139 that you had an equity participation in, did 
any of them mortgage out ? 

Mr. Crase. Mortgage out as to cost ? 

Mr. Srwon. That is, was the cost of construction less than the 
amount of the’ mortgage? 

Mr. Crass. I thinkso. I think they also—— 

Mr. Stuon. What is that ? 

Mr. Crane. If I understood your definition of “mortgage out,” I 
think all of them. 

Mr. Srwon. All of them mortgaged out ? 

Mr. Crasp. Virtually all of them mortgaged out. Again, I would 
have to check the record. 

Mr. Srmon. In those cases where they did mortgage out, was the 
excess of funds distributed to the stockholders ? 

Mr. Crass. I don’t know. 

Mr. Stmon. Sorry? 

Mr. Craps. I don’t know whether it was or not. 

Mr. McCartrn. Mr. Chairman, may I interrupt? 

The Cuamman. Do we have your name? 

Mr. McCartrtn. Yes, you do, sir. 

The Cuatrman. Give your name for the record. 

Mr. McCartin. John W. McCartin. 

The Cuarrman. What is your position ? 

Mr. McCarttn. General counsel, Investors Diversified Services. 
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The Cuarrman. You are representing Mr. Crabb as an attorney ? 

Mr. McCarrtrn. As his counsel. 

The CuarrmMan. You may ask a question or advise your client. 

Mr. McCartin. I would like this to be on the record, Mr. Chairman. 

The Cuarrman, This is all on the record. 

Mr. McCartin. Mr. Crabb, we have introduced into evidence at ex- 
ecutive sessions of this committee statistical information which indi- 
‘ates the number of deals that we have financed under Section 608 
of the Housing Act, and the things that are the subject of inquiry here. 

The CHarrman, Yes. 

Mr. McCarty. In that statistical data is included the amount of 
fees which were received by Investors Diversified Services, and any 
other interest which we might have had in the projects after the mort- 
gages were insured by the FHA. 

It is my memory of those exhibits that with the exception of the 
management contracts which Investors had in connection with the 
Shirley-Duke and Cleveland projects, Investors Diversified Services 
had no interest in the project after they were completed and the FHA 
mortgages insured. 

The Cuarrman. Will you yield just one moment ? 

This gentleman is correct. He gave us these records, and if there 
is no objection we will now place them in the record. Supposedly they 
cover the 149 section 608 projects. Now I want to ask some more ques- 
tions. 

Mr. Srwon. Some section 213 projects. 

The Cuatrrman. And some section 213 projects. 

Is this all the section 213, 608, 207 or any other rental projects that 
FHA is involved in that you have handled ? 

Mr. McCarttn. Mr. Chairman, I would like to say this: We think, 
and to the best of our knowledge, it is complete. 

The Cuarrman. Will you go back and recheck your record and if 
you find it isn’t, will you then refile with us? 

Mr. McCarrtry. Absolutely. 

The Cuamman. And will you also file with us the other projects 
that you have entered into, like the FHA sale of houses, and individual 
houses ? 

Mr. McCarty. I interpret your question to mean, Mr. Chairman, 
that we will furnish information relative to the section 213 projects. 

The Cuarman. Section 203. 

Mr. McCartrn. Section 203’s. Yes; we will do that. 

(The information referred to follows. ) 
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Investors Diversified Services, Inc., and Investors Syndicate of America, Inc., 
FHA 213 loans made during period Jan. 1, 1957, through June 25, 1954 


CONSTRUCTION LOANS INSURED ADVANCES 
naan lipenniocilahneitiea Ra isahliphae cn ees 


Our Date of note 





= Ni ; Amount | Fees re- 
loan sme of mortgagor — | of loan | ceived 
| | 
16-93192 | Carson Park Mutual Homes, No. 5, Los Angeles, | Nov. 25,1952 | $1,784,050 | $44, 601. 25 
|  Calif., 36 units. | 
16-95640 | Carson Park Mutual Homes, No. 7, Los Angeles, | Sept. 4, 1953 | 2,491,750 | 37,376.00 
Calif., 22F units. 
16-95641 | Carson Park Mutual Homes, No. 8, Los Angeles, | Oct. 1, 1953 | 1, 849, 600 | 27, 744. 00 
|  Calif., 168 units. 
16-95642 | Carson Park Mutual Homes, No. 9, Los Angeles, | Oct. 20, 1953 1, 716, 850 | 25, 752. 00 


| Calif., 156 units. 

16-94054 | Carson Park Mutual Homes, No. 10, Los Angeles, | Feb. 2,1953 | 2,936,100 73, 248. 50 

Calif., 37 units. | | | 

16-94449 | Carson Park Mutual Homes, No. 11, Los Angeles, | Mar. 2, 1953 2,485,450 | 62,096. 25 

Calif., 37 units. 

16-94948 | Carson Park Mutual Homes, No. 12, Los Angeles, | July 9, 1953 1, 322, 100 

| _Calif., 35 units | 

16-4949 | Carson Park Mutual Homes, No. 13, Los Angeles, | July 28, 1953 1,751,500 | 43,777.50 

Calif., 159 units | 

16-94950 | Carson Park Mutual Homes, No. 14, Los Angeles, | Aug. 13, 1953 1,859,800 | 46, 400.00 

Calif., 169 units. | | 

16-80854 | Lakewood Park Mutual Homes, No. 1, Los Angeles, | Oct. 1, 1951 4, 697, 100 117, 428. 00 

|  Calif., 32 units. | 

16-89855 | Lakewood Park Mutual Homes, No. 2, Los Angeles, | Oct. 18,1951 | 4,718, 400 117, 887. 00 
Calif., 32 units. | 

Lakewood Park Mutual Homes, No. 3, Los Angeles, | Nov. 14, 1951 1,065,400 | 26,635.00 
Calif., 36 units. | 

16-91468 | Lakewood Park Mutual Homes, No. 4, Los Angeles, | Nov. 28,1951 | 1,895, 400 47, 325. 00 
Calif., 37 nnits 

Lakewood Park Mutual Homes No. 5, Los Angeles, | Nov. 21, 1951 1,474,550 | 36, 843. 50 
Calif., 36 units, 

16-91515 | Lakewood Park Mutual Homes No. 7, Los Angeles, 
Calif., 36 units. 

Lakewood Park Mutual Homes No. 8, Los Angeles, 
Calif., 37 units 

16-91998 | Lakewood Park Mutual Homes No. 9, Los Angeles, 

Calif., 35 units. 


33, 052. 50 


16-91325 


16-91339 


Dec. 27,1951 | 1,345, 850 33, 626. 25 


16-91945 Jan. 21, 1952 | 


J 


050 | 44, 426.25 
Feb. 7,1952 | 2,300,800 | 57, 520.00 








16-96412 Ist Charleston Park Mutual Homes, Las Vegas, Nev., | Jan. 4, 1954 231, 800 | 3, 477. 00 
16-96413 2d Charleston Park Mutual Homes, Las Vegas, Nev., | ae 231, 800 3, 477. 00 
16-96414 | 3d Charleston Park Mutual Homes, Las Vegas, Nev., dake 229, 900 3, 450. 00 
16-96415 4th Charleston Park Mutual Homes, Las Vegas, Nev., |__...do....._-_] 233, 700 3, 505. 00 
16-96416 sth Charleston Park Mutual Homes, Las Vegas, Nev., |._....do___. | 233, 700 3, 507. 00 
16-96417 6th Charleston Park Mutual Homes, Las Vegas, Nev., Feb. 2, 1954 229, 900 | 3, 448. 50 
16-96418 th Cunrtinin Park Mutual Homes, Las Vegas, Nev., |___.-do___- 229, 900 3, 448. 50 
16-96419 sth Charleston Park Mutual Homes, Las Vegas, Nev., wand 233, 700 | 3, 505. 50 
16-96420 | ath Chariton Park Mutual Homes, Las Vegas, Nev., | -do__. 227, 800 3. 417.00 
19-96421 | 19th Charleston Park Mutual Homes, Las Vegas, | Feb. 2, 1954 | 227, 550 | 3, 413. 25 
| Nev., 19 units. 
16~-96422 lith Charleston Park Mutual Homes, Les Vegas, | Mar. 29, 1954 231, 800 3, 477. 00 
16-96423 | 12th Charleston Park Mutual Homes, Les Vegas, | Mar. 29, 1954 233, 700 | 3, 505. 50 
16-96424 13th < Sharleat — Park Mutual Homes, Las Vegas, | Mar. 29, 1954 231, 800 3, 477.00 
16-96425 | Lath ‘“Gharlest on Past Sched Homes, Las Vegas, | Mar. 29,1954 | 229,900 3, 448. 50 
16-96426 15th Charleston Park Mutual Homes, Las Vegas, | Mar. 29, 1954 | 229, 900 | 3, 448. 50 
Nev., 19 units. 
Total Sebo 2 ee ee ceeenenn-------| 40,940,600 | 927, 744. 25 





The Cuarrmman. Let me ask you this: How many section 203 houses 
or projects have you handled ? 

Mr. McCartin. That I cannot handle. 

The Cuarrman. Is it asmany as 50,000? 

Mr. McCarrttn. I have no idea. 
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The Cuarrman. Would you think it would be 50,000 ¢ 

Mr. McCarty. I have no idea. 

The Cuarrman. Would you? You are chairman of the executive 
committee. 

Mr. Crass. I wouldn’t—— 

The CHarrMan. Individual houses, where you have bought the 
mortgages or handled the mortgages on indiv idual houses that have 
been guaranteed by FHA. 

Mr. McCartin. Do we have that in this tabulation ? 

Mr. Hint. No. 

Mr. McCartin. Mr. Chairman, I would like to ask another favor, if 
you will bear with me: When you use the term “mortgaging out” to Mr. 
Crabb, that means was the project completed, and the mortgage in- 
sured, and I don’t think that it has to him the meaning that it has to 
you, that there was an excess of money delivered to the owners or the 
builders of the project over and above the amount of the mortgage, 
and I would like to have you, in questioning him, use the terminology 
with which he might be more familiar. 

The Cuarrman. I would like to ask Mr. Crabb this question: Mr. 
McKenna testified that Mr. Budwesky told him or told one of his in- 
vestigators that you had made something like $26 million profit. Is 
that true or false ¢ 

Mr. Crass. That is not true. 

The CuarrMan. It is not true? 

Mr. Crass. No. 

The Cuairman. Do you know how much money you have made / 

Mr. Craps. We have an analysis of that. 

The Cuarrman. That is on the section 608’s, but I am thinking in 
terms of section 608’s, 213’s, individual houses, and the whole business. 
Mr. Crass. Well, over the 12- or 13-year period, or more than that 

17 years. 

The Cuarmman. It might well have been more than $26 million. 

Mr. Crasp. It could have been. 

The Cuatrman. On the section 608 projects about which Mr. 
McKenna testified, would you say it was less than $2 million ? 

Mr. Craps. It was less than $2 million altogether. 

The Cuarman. So evidently Mr. McKenna and Mr. Budwesky 
were thinking in terms of your entire FHA operation profit which you 

say runs over $26 million rather than the section 608 projects; is that 
correct ¢ 

Mr. Craps. Yes. I understood him to correct that this morning. 
I think he made himself clear on that. 

Mr. Srwon. Mr. Crabb, the information which your counsel gave 
us the other day indicates that your company made more than $2 ‘mil- 
lion on Shirley-Duke and Cleveland Parkway alone. 

Mr. Craze. The record that we have—I would like to answer a pre- 
vious question. 

The Cuatrman. That would be gross profit ? 

Mr. McCartin. That would be gross profit. 

Mr. Crass. I would like to answer a question you asked, Mr. Chair 
man, as to the number of mortgages we have made. Over the period 
of the 17 

Mr. McCarttn. This is 5 years 


50690—54—pt. 1——-15 
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Mr. Crass. The 5-year period we have made 56,709 individual 
mortgages 

The Cuairman. That have been insured by FHA ? 

Mr. Crass. Yes. Some by VA, some section 608, some section 203 : 
total amount of money loaned was $620,750,000 plus. Of those 149— 
aggregating $59,797,061—were section 608 loans, and the realized 
gross fees—not net—gross fees, was $1,689,131, not $26 million. 

The Cuarrman. On what? 

Mr. Crass. On section 608’s. 

The Cuarman. On section 608’s? 

Mr. Crass. Yes; 148 section 608’s. 

The Cuarrman. That is your records? 

Mr. Craps. That is our records. 

Mr. Srmon. Mr. Crabb, does that include management fees that you 
received under these projects? 

Mr. Crass. No, sir. 

Mr. Stmon. Does it include premiums on mortgages that you might 
have sold? 

Mr. Craps. No, sir. We have had some discounts as well as 
premiums. 

Mr. Srmon. Does it include the net of the premiums and discounts? 

Mr. Crass. No, sir. 

Mr. McCarry. Mr. Simon, may I be of some help to you there? 
I think that the amount of fees that we are talking about here are fees 
which might in some way have been attributed finally to the FHA. 
That is, things that the FHA might possibly have had an insurance 
liability on. If you will permit me, I would like to check that with 
one of the men who are here that prepared the sketch. Is that right? 

Mr. Suvon. I gather there are five ways in which your company 
could have made money on FHA loans. One, you could have received 
a compensatory fee as in the Shirley-Duke and Cleveland Parkway 
projects. 

Mr. Crass. Yes; that is distinguished from a financing fee. We 
will not regard that as a financing fee. 

Mr. Srwon. If you add a financing fee, then I would have six. Sec- 
ondly, you could have a financing fee. 

Mr. Crapp. Yes, sir. 

Mr. Srwon. Thirdly, you could have management fees for theo- 
retically managing the property, as you heard here your company 
gets for 514 years, 114 percent. of the gross income without actually 
managing the property. 

Fourth, you could have an equity interest in the project, in which 
you might later get a distribution as a stockholder, or the project 
might be sold and as a stockholder you would get your share of the 
equity in the sale. 

Fifth, you would get interest on your money, in this case at 6 per- 
cent; and finally, a premium on the mortgage, and which, as you 
pointed out, also might be a discount in some cases, but the company 
could have made one or more or even all of those fees on any one 
mortgage, isn’t that right? 

Mr. Crape. Yes; I think that is generally correct. I would like 
the opportunity, if the question isn’t going to come up later, to com- 
ment a little on this interest factor during the construction period. 

The Cuarrman. Proceed. 
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Mr. Crass. That is the 6-percent interest. 

The statement has been made that this construction loan is a risk- 
less investment as far as we are concerned, in view of the commitment 
for insurance at the end of the term. That is incorrect. Any con- 
struction loan involves many risks. We learned the mortgage busi- 
ness the hard way during the period 19::8 to 1934. 

There have been many instances in the building field when a con- 
tractor got into trouble—not in this case and not with these particular 
contractors—but it has been known to happen and we try to protect 
ourselves against that. 

If any one of these particular builders had thrown up his hands 
and run into trouble, and we had to step in, we would have had a head- 
ache. 

The risk money during a period of construction is generally recog- 
nized as being entitled to a better return than normal mortgage money. 

Now, another thing, too, the interest on a construction loan is on 
the average amount we have. It isn’t on the full amount, and the 114 
or 2 percent interest that we were receiving in excess of the going rate 
at, that time didn’t amount to too much in dollars, because it was cal- 
culated, as has been stated, month by month, and on the final advance, 
we got that for only 1 month. 

It averaged out far less than the amount——— 

The Cuarmman. May I ask you this question: This company that 
you entered into the contract with only had $6,000. Did you have the 
individuals, stockholders, or officers or directors endorse the notes or 
guarantee payments to you ? 

Mr. Crass. I believe not. 

The CuarrmMan. You just depended upon the $6,000 ? 

Mr. Crass. Well, we depended on both 

The Cuarrman. If you are that easy to do business with, I am going 
to come around and see you. 

Mr. Craps. If you show the same general attributes as those men 
had and qualities 

The Cuatrman. The attributes that permit you to make a lot of 
money. 

Mr. Crass. I wouldn’t exactly say that. We were anxious to make 
a sound loan. You must remember we always had the land as security. 

Mr. Stmon. Mr. Crabb, isn’t the schedule “A”—are you familiar 
with schedule “A” attached to the contract ? 

Mr. Crass. No, sir. 

Mr. Simon. Did you participate in negotiations leading to that con- 
tract ? 

Mr. Craps. Only in a general way. We had competent and able 
officers in charge of our mortgage department and all that was dis- 
cussed with me was the general desirability of the loan, and then I 
delegated the detail and relied on those people to do the detail work. 

Mr. Srwon. Did you know that schedule “A” provided for the cost 
of construction on a unit basis, and that it provided that costs should 
be not more than 80 percent; that is, it turns out to be 80 percent of 
the amount of the FHA commitment ? 

Mr. Crass. No,sir. I didn’t see that form at all. 

Mr. Pav. Mr. Chairman, would you ask the witness this question # 
In the testimony given by Mr. McKenna at page 34, you said : 


Let me ask you this: Is this a pattern? What I am trying to get at, is this 
a pattern where 3 people, I believe, invest $6,000? They enter into a contract 
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with a big concern like Investors Diversified Service, which is a large concern 
in which they evidently both agreed before they entered into the contract or 
knew beforehand that they entered into the contract that they were both going 
to make a lot of money by mortgaging out. Is that a general pattern? 


Mr. McKenna said: 


That part of it, I think, is general. I think these people who went into it 
knew in advance pretty much how much they were going to mortgage out. 

I wish you would ask Mr. Crabb whether he had any agreement 
with these people that they were going to mortgage out w hen they 
entered into this contract. 

Mr. Stmon. That is exactly what I was about to ask him, Mr. Paul. 

The Cuatrman. We will ask that question. 

Mr. Srwon. I show you this contract. If you will look at the para- 
graph that refers to exhibit A in the middle of the page, Mr. Crabb. 

Mr. Craps. Yes, sir. 

Mr. Srmon. I believe you will find that it provides that the con 
struction costs per unit are to be in accordance with schedule A. And 
if you will look at schedule A you will find that the costs are broken 
down for painting, plastering, and each individual item, and they 
total $60,000 per unit. 

Then if you will look up in front, one of the conditions of your 
contract is that you shall not be in any way obligated until after 
FHA has issued a commitment for an amount which turns out to be 
$72,000. 

Therefore, I take it, unless I don’t read it rightly, that unless there 
was a breach of contract, the building had to be built for 80 percent 
of the amount of the loan, is that right ? 

Mr. Crabb, have you looked at the paragraph marked “2” on 
page 7? 

Mr. McCarrtry. Mr. Simon, will you excuse us just a minute? We 
are having a little conference. 

Mr. Stmon. Yes, indeed. 

Mr. McCartin. Mr. Simon, we are ready to go ahead now. 

Mr. Stmon. Have you examined paragraph No. 2 on page 7, Mr. 
Crabb? 

Mr. Crasps. Yes, sir. 

Mr. Srvon. Does it provide, as I have indicated, that exhibit A, 
attached, provides for a payment breakdown for each unit of con- 
struction with estimated costs assigned to the project ? 

Mr. Craps. That is as I would interpret, yes. 

Mr. Sron. Does it provide that at the stage of any development, 
of construction, materials on hand for which advances are requested, 
shall at all times be equal to or exceed the advances payable under 
the breakdown ¢ 

Mr. Crass. Yes. 

Mr. Stmon. And the payment breakdown which is exhibit A calls 
for constructing the unit at a cost of $59,905, is that correct? I hap- 
pen to have the contract for section 4, Mr. Crabb. You will find a 
very few dollars, but they are all roughly $60,000. 

Mr. Crass. Mr. Simon, as I understand this particular exhibit, 
that is merely a statement of the advances of which as is customary in 
making construction loans, 20 percent is held back or whatever is neces 
sary to complete the property, is held back so that if anything does 
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happen we would have that much at least from reserve for completing 
the property. 

Mr. Simon. FHA theoretically held back 10 percent because they 
could only g:ive a 60 percent loan and you then held back an additional 
20 percent, is that right ? 

Mr. Crass. I think that is about right. At least we held back 
enough—I think it would be helpful in this same point to look at page 
6, paragraph at the top of the page: 

In the event the lender shall determine at any time or from time to time that 
the undisbursed loan proceeds are insufficient to fully complete pay for all im- 
provements constructed and to be constructed, and to permit the payment of any 
other disbursements required, or authorizea by this agreement, lender may make 
written demand upon the borrower to deposit with the lender such amount as 
lender may estimate to be required for such purposes— 
et cetera. 

Mr. Simon. And the borrower in this case was the Shirley Duke 
Corp. 

Mtr. Crass. Yes, sir. 

Mr. Sraon. Which only had $1,000 of capital, is that right? 

Mr. McCarrtin. I think you meant to say the borrower, “didn’t you ¢ 

Mr. Simon. The borrower is Shirley Duke, which had $1,000 of 
capital, 

Mr. Crass. For each unit. 

The Cuarrman. They couldn't make good very much with just 
$1,000 could they ? 

Senator Bennetr. Mr. Chairman, I would like to ask Mr. Crabb if 
he is saying that schedule A, which adds up to approximately $6,000, 
is in fact only 80 percent of the agreed-to purchase price of each unit 4 

Mr. Simon. The mortgage agreement. 

Senator Bennerr. I mean cost of each unit. Do you mean to say 
to us that you deliberately held back $12,000 per unit and, if so, how 
do we find it?) Where do we find it ? 

Mr. Stmon. That is what I am trying to find out. 

Senator Bennerr. That is why I would like to ask. For instance, 
here on schedule A is a figure storm sewer, $1,500, Did you estimate 
it would cost $1,200 to build the storm sewer and you were holding 
$200 back out of the storm sewer, or is there something in this list that 
you knew would have to be added to the value of the building equal to 
20 percent of its cost which is not listed in schedule A ? 

Mr. Crass. You have me at a little disadvantage on this particular 
matter, because I have not had an opportunity to study it nor to dis- 
cuss it with my associates, but my understanding is that this $59,900 
was an estimate by the engineers of the hundred percent of the cost 
of the property. 

Senator Bennett. That is the point I want to get at. Is there any 
place in your contract which says you will deliberately hold back 20 
percent of the cost ? 

Mr. Crass. No, sir, except this one. 

Senator Bennerr. You have read us some language which indi 
cates that if the cost begins to run above your commitment you have 
the right to call on the owners but is there any place here which indi 
cates in advance that you are going to hold back any percent or 20 
percent of the cost of the building ? 

Mr. McCartin. Mr. Chairman. 
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The Cuatrman. Yes, sir. 

Mr. McCartin. Senator, the only knowledge I think that any of 
us have as to that at this moment is the statement that was made by 
Mr. Simon. He said the commitment was for so much, and this break 
down only adds up to 80 percent. 

Now, as we have tried to explain to the chairman, and to Mr. Simon, 
in previous sessions, the men who handled the details of this just 
aren’t available to us, and we don’t know, but we are conjecturing that 
maybe that was a good business practice, to provide under our con- 
tract that while we might be committed to ultimately advance $2 mil- 
lion, that we would not be required to do it until the project was 
completed, and that we could hold back part of our commitment until 
the thing was completed. 

Senator Bennett. Is there any place in the contract that says that? 

Mr. McCarrtin. I think the breakdown itself says that. 

Senator Bennett. We are supposed to infer then because the break- 
down, which seems to me to be the schedule representing the full ex- 
pected cost of the construction of the building, is only 80 percent of 
the expected cost. 

Mr. McCarrttn. You and Mr. Simon have a different interpretation 
of it. Mr. Simon says the figures add up to 80 percent of the 
commitment. 

Mr. Srwon. Let me ask the witness a couple of questions. I think 
it will clear it up. Do I understand your testimony, Mr. Crabb, to 
be that your engineers figured 100 percent of the cost of one of these 
units would be $60,000? Ts that right? 

Mr. Craps. The out-of-pocket cost. That does not allow for even 
indirect costs. 

Mr. Sron. What do you mean by indirect, costs? 

Mr. Craps. Overhead, know-how, putting the thing together, taxes 
during construction. 

Senator Brennerr. Such out-of-pocket costs as entertainment, in- 
terest on loan, contingencies, they are all in this $60,000? 

Mr. McCarttn. Interest on loans would be. No. He said that is 
one of the things that is not included, Senator. This is brick and 
mortar. 

The Cuamman. But it is included in the schedule. 

Senator Bennett. It is included in the schedule. 

Mr. McCarttn. I beg your pardon. 

The Cuatrman, The Senator will read it to you. It is all included 
in the cost. 

Mr. McCartin. Then I don’t know. 

Senator Bennett. I will start on the bottom of the first page. 

Mr. McCartin. I don’t think you need to do that. We have a copy 
and we can see it. 

Senator Bennett. “Engineering, $140; FHA fee, $580; legal 
fee, $44.” 

The Cnarrman. This is for each unit. 

Senator Bennett. These don’t go into the building. This is not 
something that you hammer into the building itself—temporary power 
is undoubtedly part of the building cost, temporary heat, signs, archi- 
tect, phone, office equipment, miscellaneous supplies, insurance, per- 
mits, temporary water, then we come to entertaining, interest. on loans, 
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contingencies. Unfortunately they didn’t show the boys a very good 
time. Entertaining was only $11. 

Mr. Suwon. There were 200 units. 

Senator Bennett. But there were 200 units, so that is $2,200 for 
entertaining, contingencies, $500 a unit, 200 units. 

The Cuarrman. In this particular project. 

Senator Bennerr. One hundred thousand dollars for contingencies 
in this. I realize I am injecting myself into this without having heard 
the whole thing this morning. I can’t find any reference which would 
indicate that this list, which seems to be complete, is in fact only 80 
percent of what you expected to have to put up and I can’t find any- 
thing in the agreement which says specifically daabe figures are only 80 
percent, or “we are withholding 20 percent, and that this list is there- 
fore 20 percent short of the actual cost.” 

So I think we are justified in assuming that it was expected that 
those buildings would be built for $60,000 a unit and that when we find, 
on an earlier page, the principal amount of the loan shall be $72,600 
per building unit, we are justified in assuming that you knew there 
would be, or you expected there would be a $12,000 mortgaging out 
windfall in each of those 200 units. 

Mr. Pavt. Senator, would you ask that question of the builders, 
too? The three builders who were here? I think they can explain the 
building practice on that. 

Senator Bennett. Is that all right with you? 

Mr. McCartin. I think the question was explained this morning by 
one of the builders and that is the reason we are not attempting to go 
any further with it because they knew the practice and they testified in 
that regard before, and we, to the best of our knowledge, were follow- 
ing their suggestion on it and only offering it as a suggestion. 

Senator Bennerr. Since I wasn’t here this morning, may I ask 
again which was your best estimate of the cost of those units? The 
$72,000 for which you agreed to provide mortgage for each unit or the 
$60,000 which is represented by the specific schedule ? 

Mr. Crass. I am unable to answer that, Senator, myself. 

The Cuarrman. What was the actual figure when it was finished ? 
What was the actual cost per unit when it was all finished and all the 
bills were paid ¢ 

Mr. Crass. As far as I know, we do not have a record of that. 

Mr. Son. $60,000 a unit by 200 units would be $12 million. 

Mr. McCartin. It came awfully close to the figures on the schedule 
and we certainly will admit that. 

Mr. Simon. It was a little under $12 million, the cost of the building. 

The Cuarrman. So the facts are the actual cost when you got all 
through was approximately 

Mr. Srwon. $60,000. 

The Carman. So what you had in this schedule was pretty 
accurate. 

Mr. McCarti, I think that is right. 

The Cuamman. And the FHA agreed to loan you $72,000, so you 
had $12,000 leeway, and you may argue that there is nothing wrong 
with it. Iam not taking a position. 

Mr. Craps. I would fics to point out this: That these estimates were 
made even before construction started. Whatever estimates we relied 
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upon were based on a lot of contingencies and possibilities that we 
could not anticipate—strikes, bottlenecks, everything of that kind. 

’ Mr. Srmon. Mr. Crabb, under this contract, these $6,000 corpora- 
tions were required to pay your fee in advance, were they not ? 

Mr. Crass. Not exactly in advance. Those fees were paid in install- 
ments. The last fee—the last installment on the fee was paid on 
January 17, 1950, which was not too long before the property was 
completed. 

Mr. Sron. Doesn’t the contract provide that it shall be paid in 
advance / 

Mr. Craps. The contract may provide that but that was not done. 

a“ Simon. I refer you to paragraph 11 (6) on page 10, which 
reaas— 





Borrower agrees to pay the lender an amount herein sometimes referred to as 
lender’s compensatory charge for this loan in the amount of 6% percent of the 
original principal amount of the loan, which shall be payable forthwith upon 


recordation of the mortgage. 

In any event the fees which they made to you under that provision 
of the contract were paid to you with money that you had loaned to 
them to pay the fee; is that right ? 

Mr. Crass. Yes, although just answering yes on that might be a 
little misleading. 

The fee, a large part of the fee, had been determined prior to our 
making a commitment. We had spent a lot of money on payroll, et 
cetera. We contributed, we think we contributed considerable know- 
how to putting it together, and, necessarily, we put all the charges 
against that particular account immediately when 

Mr. Srwon. Do you have the contract before you ? 

Mr. Crasp. Yes, sir. 

Mr. Simon. Could you turn to the addenum to paragraph 11 (0). 
it is on the page following page 11. Do you find that, Mr. Crabb? 

Mr. Crasp. Yes, sir. 

Mr. Srvon. It refers to the services that you had rendered at the 
instance and request of the borrower for which you were to be paid 
this fee. Among the things near the end of that paragraph it refers 
to services “in conjunction with other projects of other owners.” We 
asked the people this morning what that meant, and nobody seemed to 
know. Do you know what that refers to? Specifically I mean what 
projects and what owners ¢ 

The Cuatrman. You go ahead and answer the question. 

Mr. Crass. Mr. Simon, I think, although I can’t be sure, that that 
referred to the other projects in this same overall project. In other 
words, there were six different projects in this Shirley-Duke trans- 
action, and I rather think that the other project in which some of 
these people might be interested referred to may be Shirley-Duke 
No.1. This was written for only one unif. 

Mr. Simon. Are you certain it didn’t refer to some projects that 
Mr. Loftus in Cleveland had ? 

Mr. Crass. I am not certain but I don’t think so. 

Mr. Simon. Mr. Crabb, it seems to be agreed here that Mr. Loftus 
brought these people together and did a lot of work and seemed to 
have a great deal of influence in that matter. Did he get paid in any 
way ¢ 
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Mr. Craps. No, not to the best of my knowledge, but I understood 
at the time that he was contributing his abilities in putting together 
a transaction of this kind, just out of his friends ship with the company, 
and his friendship, close friendship, with some of*the officers of the 
company. He was a wealthy man. He was not too interested in mak- 
ing any more money, and I always felt he got a kick out of doing 
something like this, whether he was paid or not. He was a genius in 
putting together a transaction of this kind. 

Mr. Simon. Mr. Crabb, in the FHA regulation interest is limited 
to 4 percent and on this loan, while the interest was paid on the tem- 
porary loan, the contract makes it clear that you were to be paid out 
of the permanent loan and your interest was 6 percent. The FHA 
regulations provide for a fee of 214 percent, and you charged a fee 
of 614 percent. 

In addition you had a management contract on which you received 
$121,000 so far and it has a year and a half to go, and you received 
$175,000 premium, which is roughly $1,250,000 in addition to 6 per- 
cent interest on all the money that was from time to time outstanding. 

Does that impress you as a usual deal or is that an unusually harsh 
deal ? 

Mr. Crass. I don’t feel it is unusually harsh. The FHA regulations 
as I understand it applied to the FHA insured loan, not to the risk 
loan that was made to construct the property. 

Mr. Stmon. But you knew the only source from which you could 
ever get paid was the FHA insured loan? 

Isn't that right ? 

Mr. Crass. Well, L suppose that is true, yes. 

Mr. Srwon. Your contract provided you were not obligated to ad- 
vance any funds until FHA had issued a commitment ? 

Mr. Crasp. Yes. If the project was completed successfully, and 
there were a lot of “ifs” between the time we began and our final com- 
mitment became effective. 

Mr. Simon. The only “if” was the difference between the FHA loan 
and the construction cost and you took care of that by providing a 
20 percent commission. 

Mr. Crass. We tried to protect ourselves. 

The Cuarrman. Didn't you likewise get a commitment from Fannie 
May? 

Mr. Crass. Such commitments from Fannie May were taken many 
times as a measure of safety in order to make sure we had an outlet for 
the mortgage. 

The CuarrMan. Let me ask this question: I asked the question this 
morning if you gentlemen, meaning the group of you, had a Fannie 
May commitment and you said you did. I asked you this morning if 
you had a Reconstruction Finance C orporation commitment and you 
said none of you knew anything about it. 

Do you now want to change your testimony or do you still say you 
knew nothing about it? Because I hold in my hand the Reconstrue- 
tion Finance C orporation and Subsidiaries Report of June 30, 1950, 
and I find on page 71, Shirley-Duke Apartments, Sections 1, 2, 3, 4, 5, 
and 6, the combined authorized loans is $14,412,600. You gentlemen 
are all owners of this project, and you, investors, are you saying you 
know absolutely nothing about that ? 
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_ Mr. McCartin. Mr. Chairman, could we ask a question for informa- 
tion ¢ 

The Cuarrman. Yes. 

Mr. McCartin- Wasn’t Fannie May a subsidiary of RFC? 

The Cuarrman. Yes, but this is a construction loan. You under- 
stand it was a commitment and the record does not show whether any 
of it was ever used or not at a later date. 

Mr. Hixi. What is the title of that schedule, Senator ? 

The Cuarrman. What? 

Mr. Hixz. The title of the schedule. 

The Cuarrman. Schedule of loans and securities, $100,000 and over, 
dated June 30, 1950. 

Mr. McCartin. What is the heading on the page from which you 
are reading ? 

The Cuarrman. The heading is Reconstruction Finance Corpora- 
tion Subsidiary, list of borrowers having unpaid loan balances and 
undisbursed authorization balances amounting to $100,000 or over. 

Mr. McCarrin. Wouldn’t that be the Fannie May commitments 
then? Because it does say subsidiaries. 

The Cuarrman. What did you say ¢ 

Mr. McCartin. I wonder if that wouldn’t be the Fannie May com- 
mitments, because it does say subsidiaries of RFC unrevoked or un- 
disbursed authorizations. 

The Cuarrman. Mr. Fink, who is the staff director of the House 
Committee on Banking and Currency and if anybody ought to know, 
he does, he is the gentleman who brought this to my attention today, 
says it is not true. We will have to get RFC up here I guess to find 
out who made this application. You gentlemen all claim you didn’t. 
Now, did they just dream this up ? 

Mr. Hix. Could we see that a moment, sir? 

The Cuarrman, Yes. 

Mr. Simon. While Mr. Hill is looking at that, Mr. Crabb, could I 
ask you the total of all the commitments by Fannie May to IDS. 

Mr. Crass. On FHA, I do not have that information. 

Mr. Smon. On all these FHA loans, did you always get a Fannie 
May commitment ? 

Mr. Crass. At that particular time we got commitments in the ma- 
jority of cases. I would like to go ahead with the other comment 

ecause it has a bearing on that very question. 

Mr. Stmon. May I ask you how many times did you use the Fannie 
May commitment ? 

Mr. Crass. I would have to check the record on that too. 

Mr. Stmon. Was it relatively few times in comparison with the 
number of commitments you made ¢ 

Mr. Craze. No, I think it was a rather substantial number of times, 
but may I explain ? 

Mr. McCartin. Mr. Chairman, may I please inject myself again? 

The Cuarrman. Yes. 

Mr. McCarrtin. Yes, sir, we gave you a schedule of our section 608 
loans, and I think that the conclusion from the statistical data that 
we gave you yesterday was that out of the 148, or 149, section 608 loans 
that we had 4 of them or 5 of them were sold to Fannie May. I think 
that is the record. Mr. Crabb was not aware of that, but I think that 
in fairness to him we should tell him. 
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Mr. Hrt. You asked me a question. I can account for it, Senator, 
only from the title which lists holdings or commitments really of 
FHA. 

The CuammaNn. Will somebody get RFC on the phone? 

Mr. Hitz. RFC and subsidiaries. 

Mr. Crass. May I answer that question regarding the commitments 
from Fannie May ? 

The CuarrMan. Yes. 

Mr. Craze. At that particular time, we were organized to create and 
originate mortgages—— 

The CuarrmMan. Talk a little louder, please. 

Mr. Crass. At that particular time we were organized to create 
and originate mortgages substantially in excess of what was required 
for our own portfolios. Necessarily, we were going to do our part in 
the construction business, and in the correction of the housing short- 
age. We had to have an outlet for this excess over what we could han- 
dle ourselves. We tried wherever we could to get an advance commit- 
ment so that we would know that we would not be caught short on our 
commitments. At one time I think we had commitments outstanding 
of something like $150 million. And it was a safety measure. It 
wasn’t—these were desirable loans, good loans, as was proved by the 
fact that they were sold to institutional investors. They liked them, 
they took them, and we didn’t have to call on Fannie May for financing 
and purchasing the completed loans in a very large number of cases. 

Mr. Stmon. Mr. Crabb, just to complete the record, I mentioned 
this morning, but I think I should ask you—is it correct any fees 
which your company received for compensatory services in the Shirley 
Duke matter were $899,900 ? 

Mr. Crass. That is correct. 

Mr. Stmon. And is it true that the premium you received on the sale 
of the mortgages was $173,075 ? 

Mr. Crass. I think that is approximately correct. That premium 
ent to a great extent to a change in interest rates and interest 

evel. 

Mr. Srmon. I am reading from a paper that Mr. McCartin gave 
us the other day. 

Mr. Crasp. To the best of my recollection that is correct. 

Mr. Srmon. Is it true you have through May 21 of this year received 
$121,619.78 on the management contract ? 

Mr. Crass. That is correct. 

Mr. Stmon. In addition you received 6-percent interest on your 
money that was from time to time outstanding ? 

Mr. Crass. That is correct, although I think in fairness, that ought 
to be reduced to a dollar amount, not just 6 percent. 

Mr. Stmon. Do you know what the amount is, Mr. Crabb? 

Mr. Crass. No, I don’t. 

The Cuarrman. How would you expect us to reduce it to a dollar 
amount ¢ 

Mr. McCartrn. It is only payable month to month. 

Mr. Craps. It is only payable month to month, 

The Cuarrman. We will be glad to reduce it to a dollar amount if 
you will tell us what it is. 

Mr. Srwon. Mr. Crabb, we don’t want to use the whole list of data 
but I would like to ask you a question on four checks that I have here, 
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which have been furnished to us by your office dated August 1, 1949, 
payable to Cleveland Parkway and Broadview Gardens and endorsed 
over by them to Don Loftus. Three of them deposited in the per- 
sonal account of Mr. Loftus and one in the account of Mr. Lewis. Do 
you know anything about that transaction ? 

Mr. Craps. I believe that that was for the purchase of land owned 
by Mr. Loftus in Cleveland in connection with the building project. 

The CHatrMan. We will have to recess for about 10 minutes until 
I go for a quorum call and I will be right back. 

(Whereupon, there was a short recess. ) 

Senator Bennerr (presiding). Shall we resume the hearings, 
please? I think Mr. Simon has one more question. 

Mr. Simon. Mr. Crabb, I gather from what you said earlier that 
you couldn't tell us at this time what the equity participation, or man- 
agement fee, might have been in the section 608 projects on the list 
Mr. McCartin gave us the other day, excluding the Cleveland and 
Shirley Duke projects. Is that right 


Mr. Crasp. Yes, sir. 

Mr. Stwon. Could you furnish us within the next 2 or 3 weeks a 
sworn statement, sworn to by whoever in your company would best 
have the facts, of the FHA-insured projects in which your company 
participated, under sections 608, 213, 203, or 207, and also giving the 
compensatory fee, the financing fee, management fee, equity partici- 
pation and distribution, if any, interest and premium ¢ 

Could you get that to us? 

Mr. McCartin. Yes. 

Mr. Crass. For how longa period? 

Mr. Stuon. From January 1, 1946 to the present time. 

Mr. Crass. Yes,sir. We will be glad to do that. 

(A summary of the information requested will appear in a later 
volume. ) 

Mr. Pau... Mr. Chairman, before Mr. Crabb is released this morn 
ing I spoke 

Mr. Stmon. Would you let us have him before you release him ? 

Mr. Pauu. Thank you. 

Mr. Stmon. Mr. MecCartin, you have some summaries of fees and 
compensation which investors received in the Cleveland Gardens 
project ? 

Mr. McCartin. That is correct. 

Mr. Srwon. Would you be good enough or willing to put them in 
the record and can Mr. Crabb certify their authenticity ? 

Mr. McCarrtin. If you don’t mind, Mr. Simon, Mr. Kenealy who 
had a period before this committee heretofore as a witness has that 


detail and is here to testify if you would just as soon take his state- 
ment. 


Mr. Kenealy is sitting right here. 
Senator Bennerr. Mr. Kenealy, will you be sworn? Do you 


solemnly swear to tell the truth, the whole truth, and nothing but the 
truth, so help you God ? 


Mr. Keneary. I do. 

Mr. Srwon. Would you give us the fees and other remuneration 
Investors received on the Cleveland Park project ? 

Mr. Kenracy. I believe I gave you the schedules yesterday. 
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Mr. Simon. I would like to have them read into the record, so they 
are part of the record. 

Mr. Keneauy. On the Cleveland deals there was compensatory fees 
of $397,650, a service fee of $119,385, an inspection fee of $11,081, 

Mr. Sion. What is the total, please ¢ 

Mr. Keneaty. There was premiums on the sales of the mortgages of 
$58,819. The total of those compensatory fees and service fees is 
$517,335. 

Mr. Simon. Is there a management fee included ¢ 

Mr. Keneary. Yes. I am coming to that, sir. The management fees 
through 1954 to date were $52,971.72. 

Senator Bennerr. Thank you, Mr. Kenealy. 

We understand that you have a statement which Mr. McCartin will 
read for Mr. Crabb. 

We will be glad to have that now. 

Mr. McCarrin. Thank you. Mr. Chairman, you all who are sitting 
here can appreciate the fact that Mr. Crabb is a gentleman somewhat 
advanced im years, and he was not advised of this proceeding wntil 
Monday of this week, and has had to fly out here from Seattle and has 
been busy and had very little rest since he got here, and that is the rea- 
son for asking permission for me to read this statement; and we will 
file a copy with the reporter if it is in accordance with your practice. 

This is entitled “Statement of Earl E. Crabb, chairman of the ex- 
ecutive committee of Investors Diversified Services, Inc., before the 
Senate Banking and Currency Committee on June 50, 1954.” 

The Cuarrmman. Could I have a copy of it? I see you are giving 
everybody else copies. 

Mr. McCartin. Senator Capehart and members of this committee 
[reading]: 

Investors Diversified Services, Inc., has taken an active part in developing 
the resources, facilities, and services of this country, with particular emphasis 
on providing housing for the people of this country. Our company, for a con- 
siderable number of years, has been one of the principal sources of mortgage 
financing in the United States. 

A substantial number of its mortgage transactions have been under the Gov 
ernment-insured mortgaging programs. 

All transactions in this field have been conducted by the company in the same 
manner that any well-managed company would conduct its business. The ac- 
tions that were taken by Investors Diversified Services, Inc., were based upon 
the advice of counsel either employed by the company or retained outside the 
company; and, whenever possible, opinions as to procedures and technical in- 
terpretations of regulations were obtained from authorized officers within the 
various insuring agencies. 

We have appeared voluntarily before this committee to assist in your inves- 
tigation. We have expended a great deal of time and effort in developing from 
our files information which you have requested and we certainly intend to con 
tinue to cooperate. 

Certain erroneous information has been presented to this committee concern 
ing the operations of Investors Diversified Services, Inc. I wish to correct such 
misinformation and clarify certain areas of misunderstanding. 

Investors Diversified Services, Inc., was incorporated in 1894 and maintains 
its principal office at Minneapolis, Minn. 

Negotiations for the Shirley-Duke project were finalized in February 1949. 
During the negotiation and subsequent construction, I was president and the 
principal executive officer of the company. 

Testimony was presented to this committee that Investors Diversified Services, 
Inc., made a profit of $26 million in connection with FHA 608 financing. 
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This testimony attributed such statement to Mr. Budwesky who was not a 
representative of Investors Diversified Services, Inc., although the testimony 
tended to indicate that he might have been. 

The statement upon which this testimony was based was false. The facts 
are that during the years 1949 through 1953 Investors Diversified Services, Inc., 
financed 56,709 individual mortgage loans totaling $620,750,617. Of the total 
mortgage loans handled during this period, approximately 93 percent were 
guaranteed by the Veterans’ Administration or insured by FHA as is shown by 
the following summary: 


Type Number of Total amount 
: loans of loans 
FHA ? 16, 854 $190, 765, 591 
vA 36, 072 263, 053, 550 
Conventional , 3, 783 166, 931, 476 
PE tober states : aie ; 56, 709 620, 750, 617 


Included in these transactions were 148 section 608 loans representing an 
investment of $59,797,061, and in connection with these mortgages our company 
realized gross fees of $1,689,131 and not $26 million as erroneously reported to 
this committee. 

I would like to emphasize that these so-called fees were gross and not net 
income. They make no allowance for the substantial costs involved in the 
development of such earnings. The amount of these fees shows that Investors 
Diversified Services, Inc., did not unduly profit at the expense of the persons 
for whom these housing programs were developed. 

Testimony before this committee also implied that our company received an 
unconscionable profit in connection with the financing of the Shirley Duke 
Apartments. As this committee has already been advised by authorized repre- 
sentatives of Investors Diversified Services, Inc., the fees which the company 
received in this transaction aggregated $919,298. 

This money was earned by the company for taking the entire risk amounting 
to approximately $14 million of construction and completion of a large housing 
project which at the time of its planning was necessary to alleviate the critical 
shortage of rental housing in the Washington, D. C., area. 

Our company risked this money to further a program which was not only 
approved by the Government but in which the Government was vitally interested. 

When 16 units out of 2,100 were completed and ready for occupancy, there 
was a long waiting list of applicants indicating that the rental rates were at- 
tractive and well in line with competitive rates in this area. 

In fact, I believe these apartments represented about the best value in metro- 
politan Washington. 

This mortgage was, and is, a sound and desirable investment in which the 
Government, as insurer, is in excellent position. 

An intimation of overreaching or unfair dealing on the part of Investors 
Diversified Services, Inc., with any branch of the Government having within its 
jurisdiction matters relating to the insuring of mortgage loans is unfounded in 
fact. The company has reiceved out of its participation in such program only 
that remuneration to which any institutional lender would have been entitled 
in connection with similar transactions. 

Investors Diversified Services, Inc., had no reason to be other than completely 
eandid with you, and you may count on our complete cooperation in developing 
the facts in which you are interested. It is our hope that the developing of 
these facts will proceed in a manner which will prevent misunderstandings 
of the activities and attitudes of Investors Diversified Services, Inc. 

I might add that while our company is interested in developing ami earning 
legitimate returns on its investments and on its operations, primarily our in- 
terest is in protecting the interests of the 500,000 certificate holders and other 
investors in the securities offered by our company. 
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Investors Diversified Services, Inc., FHA 608 loans made during period Jan. 1, 
1947, through June 25, 1954 


Amount of 


Name of mortgagor loan Fees received 


Se haefer Enterprises, Inc., 16420 Gulf Blvd., Redington Beach, Fla_-.- od $109, 800 | None 
Carmalt Apartments, Inc., 16436 Gulf Blvd., Redington Beach, Fla_- = 109, 800 | None 
Columbia Heights Development Co., Columbia Dr. and Forest Blvd., De- | 

eatur, Ga... wy 264, 000 $2, 640. 00 
Del Amo Gardens, | Inc., » lane Beach, Calif... aan ae 166, 800 None 

I : ; . wd | 162, 600 None 
Do. ; ‘ ide 120, 800 | None 
No. Ill W yeliffe Ci 0. , 6900 Watson Rd., St. Louis, Mo... ‘ 108, 000 | 1, 980. 00 

No. IIL Wycliffe Co., 6900 Watson Rd., St. Louis, Mo-. ‘ 72, 000 None 

No. IV Wycliffe Co., 6900 Watson Rd., St. Louis, Mo ; . 72, 000 None 

Do..- : | 72,000 | None 
re ypical Apartments, Inc., 16410 Gulf Blvd. Redington Beach, Fla 109, 800 | None 
Martinique Corp., 16490 Gulf Blvd., Redington Beach, Fla 109, 800 None 
Clayton Realty & Construction Corp., 7625-35 Delmar, University City, Mo 93, 600 | None 
William F. Beckett and Bernice P., Fairmont Ave. and 29th 8t., Oakland, 59, 800 897. 00 

Calif. 
Inwood Apartment Corp., No. 3, Dallas, Tex... .......-- awed sabe 534, 000 | None 
Inwood Apartment Corp., No. 4, Dallas, Tex 604, 800 None 
Clempton Investment Co., lots 1, 2, and 3, block 14, University Park, St. 64, 800 1, 710. 00 

Louis County, Mo. 

Ben F. Marron and Cora H. Marron, Mary Murray Apartment, M. W. C. 

Wardlow Rd., Long Beach, Calif 114, 900 574. 50 
Beachwood Building Co., Inc., Beachwood Dr., Los Angeles, Calif.._....... 75, 400 | None 
Envoy Construction Corp., 152 Dickens St., Van Nuys, Calif 99, 000 200. 00 
John L. McElroy and John D. Howard, Southeast corner Limp Ave., | 

Chandler Blvd., Los Angeles, Calif . 44, 800 224.00 
Masterbuilt Corp., 117-56 Sunset Blyd., Los Angeles, Calif 7 134, 200 | None 
B. F. Marron and V. H. Marron, 3402 and 3404 Caviota Ave., Long Beach, 

Calif 46, 400 None 
S. V. Hunsaker & Associates, 1045 East Carson, Long Beach, Calif 48, 300 None 
Monarch Construction Co., Burbank and Whitsett Blvd., Los Angeles, 

Calif. - . 58, 400 584. 00 
Green Ivy Manor, Burbank Blvd and W hitsett, Los Angeles, Calif 58, 400 | 584, 00 
Green Ivy Manor, Burbank and Whitsett, Los ‘Angeles, Cc alif | 59, 900 | 599. 00 
Green Ivy Manor, lot 67 and 68, tract 13668, Los Angeles, Calif 59, 900 599. 00 
Green Ivy Manor, Burbank Blvd. and W hitsett, Los Angeles, Oalif._. 59, 900 599. 00 
Trager Corp., lots 75 and 76, tract 13668, Los Angeles, J 58, 400 584. 00 
Trager Corp., Burbank and Whitsett, Los Angeles, OC alif___. x oe 59, 900 599. 00 
Trager Corp., Burbank Blvd. and W hitsett, Los Angeles, Calif. - 59, 900 | 599. 00 
: Willoughby Howe, 515-523 San Vicinto Bivd., San Marina, Calif... _. 114, 300 1, 714. 50 
8S. V. Hunsaker, 1122 East Carson Ave., Long Beach, Calif___._- 97, 800 | None 
Royal Corp., 1421-31 South Fairfax Ave., Los Angeles, Calif. . 52, 500 525. 00 
Line Bilt Structures, Inc., 14812-22 Dickens St., Los Angeles, Calif... _- 77, 300 | 1, 159. 50 
Eilert Voge and Wilma P. Voge, 3355 Alma St., Lynwood, Calif__- 3 72, 200 | None 
Albert Clark Ray, 3742-46 Jasmine Ave., Los Angeles, Calif 77, 000 770. 00 
Richard S. Heald and Wilma A., 1117 East Carson St., Long Beach, Calif.. 50, 600 None 
Orville E. Heitkotter and Anna Louise, 1125 East Carson, Long Beach, Calif 50, 600 None 
Stilson, Inc., lots 9, 10, 11, B-2, tract 14, Palms, Calif__ aes 132, 000 1, 320. 00 
Runny Investment Co., Church St., Downey, Calif ‘ nate 200, 000 None 
S. V. Hunsacker, 1049 E. Carson St., Lone Beach, Calif _ 48, 300 724. 50 
M. A. Ekstand, 1081 East Carson, Long Beach, Calif ; | 47, 800 None 
Castle Park Corp., 721-723 Old Ranch Rd., Araedia, Calif ; } 79, 400 794. 00 
J. and H. Billiet, A. and M. Gagne, 751-55 North Hoover St., Los Angeles, 

Calif. ._. 80, 300 None 
Truman Browne and Bette Forrest Browne, Grenshaw Dr. and 83d St., Los 

Angeles, Calif... ..- : 142, 200 None 
Truman Browne, Grenshaw Dr. and Grenshaw Blvd., Inglew ood, Calif 117, 300 None 
Trums an Browne, Grenshaw Blvd., Inglewood, Calif 190, 800 | None 

V. Hunssaker, Charlemagne : and Carson, Long Beach, Calif | 96, 700 None 
Mien Ola Bales, 1310 West Wall St., Midl und, Tet, ..« ; ‘ | 57, 600 None 
Glenwood Apartments, Inc., Rome, Ga < 666, 000 None 
Fourth Avenue Apartments, Inc., Albany, Ga 129, 000 None 
Inwood Apartment Corp., No. 1, Dallas, Tex ole 125, 000 None 
Inwood Apartment Corp., No. 2, Dallas, Tex . bw Sind De . ; | 297, 000 None 
Emory Park, Inc., DeKs alb County, Altanta, ‘Ga 483. 000 None 
Montana Apartment Corp., 2137 to 2151 Montana Ave., Santa Monica, C alif_| 95, 900 479. 50 
Joseph B. Kovach and Harmina, 5416 Carlton Way, Los Angeles, Calif... 50, 600 506. 00 
Essex Village Apartments, Inc., Hialeah, Fla_. 602, 400 None 
Lincoln Gardens Annex, Inc., NW. 24th Court, 46th and 48th St., Dade 

County, Fla... _- 261, 800 3, 927. 0 
Line»In Gardens Apartment Corp., ‘NW., 2th Court, 46th and 48th St., 

Dade County, Fla satin adn 235, 600 3, 534. 00 
Clairemar Corp., 1150 Silverado Ave., La Jolla, Calif. | 1, 670, 400 8, 352. 00 
Envoy Constructio: n Corp., 15232 Dickens St., Sherman Oaks, Los Ange bles, | 

Calif... | 100, 500 | 2, 010. 60 
Valley Vista Apartment Corp., Valley Vista, Sherman Oaks, Calif___- 108, 200 2, 164. 00 
Piedmont Court Apartments, inc., Piedmont Rd., Atlanta, Ga__. 831, 600 None 
Budlong Woods, ee East, Inc., 2713-25 West Berwyn Ave., Chicago, 

nl dah i cebbanide 189, 000 1, 417. 50 
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Investors Diversified Services, Inc., FHA 608 loans made during period Jan. 1. Inve 
1947, through June 25, 1954—Continued 

















Name of mor‘igagor —— Of | Wess receives 
Budliong Woods, Apartments West, Inc., 2727-39 West Berwyn Ave., = 

Chicago, Ill $ 89, 000 $1, 417 Jal 
Phillips Building Corp., 6327-4329 North Winthrop Building Corp. Chicago, be 

Tl 82, 800 1, 242. ( ea 
Richard F. Dailey and Beatrice R., 2555 Foothill Blvwd., Oakland Calif 145. 000 Nor . - 
Carl A. Fossi and Albert O., 1505 North Terry St., Portland, Oreg 67, 800 N xe 
High Pines Apartments, Inc., 57th Ave., Red Rd., Miami, Fla 476, 000 N vot 
Winfree E. Nelson, lots 7 and 8, block 18, Princeton Ave. and Calvert, College 7 : 

Park, Md 86, 000 Nor a 
Richard F. Dailey, Foothill Blvd.. Oakland, Calif 170. 000 Nor Por' 
University Gardens. Inc., 111 East Broadway, Salt Lake City, Utah 481, 700 Ni Dia 
Embassy-Young Construction Co., 333-39 South Margaret Ave., Los Val 

Angeles, Calif 76, 200 None : Poi 
Park Lawn Apartments, 964 Linden Ave., Winnetka, Ill 99, 000 None For 
H. W. Grassle, Polie and Laurel, San Buenaventure, Calif ‘ 64, 400 644. 00 ‘ Arn 
Scoville Manors, Inc., 1001-11 SW. Lejeune Rd., Miami, Fla 61, 200 Non Shit 
Scoville Manors, Inc., 997 SW. Lejeune Rd., Miami, Fla 61, 200 Non Cle 
E. M. Ward & Sons, Inc., 4140 SE. 37th Ave., Portland, Oreg 111, 600 None , 
Sunny Grove Investment Co., 4203 SW. 14th St., Miami, Fla 88, 600 Non 
Rock Springs Manor, Inc., 2769 Rock Springs Rd., Atlanta, Ga 514, 000 Non 
Rock Springs Gardens, Inc., 425 Sandler Dr., Atlanta, Ga 445, 000 None 
Spring Lake Apartments, Inc., Goode Construction Corp. project 2, Rock 

Spring Rd. and Larkin Dr., Atlanta, Ga A 222, 400 None 
Spring Lake Apartments, Inc., Goode Construction Corp, Rock Spring Rd., 

Atlanta, Ga 704, 600 None su 
L. & 8. Construction Co., 3720-21 NE. Mallary, Portland, Oreg 161, 800 None , 
Emery Woods, Inc., 113 Trinity Pl., Decatur, Ga 1, 900, 000 None 
Templeton Manor Apartments, section I, Inc., Edmonston Rd., Prince 

Georges County, Md 1, 190, 700 None tl 
Sylvan Heights Apartments, Inc., Cleveland Ave. and Sylvan Rd., East 

Point, Ga 1, 197, 000 Non 
Howard L. Buchanan, 7555 Herschel St., La Jolla, Calif 85, 500 Nor u 
Grand Homes, Ine., 1357-1361 McArthur Blvd., Oakland, Calif 94, 600 473. 00 
Louis Construction Co. Inc., lot 5, block 7, B31, Douglas section, Coral 0 

Gables, Fla None 
Louis Construction Co. Inc., 7821 Deekins Ave., Coral Gabels, Fla None ; 

Colfax Co. Inc., Granville, Portland, Oreg None a 

Southwest Manors Corp., 130-190 SW. 12th St., Miami, Fla . None : 

Garfield Co., Inc., Garfield Mallary Failing and Beach St., Portland, Oreg 167, 600 None 

Hardee Road Corp., University Park, Miami, Fla 4 194, 400 2, 916.00 ’ 

Franklin Street Corp., Lot 13-29 Inc., University Park, Mia ni, Fla 194, 400 2, 916. 00 1 

Templeton Manor Apartments, Section II, Inc., Edmonston Rd. and Brown- $ 
ing Lake, Prince Georges County, Md 1, 035, 000 Non 

Templeton Manor Apartmegts, Section III, Inc, Edmonston Rd., Prince t 

Georges County, Md eA | daniel 932, 000 None 
Rock Springs Apartments, Inc., Rock Springs Rd., Atlanta, Ga 504, 000 7, 560. 00 tL 
Goldsboro Apartments, Inc., Euclid Ave. NE., Atlanta, Ga 356, 000 5, 340. 01 
Norman D. Chasnoff, 6225 Antioch St., Oakland, Calif j 1, 029. 00 
Evergreen Gerdens, Inc., Evergreen Gardens No. 4, Detroit, Mich 5, 329. 50 1 
Dexter Petroskey Corp., Ewald Circle Ter. No. 3, Detroit, Mich 1, 944. 00 
Dexter Petroskey Corp., Ewald Circle Ter. No. 2, Detroit, Mich 1 944. 00 { 
Dexter Petroskey Corp., Ewald Circle Ter. No. 4, Detroit, Mich 2, 347. 50 ‘ 
Louis Jensen, 1381 Marion Way, Sacramento, Celif 2, 250. 00 ’ 
B. & L. Housing Corp., 1208 Dougl»s Rd., Cor’! Gables, Fla 143, 900 None ’ 
Sanford Investment Co., 4203 SW. 15th St., Mimi, Fla 88, 600 886. 00 
Dexter Petroskey Corp., 14011 Holmur Ave., Detroit, Mich 226, 800 3, 402. 00 
Dexter Petroskey Corp., Ewald Cirele Ter. No. 6, Detroit, Mich 275, 800 4, 137. 00 
Cheryl Drive Apartments, Inc., Cleveland Ave. and Springdale Rd,, 

Atlante, Ga ‘ 378, 000 5, 670. 00 
North Decstur Apartments, Inc., North Decatur Rd. and Webster Dr., 

Decatur, Ga 320, 000 4, 800. 00 
Dexter Petroskey Corp., Dexter and Grand, Detroit, Mich 81, 000 1, 215. 00 
Evergreen Gardens, Inc., Evergreen Gardens No. 5, Detroit, Mich 343, 800 5, 157. 00 
Evergreen Gardens, Inc., No. 7, 13440 Seven Mile Rd., Detroit, Mich 339, 200 5, 088. 00 
Evergreen Gardens, Inc., No. 9, Seven Mile and Evergreen Rd., Detroit, 

Mich 323, 300 4, 849. 50 
Evergreen Gardens No. 11, northwest corner Evergreen and Seven Mile Rd., 

Detroit, Mich 181, 000 2, 715. 00 
Evergreen Gardens, Inc., Seven Mile Rd. and Evergreen Rd., Detroit, Mich 498, 500 7, 477. 0 
Patrician Land Co., Ewald Ter. No. 4, Detroit, Mich 110, 800 1, 662. 00 
Harvey G. Brackett, E] Camino and Aragon Blvds., San Mateo, Calif 92, 500 1, 387. 50 
Brooks Manor, Inc., east line of Brooks Ave. from McKinley Ave. to Esther 

Ave., Fresno, Calif 269, 900 5, 800. 00 
Forest Boulevard Apartments, Inc., Columbia Dr. and Forest Blvd., 

Decatur, Ga. 169, 000 2, 535. 00 
Bayard Apartments, Inc., South Bayard St., East Point, Ga 1, 023, 000 15, 345. 00 


Battle Courts Apartme.ats, Inc., southeast section near Moreland Faith, 
Atlanta, Ga 223, 900 3, 358. 50 
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Investors Diversified Services, Inc., FHA 608 loans made during period Jan, 1, 
1947, through June 25, 1954—Continued 


Amount of 


Name of mortgagor loan 


Fees received 


Berkshire Building Corp., 4305-15-25 Minnetonka Blvd. and Joppa St., 

St. Louis Park, Minn $121, 500 
Jameshire, Inc., northwest corner Jamison and Devonshire, St. Louis, Mo 97, 200 , 458. 00 
5522 Delmar Corp., Roy A. Chaffee, president, 6107 Westminster P1l., St 

Louis, Mo 389, 900 5, 50 
Ketell Arms Corp., Ketell Arms Apartments, 2175 NW Davis St., Portland, 

Orez 289, 700 $45. 50 
Ketell Manor Corp., 2174 NW Davis St., Portland, Oreg 291, 600 874. 00 
Magnuson Apartments, Inc., Renton, Wash 239, 000 3, 585. 00 
Portland Tower Corp., SW. 2ist Ave. and Salmon St., Portland, Oreg , 970, 800 29, 562. 00 
Corvallis Plaza Corp., between 15th and 16th on Jackson St., Corvallis, Oreg 374, 300 5, 614. 50 
Dickens Apartment Corp., 15122-3914 Dickens St., Sherman Oaks, Calif 155, 700 1, 557. 00 
Valley Homes, Inc., adjacent to Fort McPherson, Atlanta, Ga , 210, 000 18, 150. 00 
Points Apartments, Inc., 1374 East Rock Springs Rd., NE., Atlanta, Ga 440, 261 6, 225. 00 
Fort Homes, Inc., Stanton Rd. and Fort McPherson, Atlanta, Ga , 865, 000 
Arnold Court Apartments, Inc., Arnold St., Napeville, Ga 257, 500 3, 667. 50 
Shirley Duke Apartments, Inc. (sections I-VI), Alexandria, Va 3, 846, 000 919, 298. 00 
Cleveland Parkway Gardens Corp. (includes 3 projects), Cleveland, Ohio 7, 959, 000 528, 416. 00 

Total 59, 797, 061 1, 689, 131. 00 


Mr. Simon. Mr. McCartin, I would like to ask two questions to make 
sure the record is clear : 

At the top of page 4, the $991,298 on Shirley-Duke does not include 
the management fee or the premium on the mortgage; is that right ¢ 

Mr. McCartin. Mr. Simon, I think that is correct. I think that fig 
ure includes only fees which might be said to have been refunded out 
of the FHA-insured mortgage. 

Mr. Simon. And the management fees and the premium were aii 
additional $300,000, roughly ¢ 

Mr. McCartin. Whatever the figure is, and that is in the record. 

Mr. Simon. On page 3, in the middle of the page, the gross fee of 

$1,689,000 does not include either your equity participation in any of 
these projects, or management fees or premiums received, and you are 
going to get that information to us ¢ 

Mr. McCarrin. I might say this, Mr. Simon: I think you will find 
from the statistical data that has already been submitted to us, that 
there were only nine section 608 loans in which we had either a man- 
agement agreement or a participation. I think that actually we had 
no participations. There were nine 

Mr. Simon. I understood from Mr. Crabb that in virtually all the 
others you did have participation. 

Mr. McCartin. I think Mr. Crabb’s membory is not correct on that. 

Mr. Stmon. We will have to wait until you get that information ¢ 

Mr. McCartin. That is correct. 

The CHaiman. You did participate in this commercial establish- 
ment over in Arlington ¢ 

Mr. McCartin. We did, Senator Capehart, but I would like to call 
this to your attention: That is not a Government-insured project. 

The CuarrmMan. The land on which it was placed was involved. 

Mr. McCartin. The details of that I am not familiar with. I have 
heard testimony here that the land came out of Shirley-Duke, and | 

assume that the answers that were given under oath are correct, and 

we do have a participation there. 

Mr. Paut. Mr. Chairman ? 


50690—54—-pt. 1—-—-16 
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The Cuarrman. Do you wish to make a statement ? 

Mr. Paut. I know you have been very patient with us, and that your 
attitude has been very fair, and the whole committee "has been fair, 
and one of the things this morning you said was that we would be able 
to ask questions, by submitting the questions to you and you would 
permit them to be answered. 

The Cuairman. Yes. 

Mr. Paut. I submitted a question to Mr. Crabb, Mr. Simon said “I 
am going to ask that question.” He proceeded, then, to discuss the 
schedule on the back of a contract. 

The Cuarrman. Where is the question? We will ask it now. 

Mr. Pacu, The question was: Mr. Crabb, to your knowledge, and to 
the knowledge of anybody that you know with Investors Diversified 
Services, was there any agreement with the builders of the Shirley- 
Duke project in advance whereby you and the builders or your con- 
cern and the builders would build this project with the liad? a dge that 
you were going to mortgage out, as the saying is, and make a distribu- 
tion on that basis? 

Mr. Crass. To the best of my knowledge there was no such agree- 
ment, nor was there any assurance of any kind that that would be | pos- 
sible. We were working on estimates, and I think that that is evi- 
denced by our c ommitment to contribute : any difference in the form of 
second preferred stock in case the cost ran in excess. 

The Cuarmman. Let me ask you this question : The contract required 
that the fee be paid immediately. The fee was $900,000- odd. You did 
pay the fee, of course, shortly thereafter. You paid it in 4 or 5 dif- 
ferent checks. 

Let me ask you this question: You loaned the company the money 
to pay the fee—your fee. Where did you expect the money to even- 
tually come from since there was only $6,000 in the corporation ? 

Mr. Cran. Those fees were a legitimate part of the cost of the proj- 
ect, and we charged them against our commitment at the beginning of 
the loan. It was one of the advances. If a bank had to handle the 
construction loan, they would have done the same thing. 

The Carman. Your fee of 6 percent was legitimate—six and a 
half? 

Mr. McCartin. Senator Capehart, may we have just a minute? 

Mr. Pav. Will you ask that question of the other builders, too? 
I would like to find out for the record whether there was any agree- 
ment as to this price that has been charged. 

Mr. Smron. I take it you mean by your question any agreement 
other than the extent to which such agreement can be inferred from 
exhibit A? 

Mr. Pavt. I take it as that, and I think the builders will explain 
that exhibit. 

The Cuarmman. My question is: How did you expect to be paid this 
fee unless you got the money from the proceeds of the mortgage to 
eventually be guaranteed by the Government ? 

Mr. Crass. Mr. C apehart, I would like to amend my previous an- 
swer to this extent: We felt that there was a profit there, a builders’ 
profit, and in our participation, to the extent of advancing practically 
all of the money to build the project, we felt that there would be suffi- 
cient to cover a builders’ profit, which is, again, a legitimate part and 
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factor in establishing the fair value of a completed and going 
property. 

The Cuairman. Let me ask you this, and I ask you this as a matter 
of legislation: Do you think that the Federal Government ought to 
guarantee mortgages for more than 90 percent of the actual cost ? 

Mr. Crass. Yes, sir. I think actual cost is not—it is an important 
factor, but it is not final. In some instances the actual cost would be 
in excess of fair value. The appraising of profits, the conversion of 
brick and mortar and land into an income-earning property, is an al- 
together different matter, and 

The CHarrman. Let me put it the other way around: Do you think 
a man ought to be permitted to make a profit, and put into his pocket 
on a mortgage guaranteed by the Government, and still continue to 
own the property ¢ 

Mr. Crass. I think there is a good deal to be said for it. 

The Cuatrman. You do? 

Mr. Crass. Yes, sir. 

The Cuarrman. Do you really mean that? 

Mr. Crass. Profits are made under our economy by enterprise and 
by ingenuity, and if a man can build a better property—— 

The CuHarrMan. I appreciate that, but he continues to own the 
property. I don’t care how much money they make if they build it 
and sell it to a third party, or if they build it without a Government 
guaranty, but here you gentlemen are building with Government 
guaranties, meaning that if the one that is obligated to pay doesn’t 
pay, the Federal Government will, which means the taxpayers. Or 
it, will be paid out of the reserve fund. 

Under those circumstances, do you feel that a man ought to be per- 
mitted to make a profit, and at the same time continue to own the 
project ? 

I can well understand that if you build a house for $10,000, and you 
can sell it for $15,000, you have made a $5,000 profit, but I cannot 
understand how you can build a house for $10,000 and get a mortgage 
from the Government for $15,000, and take a $5,000 profit, and at the 
same time continue to own the house. 

That is exactly what you people have been doing, and that is what it 
looks like hundreds and hundreds of people have done under section 
608s, 213’s, and under 207’s. 

Mr. Crass. A house, Senator, is a different proposition than rental 
property. 

The CuarrmMan. I am trying to find out because we are in conference 
right now on this matter. That is one of the things I would like to 
know. 

Do you feel we ought to permit a man to get a $12 million mortgage 
on a $10 million project, and immediately pocket $2 million ? 

Mr. Crass. I don’t want to commit myself on any specific example. 

Let me say it this way: I do feel that the Government-guaranty 
program, insurance program, ought to be based on an analysis of the 
fair value of a property. That may be more, it may be less than cost. 
It might be that abuses could arise. It might be that the promoter and 
builder would have the skill, the know-how, and the ingenuity to pro- 
duce greater value. 
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The Cuarmman. Suppose he does have. I agree with you, and | 
think it wonderful that he has the know-how and ingenuity. I agree 


with that. I think he ought to use the know-how and ingenuity, of 


course, to reduce his mortgage. 

It seems to me that you investors and you people in this business 
are taking the position that you ought to build something, a project, 
and immediately have a profit on it, put it into your pocket, still own 
the property, and still have the Federal Government guaranteeing 
the mortgage; not only what you still owe on it, but what you put in 
your pocket. 

Are you advocating that ¢ 

Mr. Crass. I don’t think so. 

The Cuarmman. Good, if you want to. 

In the next week we are going to have to settle this problem in the 
conference on the new housing bill. 

Mr. Craps. Stated that way, I would agree with you, but, on the 
other hand—— 

The CuarrmMan. Would you have any objection—you are chairman 
of the executive committee of this company, and you have been its 
president in the past, and, according to the statement here you have 
been vitally interested in housing and have done a fine job. You have 
handled nearly $620 million worth of projects here—what do you 
think of the idea, when a builder is finished, he certifies his costs and 
he gets 90 percent of it, of his costs. 

Mr. Crass. If he is an unskilled builder, you might run into some 
trouble on that. 

The Cuarrman. What? 

Mr. Craps. If he is an unskilled and incompetent builder, you might 
run into some trouble on that. 

I feel, Senator, that the sound basis is to establish fair value of the 
completed property on the basis of the factors that we understood the 
FHA used. 

The Cuarrman. What do you build these projects for? Do you 
expect to make your money on mortgaging out, or do you expect to 
make your money on the rentals ? 

Mr. Craps. Generally, we expect to make our money out of the in- 
terest return, while we have got the money in it, and out of our ability 
to sell the mortgage for profits. 

The Cuarrman. I am talking about a man that builds. Take this 
Shirley-Duke. They built 2,200 units. The mortgage, I think, was 
$13,800,000, and it cost something less than that. Now, didn’t they 
build that for the purpose of making money off of the rentals? 

Mr. Craze. Well, off both the rentals and the enhancement in value 
or appreciation in value. 

The Cuairman. There is only enhancement in values when you sell 
something to the other fellow. How can you have any enhancement 
in values if you continue to own it ? 

Mr. Crass. In business you have enhancement in values on inven- 
tories constantly, enhancement and depreciation in values. 

The Cuarrman. You have it for book purposes. That is all. You 
don’t convert it into profit and pay a profit on it until you have dis- 
posed of your inventories, do you ? Ay, 

Mr. Crass. Well, probably the realization of the profit is a different 
proposition. 
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The Cuarrman. I don’t know; Senator—— 

Mr. Crass. I think we are getting into rather-—— 

The Cuairman. No; we are having to wrestle with it, you see. We 
have been wrestling with it every day. How to avoid what looks like 
a lot of problems here. We are trying to stop them in the future, and 
you builders tell us that if we do—if we don't let you continue as you 
have been, then you won't build. We have had a lot of them tell us 
that. 

In other words, it looks to me that what you want on this rental 
property, sections 213’s, 207s, and 608's, is to make a profit on the 
project. You want to rent it and make money out of renting it, and 
you want to continue to own it. Is that the only way we can get rental 
properties ¢ 

Mr. Crass. The Shirley-Duke property, we were quite fortunate in 
a number of respects for the amount of profit realized there is not in- 
dicative of the profits that builders ordinarily realize. 

The Cuatrman. Let me start all over again. I wish I had a black- 
board. 

What we are wrestling with here—and that is why we are having 
this investigation—we believe that what you ought to do is to take all 
your costs. You ought to add them up. You get all through with a 
project, and it costs $10 million, let us say, and we think that the 
Government ought to insure it for $9 million. You say it won’t work. 

Mr. Crass. I am not sure that it won’t work. I do think this: That 
in establishing costs you have to allow as part of the legitimate cost a 
reasonable contractor's profit. 

The CuHarrman. We want to allow everything. There are two kinds 
of contracts: One is where you are the project owner, and vou hire me 
and give me a contract to build it for $8 million—everything com- 
plete—every conceivable cost. Your cost is $8 million. 

Now, there are cases, on the other hand, and in all fairness I want to 
say that is true of this one, in which the project owner is also the 
builder, and he is entitled to a builder’s profit. When he gets all 
through, however, the total cost ought never to be niore, or ought never 
to be less than 90 percent of the mortgage. 

Now, can’t we get housing on that basis? 

Mr. Crass. I am no authority on that, but that would mean someone 
would have to put up 10 percent of his cost, and on large projects 

The Cuarrman. Let me ask you this: We have some experts around 
here. At least you fellows are pretty good. Let me ask you this: 

Is one of the weaknesses of the projects in the past the law or regula- 
tions, that the rents have been based upon the amount of the mortgage 
plus the actual cost rather than the rents being based upon a fair value 
for the rents? 

Mr. Craps. Basic rental rates on either costs or the investment—I 
am speaking personally—is a fallacy. Rents are always eventually 
going to find the level of competition, and they are susceptible to the 
law of supply and demand. as 

The CuatrMan. Don’t you primarily build these buildings in order 
to make money on the rents? 

Mr. Craps. Yes, sir. ; 

The Crairman. So that at the end of 30 years your rents are suffi 
cient to cover all of your expenses, amortize your mortgage, and pay 
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the interest ; so at the end of 30 years, or whatever it is, you own the 
oe Isn’t that primarily what you go into it for? 

Mr. Crass. That is primarily the interest of practically all builders 
of rental properties. . 

The Cuarrman. Now, why can’t it be handled on the basis, then, 
that that is the thing that you build for, and that the Government 
guarantees 90 percent of your actual costs. When you know what your 
actual costs are you certify to them, and the Government either ad- 
justs the mortgage up or down, depending upon what 90 percent is of 
actual costs. I don’t know; I am asking you gentlemen, because we 
will be up against. it next week. 

Mr. Pauw. We have a builder. Maybe he would like to suggest what 
the trouble of that approach would be. . 

The Carman. Go ahead and answer. 

Mr. Gorpon. Snyper with setting it up—— 

The Cuarmman. Talk into the microphone there. 

Mr. Gorpon. The problem with setting that up on the basis of cost 
only would run into difficulty. because that would eliminate any reason 
for the builder to try to be efficient and save money. If he is going to 

t, 90 percent of his cost, right off the bat you are going to run into 

uilders who are not going to try to build a good product, and not try 
to build a good product as cheap as they can, but they are just going 
to build it. 

Senator Bennerr. Mr. Chairman, may I make an observation ? 

The CuatrMan. Yes. 

Senator Bennerr. It seems to me—and I have been in a business 
that has served the building industry for 30 years—it seems to me it is 
a little difficult to say that that is an evil, and then turn around and say 
it is a blessing, it is a good thing; that you get an efficient builder who 
will build a building at the lowest possible price, and put the differ- 
ence between that and the Federal Government guaranty in his pocket. 

I think that is also an evil, and this argument has been made many, 
many times, that when you suggest that there should be some relation 
between the Federal Government’s guaranty of the mortgage and the 
actual cost, that you are penalizing the efficient builder. 

I cannot accept that as being binding against a situation here, 
where evidently the people knew before they started to build that 
building that they were going to build it for $12,000 a unit less than 
the figure which was supposed to be 90 percent of its value. 

Mr. Pauw. That I challenge, Senator. 

The Cuairman. Will the Senator yield? 

For example, if I build a factory, I would build that factory for one 
purpose, and one purpose only, and that is to make money manufac- 
turing things in it. When you build an apartment house you build it 
for one purpose, and one purpose only, and that is to rent it to other 
people, to make money from your rents. 

Are you telling me that when I build a factory for myself out here, 
that I ought to make a lot of money on it just when I first build the 
factory, out of the mortgage? I am going to hold the mortgage. I 
have got to pay it back. 

Mr. McCartin. Senator—— 

The Cuarrman. And you gentlemen won’t do it either, if the Fed- 
eral Government made you put up instead of $6,000 in these little cor- 
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porations—if they made you endorse the mortgages. If you had to 
personaly endorse the mortgages, you wouldn't do it, either. You 
would only do it because the Federal Government endorses it and you 
get completely out. 

Mr. McCartin. That is right. 

I wonder, Senator, if what you are asking is whether the Govern- 
ment, was wise in trying to stimulate speculative rental housing build- 
ing? That is something I think you get down to. That is your ulti- 
mate question. 

Mr. Stwon. Except, Mr. McCartin, in 1947 Congress changed the 
law and said that in estimating the necessary current cost, the Housing 
Commissioner should use every feasible means to assure that such esti- 
mates will approximate as closely as possible the actual] cost of efficient 
building. 

Mr. Ticinets I know that, Mr. Simon. I wouldn’t expect a 
regulation to say that the Commissioner shall throw discretion to the 
vo I wouldn’t except to find that in a Government regulation, 

ut 

Mr. Stmon. What you are saying is he didn’t. 

Mr. McCarty. I am mt 39 in economics with you, yes, and 
I think that is what we are talking about. I have read a number 
of things, it seems to me it was testimony either before this committee, 
or a similar committee, where the practices that were indulged in in 
this particular area were justified by saying that this was dene to 
accomplish a purpose that the Government was fostering, and I think 
that the difference between what the question that you are asking 
is that these projects were not being developed by persons who were 
investing a life savings in a project from which they expected to re- 
ceive rents the rest of their lives, and that it was ns a capital 
investment, but it was done on a speculative basis. 

The Cuarrman. You think they were doing it out of the goodness 
of their hearts ? 

Mr. McCartin. No. I don’t think that, Senator. I think they 
were doing it for a purpose, to make money. 

The CuHarrman. In other words, they were doing it as you said 
in your statement, they were doing it to get housing. 

Mr. McCartin. That is why we did it. That is why we advanced 
the money. We are not builders. 

Senator Bennerr. Mr. Chairman, my father used to recite a little 
old rhyme: 

What do you think, 
I should shave you for nothing and give you a drink? 

These people have been shaved for nothing, and they have had 
their drink, too, without risking a penny of their own money. They 
have title to a wonderful piece of property, and then in addition to 
that they have had the privilege of putting X hundred thousand 
dollars into their pockets. 

T think they have been shaved and had their drink. 

Mr. Ricuarp. Mr. Chairman, can I make just a very short state- 
ment ? 

The Cuarrman. Yes. 

Mr. Ricuarp. In listening to this testimony here —— 

The CuarrMan. You are an attorney for—— 








242 FHA INVESTIGATION 


Mr. Ricnarp, Mr. Hutman, Mr. Gordon, and the four corporations. 

The Carman. Yes. If you can add anything to it we are glad 
to have it. 

Mr. Ricuarp. It seems a little strange to me, and I would like to 
ask you, Mr. C hairman, and members ‘of your committee to answer 
this to help me out in my thinking. 

The Crarrman. Ordinarily, we ask the questions, but this time we 
will reverse it. 

Mr. Ricnarp. We have a situation here, as far as the Shirley-Duke 
projects are concerned, that the project analysis by FHA in their 
commitments gave their estimate of the replacement value of these 
projects. 

Jumping over Investors Diversified for a minute, their loan was 
subsequently sold to Institutional Securities. Now, they are in the 
investment business, and unless they felt that the full value and the 
security for that loan was there, they wouldn’t have been interested. 

Mr. Simon. Don’t you think they paid attention to the security of 
the United States Government ? 

Mr. Ricuarp. At least, we have written to them and have recently 
received the refusal, trying to make arrangements to pay them off and 
making some arrangement ‘about this prepayment privilege. 

Mr. Stmon. Of course, and the reason, as you know, i is they have 
got a United States Government bond paying them 4 percent interest, 
and all you can get from the Secretary of the Treasury is a 3-percent 
bond. 

Mr. Ricwarp. I am sure we would be glad to pay them off if we 
could do something about that prepayment privilege. If you are in 
conference, gentlemen, on this housing bill, I think that is one area 
in which you really could consider. 

The Crarrman. Is this prepayment arrangement true in all the 
mortgages under sections 203, 207, 213, and all of them ? 

Mr. Ricnarp. I think on the section 608’s, the ones I am more fa- 
miliar with, I think it is very general that there isa prepayment privi- 
lege. I am not sure about the other classifications. 

The Cuatrman. You gentlemen from Investors buy bonds under 
sections 203 and 213. Do you write anything into them denying the 
right to pay them off except through virtue of a penalty? 

“Mr. Crass. You said we buy bonds? 

The Cuarrman. No, mortgages. Do you insist in these FHA mort- 
gages that they cannot pay them off without paying a penalty? 

Mr. Crars. We insist on the mortgage containing such prepayment 
penalties as are permissible. That doesn’t mean we will ever collect 
them in case of prepayment. Many times we pay the prepayment. 

The CuarrmMan. But you do write them into the contract? 

Mr. Crass. Yes, sir: and there isa reason for it. 

The Cuatrman. Why? 

Mr. Cranes. On a mortgage, particularly a large mortgage, the 
lender, in the case of a prepayment, can very easily have a large un- 
invested cash amount for a while until he ean get that reinvested. 
He may have a change in interest rates that would prevent him rein- 
vesting the money at a 4-percent rate. He might have to take 314 
percent. He has got the burden—— 
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Mr. Stwon. To make it more important, nobody would ever pay you 
a premium for a mortgage if there was no penalty for prepayment, 
would they ¢ 

Mr. Crass. I think that isa factor. 

The Cuarrman. I think it is a factor we are going to look into a 
lot, 1 will tell you that, as far as FHA is concerned. 

I don’t know why the Federal Government should guarantee these 
mortgages, and then you gentlemen write into these mortgages that 
the poor devil out here that holds one of them and wants to pay it off 
has to pay you a big penalty for the privilege of doing it. 

Mr. Crass. Not a big penalty. 

Mr. Pav. You not only have to pay that, but you have to pay 
the —- 

The Cuarrman. FHA? 

Mr. Paut. FHA. FHA is insuring these mortgages, and not the 
Federal Government. The builder pays the fee, and the Federal Gov- 
ernment sets up the Federal Housing Insurance Agency, and the 
builder pays the fees, and is out of that insurance, and it is not the 
credit of the United States that insures these. It is the Federal 
Housing Administration. 

The Cuarrman. The most the fellow who buys this mortgage is en- 
titled to, is the man who pays it off ought to be just charged for the 
expense he is put to in putting it on his | books, if the Federal Govern- 
ment is to guarantee it. 

I would say that wouldn’t necessarily be true if it was a private 
transaction. 

Mr. Pauw. Would it be possible for the builders to answer Senator 
Bennett ? 

The CHatrman. Yes. 

Mr. Pau. There are 3 builders here, and they would each like to 
say if they had an agreement what this $60,000 relates to. 

I would like to ask Mr. Gordon a question. 

Senator Bennett. I will ask it of Mr. Gordon. 

Did you know of the existence of these schedules in the contract be- 
tween Shirley Duke and Investors ? 

Mr. Gorpon. Yes, sir. 

Senator Bennetr. What are they in there for ? 

Mr. Gorvon. They are a formal schedule that you will find in almost 
any construction loan agreement, whether it be for 5,000 individual 
houses, or whether is be for a large project like this. The normal prac 
tice is for the lending institution to either make up a schedule like 
that, or percentage schedule, whereby they advance, usually only 70 
percent of that amount, until you have completed your building. 

Senator Bennett. Then what you are saying to me is that on this 
schedule A that I am looking at, which adds up to something like 
$60,000, normally they would only have warned 70 or 80 percent of 
the $60,000 ? ; 

Mr. Gorvon. No, 70 or 80 percent of the total amount of the final 
loan. 

Senator Bennetr. You are saying to me that there is, then, no fun- 
damental relationship between this list, which purports to be an actual 
list of the materials and services that would go in the building: you 
say that they wouldn’t take that into consider: ation on their advances ? 
They would take the amount of their final loan into consideration / 
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Mr. Gorpon. No. I didn’t say that. I said that they would take the 
amount of the final loan into consideration, and take usually 70, some- 
times 75, in this case I believe it is 80 percent 

Senator Bennerr. We cannot find 80 percent anywhere. 

Mr. Gorpon. No. I think that is just what Mr. Simon said. 

Senator Bennerr. That is right. 

Mr. Gorpon. But they take that percentage of the total loan, and 
they agreed to advance that amount during the construction, and 
after the construction has been completed, then they will advance the 
balance of the loan, and that is the usual practice. 

Senator Bennetr. What purpose is this schedule, which adds up 
fortuitously to 80 percent of the final value of the loan? Of what 
validity is there to the schedule ? 

Mr. Gorpon. All right. Suppose we had turned in requests for 
advances for one of the items on there, which exceeded that amount. 
Then they would want to know “Why are you spending more money 
for this brickwork or this carpenter work?” or whatever it is, and 
they immediately get into that picture to see why there was a greater 
expense on that than some other items, 

In other words, it is merely a schedule to go by. 

Senator Bennett. Yet it actually turned out to be the cost of the 
property, and that is just luck ? 

Mr. Gorvon. No. I don’t think you would find that to be anywhere 
near an accurate breakdown of the cost of a building out there. 

Senator Bennett. I will ask Mr. Simon, it has been my under- 
standing that these units cost approximately $60,000. 

Mr. Gorpon. The total comes close to some of the figures we have 
been discussing here, but the breakdown itself 

Mr. Srwon. You mean you might have spent a little more for lum- 
ber and a little less for bricks ? 

Mr. Gorpon. Yes. 

Mr. Stmon. But the total comes out very accurately, doesn’t it? 

Mr. Gorpvon. If I may say so, from recollection, I believe that our 
estimated cost of the units out there was between $5,500 and $5,600 per 
unit, per apartment. Now 

Senator Bennett. That is right. Your 11 apartments, and you 
take that times—take $5,500 times 11, and you approximate $59,906. 

Mr. Gorvon. That was our estimate of only the direct construc- 
tion cost. 

Mr. Sron. It included entertaining. 

Mr. Gorpon,. It didn’t include any of that. 

Senator Bennerr. Unfortunately, you put that into your schedules. 

Mr. Gorvon. I am not talking about that schedule at all. I am 
telling you now about our original estimates. 

Senator Bennett. Do you have any documents that would indicate 
those were your original estimates ? 

Mr. Gorpvon. I don’t know whether we could produce the work- 
sheets on that or not, but it is possible, and if we have them we would 
be glad to give them to you. 

(The worksheets referred to were not received for the record.) 

Senator Bennerr. Who made this schedule A? Did you? 

Mr. Gorvon. No. 

Senator Bennerrt. I would like to ask somebody else. 
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Mr. Gorvon. This is again relying on supposition, but I believe 
Investors Syndicate’s engineer made that up. 

Senator Bennerr. Did they consult with you before they made it? 

Mr. Gorpon. In all possibility—in all probability, I should say— 
the items on that schedule that pertain to the construction of the 
buildings, themselves—not entertainment, or anything in the way 
of overhead, but pertaining to the actual direct cost of construction, 
were probably based on our estimated cost. 

Senator Bennerr. Didn’t you probably give them your schedules, 
and didn’t they use them as a basis for their schedules? 

Mr. Gorvon. We worked directly with them. 

Senator Bennett. So, then, when you say that this wasn’t your 
schedule, it was their schedule, you are saying they may have put these 
figures down, but they got them from you ? 

Mr. Gorpon. They got information from us in all probability that 
helped them to make it, certainly. That is only as far as the con- 
struction of the building themselves. 

Senator Bennerr. Then on that basis the actual construction of the 
buildings was calculated at less than $60,000 per unit 

Mr. Gorvon. No. You are twisting that around. 

Senator Bennerr. I am not twisting it. You have just said to me 
that they got their figures from you, and you are not responsible for 
the inclusion of entertainment, and other things, in the list. 

Now, the list, including entertainment, including contingencies, and 
interest on the loan, ete., only adds up to $60,000. 

Mr. Gorvon. But you forget that I said that list was only a per- 
centage of what we estimated our cost. Actually, at the time we went 
into this transaction there was considerable concern on the part of my 
associates and myself as to whether or not we could do it, and whether 
or not we wouldn’t waste all of the money we put in it, and all of the 
time we put in it, and Investors Syndicate, because of that agreement, 
end up having the whole thing. 

Mr. Stmon. Mr. Gordon, are you contradicting or disagreeing with 
Mr. Crabb, when he said that represented 100 percent of the estimated 
cost ? 

Mr. Gorvon. Absolutely. 

Mr. Paut. I don’t believe Mr. Crabb said that. 

Mr. Srwon. I believe he did, twice. 

Mr. Gorpon. If he said that I image he made a mistake in saying 
that, and I don’t believe Mr. Crabb ever saw that before, and knows 
nothing about how it was made up. 

I am saying that was not an estimate of the entire cost, but was an 
estimate of a percentage of the cost. 

Mr. Smon. Are you saying the written document does not reflect 
your agreement ? 

Mr. Gorvon. I didn’t say anything of that sort. 

Mr. Stmon. Was your agreement with Investors as set forth in this 
piece of paper ? 

Mr. Gorpon. Absolutely. 

Mr. Stmon. There is nothing in there about 80 percent? 

Mr. Gorpon. I didn’t say there was anything in there. You are the 
one that brought up the 80 percent. I said that was a percentage of it. 

Senator Bennerr. Let me ask you a question: This schedule is a 
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part of this written document, so you could not have been ignorant 
of it. 


Mr. Gorvon. That is right. 

Senator Bennerr. So you signed this contract with the knowledge 
that. Investors was assuming that the buildings were going to be built 
at roughly $60,000 per unit. 

Mr. Gorpon. No. 

Senator Bennerr. Well, you made a contract with them to sup- 
ply 72. 

Mr. Gorvon. I didn’t make that agreement. There is no intention 
of that agreement anywhere in there, and I will reiterate that that was 
not the estimated cost of the buildings at that time. That was the 
amount that they were going to advance prior to the completion of 
the buildings, and we had to hold back from our suppliers and our 
subcontracts a certain portion of all of the money that they had coming 
to them in order that we could continue and build within the amounts 
that they agreed to advance. 

Senator Bennerr. There is nothing in the contract that says that is 
the amount they agreed to advance, or that they are going to hold 
back any percentage ? 

Mr. Gorvon. It says that is all they are going to advance, the amount 
shown on that schedule, and I just got finished telling you that they 
do 1 of 2 things: They either set it up as a percentage, and so state— 
10 percent, 15 percent, ete., and then they have as the final balance, 
upon completion, 30 percent, 25 percent, which will be paid after com- 
pletion, and in this case they didn’t use that because that was a little 
bit too vague. In this case they broke it down to actual apartments. 

The Cuarrman. I have got to go here in a minute, but I want to ask 
some questions here before we go. 

I hold in my hand a check in the amount of $83,000, paid by Inves- 
tors to Davis-Ruffner Title Co. ; another check in the amount of $90,000 
by Investors Diversified Services, paid to this Davis-Ruffner Title 
Co.; another one of $5,000 paid to the Davis-Ruffner Title Co., and 
Mr. Crabb, my question is: Do you know why you gave them those 
checks ? 

Mr. Crass. I would have to check the record on that. 

The CHarrman. Then I will hand up the record. Here are the 
checks. 

Mr. Paut. In the meantime, while he is looking that up, could we 
have it stipulated that Mr. Preston and Mr. Hutman will testify the 
same as Mr. Gordon about there being no agreement, and that this 
was——— 

The Crarrman. You have already tesetified for them. You said 
they are going to testify to that. effect. bs can do it ina minute. I 
will be very happy to have you do it. I don’t know what it means, 
but we will be very happy to have you do it. 

Mr. Crags. Those 3 checks add up to $178,000. 

The CuHarrMan. Yes. 

Mr. Crass. That was the payment to the title company which 
handled the closing of the deal. 

The Cuarrman. That was their payment to the title company for 
what ? 

Mr. Crass. For buying the land. 

The Cuatrman. For the land? 
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Mr. Crass. Yes. The title company delivered the money— 

The Cuartrman,. The title company was handling this in trust for 
whom ? 

Mr. Crass. Well, jointly for both parties to the transaction—the 
purchaser and the seller. 

The Carman. But to whom did the title company credit this? To 
whom did they pay it¢ 

Mr. Ricuarp. I think the record shows that; Allen Hills Corp. 
They were the sellers of the land. 

Mr. Stuon. Who got the money? That is what the Senator wants 
toknow. Who got this $178,000 ? 

Mr. Ricuarp. Allen Hills Corp., the seller of the land. Mr. Simon, 
I think there was turned in to you at your request a settlement sheet. 

Mr. Stmon. No, sir. 

Mr. Ricwarp. From Davis-Ruffner? 

Mr. Srmon. No,sir. We have been unable to get that. 

The Cuarrman. Do you know to whom Davis-Ruffner Title Corp. 
paid this money, Mr. Crabb ¢ 

Mr. Ricwarp. If you will give me just a minute, I think I have a 
copy of that settlement sheet here in my file, Mr. Simon. 

Mr. Hin. We don’t know that. 

The CuHarrman. Do any of you gentlemen know who received the 
money ¢ 

Mr. Gorvon. We prepared a copy of the settlement sheet which I 
thought was turned in. 

The Cuarrman. Allright. Suppose you did. To whom did you pay 
the money ¢ 

Mr. Gorpon. The settlement sheet, I believe, will show it went to 
Allen Hills. 

The CHairmMan. Your memories are awfully good on some things 
and awful poor on others. It seems to me that when $187,000 was in- 
volved, my memory would be pretty good. 

Mr. Cran. Senator, the voucher from our files indicates that the 
first payment of $5,000 was to the credit of Allen Hills Corp., as a de- 
posit on the purchase of the land. We would have to check with the 
title company as to the disbursement of the rest of the purchase price 
of the land, but I think it is quite obvious that it went to the then 
owners of that raw land of 98 acres. 

The CuarrMan. Who did get the final payment to the land ¢ 

Mr. Crass. The Allen Hills Corp. 

Mr. Ricwarp. Mr. Chairman, that is a settlement sheet, copy, which 
was obtained from Davis-Ruffner Title Co., and shows the purchase 
price, $178,000, and at the bottom shows the distribution of the $178,- 
000, to whom paid. 

The Cuarrman. Calvin O. Black got $6,000, George J. Josephs, 
$50,000, Calvin O. Black $7,686.55, and Reilly again, $6,678.50. 

Then this Calvin O. Black is the vice president of the Davis-Ruffner 
Title Corp.; is that correct ? 

Mr. Ricuarp. No; that isn’t correct. He was a stockholder in Allen 
Hills Corp., who was the vendor of the land, and I believe vice presi- 
dent of Allen Hills Corp. 

The Cuarman. Then the Allen Hills Corp. received this money. 
Is that what you gentlemen testified ? 
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Mr. Ricwarp. Mr. Chairman, I will certify that that is a copy of a 
settlement sheet prepared by Davis-Ruffner Title Corp., of which I 
have a copy, and I think it would speak for itself who received the 
money. 

The Carman. We have already subpenaed Mr. Alan David, or 
whatever his name is. We will subpena the checks and records, pri- 
marily because today I understand they refused to tell us without a 
subpena. 

We will return to you the dividend checks. They are very valuable 
checks. 

Mr. Ricuarp. Thank you. 

The Crarrman. And we will return this penciled copy to you. 

Mr. Ricnarp. I believe that was Investors Diversified. 

The Crarrman. And we will return your rent application to you. 

Mr. Ricwarp. Fine. Thank you. 

The Cuarrman. Do we have anything else to return to these 
gentlemen ? 

Now, as to this gentleman, was there any understanding between 
you, Mr. Gordon, Mr. Preston, or Mr. Hutman and the Investors Di- 
versified Services—any understanding there in respect to this mort- 
gaging out, that you were going to get more money than the cost, or 
90 percent of the cost of the project ? 

Mr. Gorpon. No, sir. 

Mr. Hurman. No, sir. 

Mr. Preston. No. 

The CuarrmMan. There was none. 

Mr. Srwon. May I ask two questions, Senator ? 

The CHarrmMan. Yes. 

Mr. Srvon. Did each of you sign a contract with Investors, which 
contained a paragraph reading as follows: 

Attached hereto, marked “Exhibit ‘A’,” is a payment breakdown for each unit 
of construction with estimated costs, amounts, assigned to the several construc- 
tion items, for which advances and construction moneys are to be expended; 
such payment breakdown shall constitute a guide in the determination and the 
allocation and disbursement of loan funds available for construction costs. Ad- 
vances on account of material and equipment which are not required for imme- 
diate installation in the construction shall be limited to amount and to material 
and to equipment as lender may approve and all such material and equipment 
shall be stored and maintained as lender may require. The stage of any develop- 
ment and construction and materials on hand for which advances are requested 
shall at all times equal or exceed the advance payable therefor on the basis of the 
payment breakdown as determined by lender’s construction engineer or such 
other examiner as approved by lender. The work in construction included for 
payment in any request shall have been acceptably completed to be evidenced by 
such certificate and inspection as lender may acquire— 
and the exhibit A is $58,906 to $60,000 in each contract. 

Is that correct, Mr. Gordon ? 

Mr. Gorpon. What was your question ? 

Mr. Srwon. Whether you signed a contract containing that pro- 
vision and that exhibit A? 

Mr. Gorpon. It sounds to be equal or similar. We have a copy of it 
over here. 

Mr. Srmon. Mr. Preston, did you sign a contract with that 
provision ? 

Mr. Preston. Yes, sir. 
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Mr. Simon. Mr. Hutman, did you sign a contract with that pro- 
vision in? 

Mr. Hurman. Yes, sir. 

Mr. Stmon. Did you have any subsequent agreement amending, 
changing, or altering that provision, Mr. Gordon ¢ 

Mr. Gorvon. Not to my knowledge. 

Mr. Srmon. Mr. Preston ¢ 

Mr. Preston. Not to my knowledge. 

Mr. Stmon. Mr. Hutman ? 

Mr. Hurman. Not to my knowledge. 

Mr. Stmon. Does that provision reflect your agreement with In- 
vestors? Mr. Gordon ? 

Mr. Gorvon. As far as I know, it is. 

Mr. Stmon. Mr. Preston ? 

Mr. Preston. I believe so. It was the understanding it was 80 
percent. 

Mr. Stwon. Mr. Hutman ? 

Mr. Hurman. Yes, sir. 

Mr. Ricuarp. Mr. Chairman, I think it is only fair that the one 
portion of this loan contract which was read by Mr. Simon—I think 
it should be pointed out that the provision that Mr. Simon read should 
be read also in connection with paragraph 5 (c), which gave the right 
to the lenders to call upon the borrower for additional funds, if 
necessary. 

Mr. Pau. Mr. Chairman, may I make this statement 

The Cuarrman. Call on them to the extent of what—$6,000 ? 

Mr. Ricuarp. No, sir, Mr. Chairman. There is no limitation on 
that—any amount necessary in order that—— 

The Crarrman. I mean the corporation only had $6,000. 

Mr. Srmon. $1,000. 

The CHAIRMAN. $1,000. 

Mr. Ricuarp. They had the builder’s work and time in there which 
they could call upon. 

May I make this observation 

Mr. Stmon. How would you pay the builder’s time to Investers? 

The Cuarrman. How would you pay other than $1,000? 

Mr. Pavt. I would say they would put the money in. The builders 
stood ready to put the money in. 

Mr. Suwon. Did they ever agree to do that ? 

Mr. Paut. No; but they certainly would have done it. 

Mr. Stmon. How can you say today, in 1954, that they would have 
put it up in 1949? 

Mr. Paut. I don’t know. Let me make this observation. Investors 
Diversified Services is an institution which has constructed section 
608 projects to the extent of $600 million. 

The CHatrmMan. It is $59 million. 

Mr. Pauw. There was some $600 million of mortgages. 

The Cuarrman. Of all sorts. 

Mr. Pavt. In connection with this contract, if there had been any 
agreement, I submit that Investors Diversified Services would not have 
been agreeable to taking one-third of the divvy. It doesn’t make good 
sense. 

The Cuarrman. Of what? 
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Mr. Paut. Investors Diversified Services would not have been. will- 
ing to say “we are going to mortgage out to this $12,000 a unit and we 
will just put up all the money and we will take one-third of the divvy. 
They just don’t work that way. 

Mr. Srwon. You think they would have been more greedy than that’ 

Mr. Pauw. I am sure of that, had there been any such agreement. 

The CHamman. Did you want to say something, this gentleman 
here? 

Mr. Hitz. No, sir. 

The Cuarrman. Are there any other questions or statements that 
anybody wants to make ? 

Mr. McCartin. Yes, Mr. Chairman. I would like to ask if you are 
going to need us any more this week ? 

The Cuarrman. No. But I wish you would remain under subpena. 
We may want you later, but we will not need you any more this week. 

Mr. McCarrin. No fear of that ? 

The CHarrman. We hope Mr. Loftus will be with us tomorrow. 

Mr. Paut. You requested some exhibits in connection with subpenas. 
Did you want these’ I don’t know what they are, but I think it repre- 
sents the division of the mortgage funds, a breakdown by an accountant. 

Mr. Stmon. I think we will not need that. 

The CHarmman. Unless someone wishes to make a statement or say 
something 

Mr. Ricwarp. Mr. Chairman, I would like to ask 

The CHatrman. I hope you all feel you had a fair opportunity to 
be heard today. 

Mr. Ricnarp. We certainly have and thank you. 

I would like to ask on behalf of Mr. Gordon and Mr. Hutman 
whether they will be required—— 

The Cuarrman. No more this week, but stay under subpena. We 
may want you later. 

Mr. Riciarp. We will be notified in ample time ? 

The Cuarrman. After hearing Mr. Loftus, we may want to hear you. 

Mr. Pauw. Is that true of Mr. Preston and Mr. Bros? 

The Cuarrman. That is true of all of you. 

Mr. Gorvon. Mr. Chairman, I am operating down in Oklahoma. I 
just got down and came right back. 

The Cramman. You go on down. We will give you enough time 
to fly back. 

Mr. Gorpon. That is all you gave me this time. 

The CuarrmMan. The committee will recess until 10 o’clock tomorrow 
morning. 

(Whereupon, at 5:35 p. m., the hearing was recessed until 10 a, m., 
Thursday, July 1, 1954.) 





en. wil! 
and we 
divvy.” 


in that ? 
eement. 
itleman 
its that 
you are 


ibpena. 
S week 
\orrow. 
ypenas. 
repre 

untant. 


or Say 


nity to 


utman 


. We 


ir you. 


na, I 


1 time 


Orrow 


FHA INVESTIGATION 


THURSDAY, JULY 1, 1954 


Unrrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) pre- 
siding. 

Present: Senators Capehart, Payne, Maybank, Sparkman, and 
Lehman. 

Also present: Mr. William Simon, general counsel, FHA investi- 
gation. 

The Cuatrman. The committee will please come to order. 

Our first witness will be Mr. Andrew Frost, of Albuquerque, New 
Mex. Is Mr. Frost present? 

Mr. Frost, will you be sworn, please? Hold up your right hand. 
Do you solemnly swear the testimony you are about to give is the 
truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Frost. I do. 

The Cuarrman. Thank you, sir. Be seated. Our general coun- 
sel, Mr. Simon, will start the questioning this morning. 

Senator Maysank. Mr. Chairman, I wish the witness could give 
his name and address for the record, and tell where he originally came 
from. 

The Cuarrman. We are going to bring that out. Will you please 
give your full name and address ? 


TESTIMONY OF ANDREW FROST, ALBUQUERQUE, N. MEX. 


Mr. Frost. Andrew Frost, 7920 Cutler Avenue, Albuquerque, N. 
Mex. 

The Cuarrman. And what is your business ? 

Mr. Frost. I am, or was, the assistant director of FHA in Al- 
buquerque, N. Mex. 

The CHarrman. Was that the State office? You are assistant 
director ¢ 

Mr. Frost. No, sir. We in FHA have eliminated the name or the 
State portion. 

The Caarrman. But you were for many, many years the State di- 
rector, were you not ? 

Mr. Frost. No, sir. 

The Cuatrman. Assistant State director ? 

Mr. Frost. Yes, sir. 

The Cuatrman. When were you employed by FHA? 

Mr. Frost. September 17, 1934. 
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The Cuatrman. September 17, 1934? 

Mr. Frost. Yes, sir. 

The Cuarrman. And you were discharged on what date, or resigned 
or whatever it was? Were you discharged or did you resign? Were 
you suspended ? 

Mr. Frost. Yes, sir. 

The CuarrmMan. You were suspended on what date ? 

Mr. Frost. Last Thursday. 

The Cuarrman. Thursday of last week ¢ 

Mr. Frost. Yes. 

The CuarrMan. But you were with FHA for some 20 years? 

Mr. Frost. Yes, sir. 

The Cuarrman. And wasall your work in New Mexico? 

Mr. Frosr. No, sir. 

The Cuarrman. Where else did you work for FHA ? 

Mr. Frost. Washington, D. C. 

The Cuarrman. Washington, D. C.—How long were you in Wash- 
ington, D. C.? 

Mr. Frost. I was—from September 17, 1934, until just a month or 
so before I entered the Army. 

The CuarrmMan. That would be possibly in 1941? 

Mr. Frost. No, it was in 19438. 

The CuHarrMan. In other words, you worked for FHA here in 
Washington from 1934 until you went into the Army, about 1943? 

Mr. Frost. That is correct, sir. 

The Cuarrman. What department did you work in here? 

Mr. Frost. I first started working in the messenger pool, then went 
to work with the Comptroller’s division, and I was with the Comp- 
troller’s division all the time, up until I left to go—— 

The Cuarrman. In the service? 

Mr. Frosr. No, sir, until I left to go with the Office of Civilian 
Defense. It was an immediate transfer. 

The CuarrMan. Then you were in the Army ? 

Mr. Frosr. Yes, sir. 

The Cuarrman. How many years were you in the Army? 

Mr. Frosr. Two years—my discharge papers show 2 years, 5 months, 
and 30 days. 

The CuarrmMan. You came out of the Army about 1945? 

Mr. Frost. Some time in October, as I recall. 

The Cuatrman. Did you go back then with FHA ? 

Mr. Frost. No, sir. 

The CHarrmMan. When did you go with them? 

Mr. Frosr. When I was discharged from the Army, I was dis- 
charged from the hospital at the same time. I had been wounded in 
Germany, about my legs, and the doctors advised that I go out and do 
some manual labor in order to revive the strength of my legs, which 
I did. I went to California and I worked in a frozen-food plant, where 
I was trucking vegetables, preparatory to their being processed. 

The Cuarrman. Then where did you go from there? 

Mr. Frost. Then T returned to the FHA in 1946. 

The Crarrman. In 1946 you returned to FHA, here in Washington 
or in New Mexico? 

Mr. Frosr. Yes, sir. 
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The Cuarrman. Here in Washington? 

Mr. Frosr. Yes, sir. 

The Cuarrman. Then how long did you remain in Washington at 
that time? 

Mr. Frosr. I do not recall exactly. 

The Cuarrman. One year, would you say, or 2 years? 

Mr. Frosr. No,sir. It wasa matter of a month or so. 

The Cuarrman. A month or so, and then where did you go? 

Mr. Frost. I went to South Carolina. 

The Cuarmman. How long were you there in South Carolina? 

Mr. Frost. Eighteen months. 

The Cuarrman. What did you do in South Carolina ¢ 

Mr. Frost. I was the administrative assistant in the office. 

The Cuarrman. You mean you were assistant to the State Admin- 
istrator ¢ 

Mr. Frost. The terminology—— 

Senator Maysnank. What? 

Mr. Frost. I say the personnel terminology was “administrative 
assistant.” 

Senator Maysanx. You were in South Carolina 18 months? 

Mr. Frosr. Yes, sir. 

The CuHatrman. What office and what town ? 

Mr. Frost. Columbia, 8. C. 

The CHarrMan. What were your duties there ? 

Mr. Frost. Administrative assistant. 

The CHarrMan. I mean what were your duties as administrative 
assistant? Handling everything that had to do with FHA? 

Mr. Frost. Yes, sir. 

The Cuarrmman. All phases of it ? 

Senator Mayspank. Who were you assistant to? 

Mr. Frost. Judge Bailey. 

The Cuarmrman. Judge Bailey was your immediate superior? 

Mr. Frost. Yes. 

The Cuarrman. Was he the State FHA Director? 

Mr. Frost. Yes, sir. 

The CHatrMan. You were there 18 months? 

Mr. Frost. Yes, sir. 

The Cuatrman. Then where did you go? 

Mr. Frost. To San Francisco. 

Senator Maysank. I think Judge Bailey was appointed in 1934. 
Am I wrong? 

Mr. Frosr. I understand he was one of the original State directors. 

The CHatrmMan. Where did you go from South Carolina? 

Mr. Frost. To San Francisco. 

The CuatrmMan. How long were you there ? 

Mr. Frost. Approximately 18 months. 

The CHatrrmMan. What did you do there ? 

Mr. Frost. I was what they referred to as an administrative 
supervisor. 

The CuarrmMan. For FHA? 

Mr. Frost. Yes, sir. 

The Cuarrman. Where did you go from San Francisco? 

Mr. Frost. To Albuquerque, N. Mex. 

The Cuarrman. That was when? 
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Mr. Frosr. I entered on duty in Albuquerque January 22, 1950. 

The Cuarrman. You began January 22, 1950, and remained until 
last Thursday ? 

Mr. Frost. Yes, sir. 

The Cuarrman. What were your duties in Albuquerque? 

Mr. Frost. I was Assistant State Director. 

The Cuarrman. Prior to the reorganization, what were your duties ? 

M<. Frosr. I don’t understand the question, sir. 

The Cuarmman. What did youdo? Did you handle title I and sec- 
tion 808’s ? 

Mr. Frost. No, sir. 

The Cuatrrman. What did you do? 

Mr. Frosr. I was the assistant to the administrative head of the 
office, and had the duties attendant thereto. 

Senator Maypank. Let me ask a question or two about South Caro- 
lina. I don’t know who the Director is there now. 

Mr. Frost. I don’t either. 

Senator Maynank. You were in South Carolina 18 months? 

Mr. Frosr. Yes, sir. 

Senator Marsank. And I know Judge Bailey. I don’t know who is 
there now. He was appointed in 1934 or 1935. He was appointed, 
long before I came here, but anyhow what did you do for Judge 
Bailey? Did you look after section 608’s # 

Mr. Frosr. That was part of my functions. 

Senator Maynank. Did you approve any of them ? 

Mr. Frosr. As of the record, t was authorized to as an authorized 
agent. I don’t recall whether or not I actually went through the for- 
mality of signing any of the commitments. 

Senator Maysank. You hada right to? 

Mr. Frost. Yes, sir. 

Senator Maypank. And you don’t know whether you approved any 
or not ¢ 

Mr. Frost. I do not recall, sir. 

Senator Maypank. What did you approve in Columbia / 

Mr. Frost. The authorized agent—Il was authorized to commit the 
Federal Housing Administration on contractual obligations. 

Senator Maysanrk. How many did you authorize? 

Mr. Frost. Sir 

Senator Maysank. Do you remember any of the projects that you 
authorized? I never knew you were in South Carolina. I don’t know 
who is there now. 

Mr. Frost. Sir, I do not know. Speaking of section 608’s, I would 
doubt, although I do not know for sure, whether I actually signed any 
commitments. 

Senator Maynanx. You don’t think you signed any ? 

Mr. Frost. No,sir. I don’t 

Senator Mayspank. What about any other sections—203 and 207 
and some of these others, that are worse than 608’s, as you well know. 
You agree on that? There are some bad messes in sections 203 and 207. 

Mr. Frost. Sir, I have not been back there and I don’t know any- 
thing about the section 203’s in South Carolina. 

The Cuarrman. Mr. Simon. 

Mr. Srwon. Mr. Frost, from January 23, 1953, to January 27, 1953, 
were you on a deep-sea fishing trip to Matzatlan, Mexico, with Harry 
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Frank, of the Atlas Lime Co., and George Walters, sales manager of 
k. J. Mankin, Inc. ? 

Mr. Frost. Gentlemen, I am without counsel. I have not contacted 
counsel, As I understand my constitutional rights, I do not wish to 
jeopardize anything—— 

The CuairMan. In other words, you do not wish to answer the ques- 
tion on the basis that it might incriminate you ? 

Mr. Frosr, That is correct, sir. 

The Cuatrman. You have a perfect right to do so. Proceed to ask 
the rest of the questions. 

Let me say this now: You may answer any question that we ask you 
or you may refuse to answer any question on the ground that it may 
incriminate you. 

Senator Maysanxk. There wouldn’t be any questions about South 
Carolina you would refuse to answer, would there? 

Mr. Frost. Sir, at this point, as I say, I am without counsel. 

Senator Maypank. I know that. I appreciate you have certain 
rights. You said you didn’t know anything about section 608’s in 
South Carolina ¢ 

Mr. Frost. Yes, sir, I think that is correct, and I have—— 

The CHarrman. Let me say all the questions we wish to ask you 
have to do with New Mexico. Will you proceed, Mr. Counsel ¢ 

Mr. Srmon. Mr. Frost, being a lawyer, I should say to you that the 
law is that if you answer one question, you then lose your immunity 
as to anything related to that question. I wouldn’t want to put you 
in a position where you answer the question without knowledge of the 
fact that you thereby lose your immunity for things related to that 
question. 

Mr. Frost. Sir, inasmuch as you are counsel, I would appreciate 
then if you would indicate to me any questions that might be re- 
lated to—— 

Mr. Stmon. I can’t act as your counsel, Mr. Frost, but I don’t want 
you to be misled into believing you can pick and choose, answer one 
question and not the other. If you go into a subject you are required to 
answer them all. Iam not in the position of being your counsel. 

Senator Maypanx. Who is the fellow we had here the other day 
who had a lawyer and who seems to have been the worst violator of all 
the laws ¢ 

Senator SparKMAN. Powell. 

Senator Maypank. In justice to this man, since he hasn’t got a 
lawyer, I don’t know what it is all about—I mean I know what it is all 
about, but I don’t know what his answers would be one way or another 
to incriminate him, but I think he ought to be given, as the chairman 
suggested, protection, because of all the people I have seen here the 
worst has been Powell. He wouldn’t say anything. 

The CHairmMan. I just said to this gentleman that if he does not care 
to answer any questions, he will not be forced to do so and all you need 
to say is that “I refuse to answer on the ground that it might incrimi- 
nate me.” 

Mr. Frosr. Thank you, sir. 

The Cuairman. You can say that to any question that we ask you, 
and when you do so that will end it as far as we are concerned. 

Will you preceed ¢ 
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Senator Lenman. Mr. Chairman, I want to commend our counsel 
Mr. Simon, for explaining the law to this witness. I think it was a 
fair thing to do, a proper thing to do. I wish it was done in all cases. 

Mr. Simon. Thank you, Senator. 

The CHairman, Proceed, Mr. Simon. 

Mr. Stmon. Mr. Frost, did you file travel vouchers with the United 
States Government, and claim reimbursement for travel and per diem 
for traveling from Albuquerque, N. Mex., to E] Paso, Tex., and re- 
turning, for a fishing trip to Mexico in January 1953? 

Mr. Frosr. I decline to answer that question based upon my con- 
stitutional rights. 

Mr. Sion. Did the contractors whom I have previously mentioned 
pay the expenses of the fishing trip from El] Paso, Tex., to Matzatlan, 
Mexico? 

Mr. Frosr. I decline to answer the question based upon my con- 
stitutional rights. 

Mr. Stwon. From October 16 to October 18, 1953, did you take a 
fishing trip to Chihuahua, Mexico, with contractors doing business 
with the Federal Housing Administration ? 

Mr. Frost. Sir, I refuse to answer that question based upon my con- 
stitutional rights. 

Mr. Sron. Again, did you claim Government reimbursement for 
travel to and from El Paso, and did the contractors pay all of the ex- 
penses from El Paso, Tex., to Chihuahua, Mexico? 

Mr. Frost. I refuse to answer that question, sir, based upon my con- 
stitutional rights. 

Mr. Srwron. In 1950, did you receive two truckloads of concrete 
blocks from the Superlite Co., a contractor doing business with the 
Federal Housing Administration, for use in your own home without 
the payment of anything therefor except a few dollars paid to the 
truckdriver who delived the blocks? 

Mr. Frosr. Sir, I refuse to answer that based upon my consti- 
tutional rights. 

Mr. Stmon. With respect to the ground breaking for the Holloman 
housing project in New Mexico, on or about March 31, 1953, did you 
ask the contractor who was putting up the project, or suggest to the 
contractor putting up the project, that a party be given for you the 
nieht of the ground breaking with girls furnished by the contractor ? 

Mr. Frost. I refuse to answer that question based upon my consti- 
tutional rights. 

Mr. Srvon. In fact, on that night, and either the night before or 
the night preceding, was there a party at the Motel Alamogordo, at 
Alamogordo, N. Mex., at which there were three girls who were paid 
a total of between $400 and $500, and the cost of which was charged 
to the construction job ? 

Mr. Frost. T refuse to answer that question, sir, based upon my con- 
stitutional rights. 

Mr. Stow. In December 1952 were you present at a poker game 
which was stenees by yourself, Gary Grisham, James Carnes, Ed- 
ward Snow, Sam Brown, Dick Sealf. 0. D. Pronps. and Sellars. all of 
whom were either contractors doing business with FHA or employees 
of FHA? 

Mr. Frost. I refuse to answer that question, sir, based upon my con- 
stitutional rights. 
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Mr. Simon. At such a poker game did you suggest to Gary Gris- 
ham, superintendent of construction for E. J. Mankin, Inc., then en- 
gaged in the construction of the Lovington Homes project, and 
W herry project, being financed by the Federal Housing Administra-. 
tion, that Mr. Grisham gamble with you by matching coins, and in such 
a gambling ae did you win $800 from Gary Grisham 4 

Mr. Frost. I decline to answer that question based upon my con- 
stitutional rights. 

Senator Maysank. Was the gambling on the up and up? 

Mr. Frosr. I decline to answer that question based upon my con- 
stitutional rights. 

The CuatrmMan. Well, that is all. Thank you, Mr. Frost. You do 
not need to remain under subpena any longer, and if we want you 
later, we will subpena you. 

Mr. Frost. Sir, I am driving and I will be en route for some time. 

The Cuarrman. That is all right. We won’t need you for a couple 
of weeks at least. I wish you would keep in touch with us. 

Mr. Frosr. Yes, sir. 

The Cuatrman. We may find you will be helpful to us because you 
did testify in executive session. 

Mr. Stmon. No; he didn’t. 

The CuHarrMan. He did not ? 

Senator Maypank. No; he didn’t testify. 

Mr. Frosr. Sir, should I notify you ? 

The CHarrmMan. Keep us advised as to your address; yes. Thank 
you very, very much. 

Now Mr. Burton Bovard, Lorton, Va. Will you come forward 
please? Mr. Bovard, will you please be sworn? Do you solemnly 
eae that the testimony you are about to give is the truth, the whole 
truth, and nothing but the truth, so help you ‘God? 


TESTIMONY OF BURTON C. BOVARD, LORTON, VA., ACCOMPANIED 
BY CLAYTON M. BURWELL, COUNSEL 


Mr. Bovarp. I do. 

The Cuarrman. Will you have a seat? Will you give your name 
and present address to the reporter, please ? 

Mr. Bovarp. Burton C. Bovard, Lorton, Va. 

The CuHarrMan. Let me ask you a few questions. 

You were formerly with the FHA ? 

Mr. Bovarp. I am still with the FHA. 

The CuarrmMan. You are still with the FHA. When were you 
employed by FHA ? 

Mr. Bovarp. In, I think it was, August 1935. 

The Caairman. You were employed in August 1935, and you take 
the position that you are still with them? However, they have sus- 
pended you, haven't they ? 

Mr. Bovarv. No; I have not been suspended. I have been put on 
annual leave. 

The Cuatrman. I see, but you are no longer working ? 

Mr. Bovarp. No; that is right, and have not been 

The Cuarrman. You no longer have any duties or responsibilities ? 

Mr. Bovarp. That is right. 

The Cuatrman. You did go to work for FHA in 1935? 
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Mr. Bovarp. That is right. 

The Cuarrman. You worked continuously for them up until the 
time that you got into this trouble or whatever you care to call it? 

Mr. Bovarp. That is right. 

The Cuatrman. You were with them continuously ? 

Mr. Bovarp. That is right. 

The Cuairman. You were the General Counsel for how many years / 

Mr. Bovarp. Well, since 1945. 

The CuHamrmMan. You were General Counsel of FHA from 1940 up 
until a couple of months ago? 

Mr. Bovarp. That is right. And, of course, I still am technically, 
at any rate, General Counsel. 

‘The Cuarrman. You still maintain you are the General Counsel / 

Mr. Bovarp. I don’t maintain anything. I have not as yet been 
separated. 

Th Cuarrman. Didn’t they ask for your resignation ? 

Mr. Bovarp. They did, but I refused. 

The CrarrmMan. On what grounds did you refuse to resign ? 

Mr. Bovarp. Because of the veterans’ rights. You see, veterans’ 
preference 

The Cuatrman. Do you think you have a right to be General Coun- 
sel regardless ? 

Mr. Bovarp. We ll, the Veterans’ Preference Act requires an agency 
to prefer written charges before they take an adverse action against 
the veteran. 

The Cuatrman. They could transfer you to some other position 
as long as they paid you the same wage, could they not ? 

Mr. Bovarp. Yes, indeed. 

Senator Maypank. No charges have been preferred against you? 

Mr. Bovarp. Yes. Charges have been preferred against me. I 
have answered the charges. The matter is now pending before the 
agency, and, of course, that is one of the reasons why I wrote to Sen- 
ator Capehart and felt that this 

Senator Maygpank. I understood that. 

The Cuarrman. This gentlemen is your attorney ? 

Mr. Bovarp. He is my attorney. 

Senator Maypank. You said you hadn’t resigned because of your 
veterans’ rights. 

Mr. Bovarp. That is right. 

Senator Maysanxk. Charges have been preferred and you answered 
the charges ? 

Mr. Bovarp. That is right. 

Senator Lenman. Are you still receiving pay ¢ 

Mr. Bovarp. Oh, yes, indeed ; on annual leave, of course. 

The Cuairman. This gentleman—will you give your name? 

Mr. Burweit. My name is Clayton L. Burwell. “I am a member 
of the Supreme 

The CuarrMan. You are an attorney for Mr. Bovard ? 

Mr. Burwe tu. I am an attorney for Mr. Bovard. 

The CuartrmMan. Do you wish to make a statement ? 

Mr. Burwe... I wish to request permission 

Senator Maysank. Would you give your background just for the 
record ? 
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Mr. Burweuu. Yes, sir. My name is Clayton M. Burwell. I am 
a member of the firm of Murphy, Duiker, Smith & Burwell, of the 
Southern Building, a member of the bar of the District of Columbia, 
and the State of North Carolina. 

Senator Maysank. Where do you come from in North Carolina? 

Mr. Burwe.u. Charlotte. I wish to read very quickly a short 
letter into the record at this time, Mr, Chairman. 

The CuHarrMan. You may proceed to do so. 

Mr. Burwe.. It is dated June 28, 1954, Washington, D. C., to 
Hon. Homer E. Capehart, chairman, Senate Banking and Currency 
Committee, United States Senate, Senate Office Building, Washing- 
ton, D. C. 


My Dear Mr. SENATOR: 

I have received a subpena requiring me to appear before your committee on 
July 1, 1954. 

In this connection I invite the committee’s attention to the pendency of a 
determination of the truth or falsity of certain charges preferred against me 
by Mr. Norman P. Mason, Acting Commissioner of the Federal Housing Admin 
istration. I enclose a copy of said charges and my reply thereto. 

As a veteran of overseas cembat service in World War I, I am entitled to the 
protection of section 14 of the Veterans’ Preference Act of 1944, as amended, and 
of the regulations of the Civil Service Commission thereto. This involves a de- 
termination of the truth or falsity of the charges initially by Commissioner of 
the FHA, a right of appeal from his decision to the Civil Service Commission 
and a right of appeal from the Civil Service Commission to the courts. A few 
weeks ago the Federal District Court for the District of Columbia granted an 
injunction in the Peake case against the discharge of a Federal employee, pend- 
ing a determination of the charges by the Civil Service Commission. 

You will note that the charges preferred against me are so broad and ill de- 
fined as to virtually bring under review my Government service as General Coun- 
sel for the FHA for 14 years under 5 different Commissieners, including Mr. 
Guy Hollyday. Charge VII indicts me for testimony given before this committee 
voluntarily because in the opinion of the Commissioner of the FHA my testi- 
many did not satisfactorily answer all of the committee’s questions. It wonld 
be well nigh impossible for your committee to avoid inquiring into the subject 
matter of these pending charges, if I am compelled to testify at this time. 

The effect of requiring me to testify before your committee as to matters con- 
tained in the charges is to provide the Commissioner in an adverse action against 
me with a bill of discovery without providing me with a similar right and to that 
extent deprives me of a fair hearing. I therefore respectfully request that my 
testimony not be taken-until the charges against me are determined according 
to the Veterans’ Preference Act of 1944, as amended, and according to the Civil 
Service Commission’s regulations issued pursuant thereto. 

So far as the indispensability of my testimony at this time is concerned, I re- 
spectfully point out (a) that I testified already before your committee on April 
28, 1954, (b) that my reply to the Commissioner’s charges, a copy of which is en- 
closed, contains considerable testimony with respect to the charges, and (c) 
that there are a number of other witnesses, such as the former Commissioners 
and Deputy Commissioners, who had an equal or greater opportunity of knowing 
the facts involved who are not at present parties to an adverse action pending 
before the Commissioner, the Civil Service Commission, and the courts. 


Senator Maysank. Would you mind stating for the record who they 
are ¢ 

Mr. Burweti. Who the Commissioners are, sir? 

Senator Maypank. And the Deputy Commissioners. Is it agreeable 
to get that in the record ? 

The Cuatrrman. Yes. 

Mr. Burwett. I will ask Mr. Bovard. 

Senator Maynanx. I don’t want to do anything that would jeop- 
ardize his veteran’s preference, but I would like the record to show it. 
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Mr. Burwexv. It would not, sir. Mr. Bovard can state the names 
of the Commissioners and Deputy Commissioners. 

Mr. Bovarp. Mr. Abner Ferguson was Commissioner when I be- 

came counsel in 1940. He was followed by Mr. Foley, as I recall, who 
was later transferred to the position of Administrator of HHF A, and 
at the time Mr. Foley went as Administrator of HHFA, Mr. Franklin 
D. Richards became Commissioner of FHA, and at the time Mr. Rich- 
ards resigned, Mr. Greene became Commissioner, and then following 
Mr. Greene was Mr. Hollyday, Deputy Commissioner under Mr. Rich- 
ards was Mr. Greene, and Deputy Commissioner under Mr. Hollyday 
was also Mr. Walter Greene. 

Senator Maysank. Thank you. 

Mr. Burwe tt. I have one more paragraph. 

The Carman. You may proceed. 

Senator Marsan. I just wanted to get the record straight. That 
is, as I understand, his reply to whoever is going to look into his ¢: ase, 
about the Deputies and Administrators being more responsible or 
having a part to do with anything they charge you with, is that cor- 
rect, or don’t you want to answer ? 

Mr. Burwewu. That is correct, sir. We make that position in our 
reply. 

The last paragraph, Mr. Chairman: 

In my letter of May 15, 1954, to the Commissioner of the FHA, as an intermedi- 
ate reply to his charges and notice of proposed adverse action, I requested access 
to the files and documents which presumably form the evidentiary basis for his 
charges. I did this because some of the charges extended to alleged derelictions 
on my part over a period of 14 years involving countless transactions in the highly 
complicated position of General Counsel. Obviously, it is impossible for me to 
recall with particularity these files and documents especially when the charges 
themselves are lacking in specificity. I am sure that you will appreciate the 
difficulty of my being any more specific in my answers to your committee than I 
have been in my enclosed reply without an opportunity of refreshing my recollec- 
tion concerning these matters from the files and documents of the FHA. If the 
committee feels, that notwithstanding the pendency of the action against me, I 
should nevertheless be required to testify before the committee, I respectfully 
request that you permit me access to the files and documents on which you 
propose to examine me, in order that my answers may be accurate, specific, and 
helpful to the committee. . 

I also request permission that my counsel, Clayton L. Burwell, in the action 
before the Commissioner and the Civil Service Commission be permitted to appear 
and sit with me in the event your committee insists upon my testimony. 

Senator Maysanx. Mr. Chairman, I think he should have the files 
if he is willing to testify. I don’t see why Mr. Mason doesn’t give 
him the files. I think he is absolutely right. 

Mr. Bovarp. It is necessary, as I see it. 

Senator Maysank. How can you testify if you don’t have the files? 
How can they put you on leave without even showing you the files? 

The Cuarrman. How can you say you need the files when you don’t 
know what the questions are going to be? How can he say he needs the 
files when he doesn’t know what the questions are going to be? 

Senator Maynank. I should imagine, Mr. Chairman, any questions 
we will ask him, as a former attorney for the organization, he would 
certainly be concerned with the files of the FHA. Otherwise, if we 
are going to ask him if he went out fishing—— 

The Cratrman. Let me say the ruling of the Chair, unless the com- 
mittee wishes to go into executive session and take a vote on it, is that 
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this gentleman should testify. Whenever we ask any questions where 
it is obvious that he ought to have the files to refresh his memory, that 
we will show him the files, and if he wants more time than can be 
given here, we will let him take the files and study them and come 
back at a later date and testify. 

Senator Maypank. That is quite all right. 

The Cuamman. Otherwise, this action that he has against the Ad- 
ministration for suspending him, of course, may go on for months 
and months and months, long after this hearing is over. 

Here is a situation where this gentleman was employed by the Fed- 
eral Government in 1935, and that was nearly 20 years ago. He has 
been the General Counsel of the FHA since 1940. I would say since 
1940 that FHA has handled through guaranteeing billions and billions 
and billions of dollars worth of mortgages of all kinds—individual 
houses, section 608’s, 213’s, and 207’s. It has been a big organization— 
one of our big governmental organizations, and for 15 years this 
gentleman was the General Counsel. 

Now, a general counsel of an agency as big and far-reaching as 
FHA, ought to know a lot of things from memory. He ought to be 
very helpful to this committee in solving many of the problems that 
have been presented to this committee. 

But I want to say this: We want to be perfectly fair with you and 
we want to show you any and all files, any and all documentary mate- 
rial that you may need in order to give the proper answers. It is not 
our intention to do anything other than to try to get the facts. It 
is not a very pleasant duty that we have in this committee to sit 
here this summer and fall, when we might be resting a little bit, 
looking into this situation. 

The General Counsel will proceed with the questions. 

Senator Lenman. Mr. Chairman, I want to make very certain that 
this committee does not do anything which would prejudice the wit 
ness’ case before such board as may pass on the validity of his sus- 
pension, if I may call it that, or his rights under the Veterans’ Act. 

I think if we examine him at all today, it should be made very clear 
that if he refuses to answer, or states that he is unable to answer be- 
cause of any reason that may appear valid to him, that that does not, 
or will not militate against his rights nor will it prejudice this com- 
mittee, or the members of the committee, in the consideration of the 

‘ase. Iam not sure we should examine him. 

The Cuarrman., I think the Senator is correct, but I also wish to 
call his attention to the fact that this gentleman is a lawyer, that for 
15 years he was the General Counsel of this big organization; that 
he is amply able to take care of himself. He is not only a lawyer, 
but he likewise has a lawyer sitting alongside him, and I can’t con- 
ceive of him wanting to withhold any information from this com- 
mittee. I am sure he doesn’t. 

Mr. Bovarp. I can assure you I do not want to withhold any 
information. 

The Crarrman. I am certain that everybody will be pleased with 
the treatment that this witness will receive at the hands of this 
committee. 

Senator Lenman. Certainly if he has no objection to testifying 
under the reservations that have been made by his counsel and by him 
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I have no objection to it, but I think we must be very careful not to 
prejudice his case. 

The Cuareman. He has the right if he wants to to refuse to answer 
any question and he has the right, on documentary matters, to ask us 
to show him the documentary proof that he might refresh his memory 
He has that right and we certainly will see that he gets it. 

Mr. Burwewt. Mr. Chairman, if I may ask your permission to put 
the letter which I read, together with the enclosures in the record 

The Cuarrman. Without objection, the letter that has just been read, 
together with the enclosures, :which is an office memorandum of charges 
against Mr. Bovard, and his answer will be made a part of the record 
at this point. 

(The information referred to follows :) 





WASHINGTON, D. C., June 9, 1954. 
Mr. NorMAn P. Mason, 


Acting Commissioner, Federal Housing Administration, 
Washington 25, D.C. 


Dear Sir: This is a reply to your letter of May 28, 1954, received by me on 
June 1, 1954, and also a reply to your Notice of Proposed Adverse Action, dated 
May 7, 1954. 

In my letter of May 18, 1954, I requested that you specify in greater detail 
your original charges in order that 1 might prepare a defense or that, in the 
alternative, you withdraw the charges. With the exception of charge IX you 
did not change any of the original charges nor did you withdraw any of the 
charges. The change in charge IX did not make it more specific. In the same 
letter I requested that you permit me access to the files and documents of the 
HA involved in your proposed action, and which are obviously necessary for 
my defense. With the exception of the documents set forth in your letter of 
May 28, 1954, you refused me permission to consult these files, extending back 
over a period of 19 years, and insist upon my filing a defense or else waiving 
my rights without being able to refresh my recollection from the thousands of 
records involved. I can see no reason for your refusal to permit me access to 
the evidence, particularly where the charges themselves are so vague, other than 
the fact that you have already prejudged my case and are reluctant to permit 
me to put in a strong defense. 

Together with your refusal to make specific charges, as contemplated by 
section 14 of the Veterans Preference Act of 1944, as amended, and the regula- 
tions, requirements, and procedure of the Civil Service Commission issued pur- 
suant to said act, and your refusal to permit me access to the documents on which 
my defense would rest, you have not permitted a reasonable time for me and 
my counsel to prepare an answer to sweeping and unspecified charges, extending 
over a period of 19 years of service in a highly complicated position involving 
thousands of transactions. Again, this arbitrary refusal of adequate time for 
the preparation of my defense indicates on your part a prejudgment of the case, 
a disinclination to receive matters in defense, and constitutes a violation of the 
Veterans Preference Act, Civil Service Commission regulations, requirements, 
and procedure, above specified, a denial of due process of law, and a denial of 
the ordinary standards of impartiality and fair play. 

The charges represent conclusions of law in some instances and conclusions 
of fact or opinion in others. Virtually all of the charges are predicated upon 
the false premise of an inefficient and wrongful administration of the FHA over 
the entire period of its existence without reference to the vast benefits to the 
vublie from the skillful pioneering in a new field of governmental activity. The 
law does not contemplate the false indictments of a large and responsible agency 
over a period of 19 years and an indictment of a significant segment of the 
lending and building industry through the pretext of an employee discharge pro- 
cedure under the Civil Service Act, the Veterans Preference Act, and regulations 
issued pursuant thereto. ' 

I cannot believe that a man of your position would sign charges as destructive 
of a man’s honorable career, his standing and his associates, without being con- 
vineced on a responsible basis that they and each of them are true. Nor can I 
Selieve that a man would sign these charges without the manliness to personally 
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sponsor them. Some of the charges are libelous but for such protection as the 
law may give you by virtue of the office which you hold. I reserve for further 
consideration my rights in this connection. 

You say in your letter of May 28, 1954, that the second paragraph of the 
original notice of proposed adverse action “* * * is descriptive of the general 
nature of the charges against you. These charges are specified in the following 
paragraphs, in specifications Nos. I through LX. It is on the basis of these 
specifications of events and dates that your removal from the service is proposed, 
and it is on the basis to your answers to these specifications that my decision 
will be based.” 

While I deny that the second paragraph in question is descriptive of anything 
except the lack of specificity and responsibility with which the charges were 
drawn, in the light of your statement that they are not charges I will not attempt 
to answer them. 

With respect to the charges I through LX, they do not charge me with a single 
act of commission. This alone speaks well of a Government career servant after 
a record of 19 years. Unable to find any acts of commission, you have taken 
refuge in your opinion of derelictions. Needless to say, these alleged derelictions, 
all of which are omissions, constitute an opinion on your part given long after 
the transactions involved. This opinion, if true, constitutes an even greater 
indictment of several commissioners who preceded you, together with a large 
number of highly placed and responsible officials of the FHA and the housing 
industry over a period of years. 

Your opinion of my professional competence cannot be based upon personal 
observation, inasmuch as you never had any dealings whatsoever with me, 
except to place me upon involuntary annual leave and later present me with 
charges. It cannot be based upon personal experience as a lawyer since the 
records fail to disclose that you are a lawyer at all. Your opinion cannot be 
based upon any reprimands or instructions to me which I failed to carry out, 
since you never gave me any. It cannot be based upon any personal and expert 
knowledge of the FHA since you had not worked for the FHA during the times 
in question and have not yet worked for it more than a negligible period of time. 
Your opinion cannot be based upon any tangible objective criteria since you have 
not set out any way by which my performance of duty can be measured. 

Notwithstanding the motivation with which these charges were brought, the 
vague and unspecific character of the charges, the refusal to permit access to 
evidence, the refusal to permit adequate time for the preparation of a defense, 
and the opinion character of all of the charges, I am compelled to answer them 
to the best of my ability, based upon personal recollection almost entirely, going 
back as far as 19 years. The charges are so sweeping, and it is so obvious that 
you have prejudged the case, that I expect that, no matter what the answer, 
you will say that it does not meet part of the charge. In other words, you will 
not disclose the charge until the answer is made in order that you may say 
the answer does not meet the charge. 

With respect to the charges I through IX, and subject to the restrictions you 
placed upon my defense over my protest, I answer with the following: 


CHARGE I 


An examination of the entire agency files, consisting of the Washington admin 
istrative office files and the insuring office files at San Francisco and Los Ange- 
les will show a considerable volume of administrative inquiries and reports 
concerning loans in which the Enterprise Construction Cos. were involved and 
will establish that the loan transactions of these companies were examined 
carefully over a long period of time and efforts were made to obtain facts 
concerning alleged improper or fraudulent action. The files of the local insuring 
offices will show that such loans were watched carefully by the local director 
and members of his staff assigned to duties concerning title I loans. The files 
of the Legal Division will also show that the facts and data developed by the 
Administrative Offices in Washington and in the field were likewise examined 
to determine if administrative or legal action, or both, were warranted. 

It is my recollection that the files and testimony of the employees, both in 
the Legal and Administrative Divisions will show the difficulties encountered 
to establish evidence to support specific actions. The records of the Legal Divi- 
sion and the Washington Administrative Division (Mr. Frentz, Mr. James 
Hobbs, Mr. Edward Walsh, and Mr. McCallum, all members of the administra- 
tive office in charge of title I loans) will disclose that when I received the memo 
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of April 29, 1953, from Mr. Cole to Mr. Hollyday, referred to in your charge, a 
memorandum was sent from my office to Mr. Frentz, the administrative official 
with responsibility, requesting a current report from the directors of the insur- 
ing offices in California. This memorandum was dated some time in the early 
part of May 1953 and suggested, as I recall, that further reports should be 
obtained so that the position of the Administration could be reexamined from 
the standpoint of possible investigation and prosecution. The records will fur- 
ther establish that at a subsequent date, either later in May of 1953 or June 
of 1953, one or more conferences took place between Washington administrative 
officials of the FHA and representatives of the Legal Division as a result of 
which the decision was made to send investigators to California as soon as the 
schedule of other assignments would permit. The records will disclose a memo- 
randum in June or July of 1958 from Mr. Hillock, Chief of the Section of Investi- 
gation, setting forth the final decision, and identification of the scope of the 
proposed investigation and the assignment of the personnel to conduct the 
investigation. As I reeall, Mr. Hillock accompanied the two investigators to 
California for the purpose of coordinating the investigation and to discuss pro- 
cedures and methods with the United States attorney. Mr. Hillock was also to 
make inquiry into certain rumors concerning a Mr. Pendergast, the title I repre- 
sentative in the San Francisco FHA office. 

I believe the record also will disclose that Mr. Hillock, while in California, 
discussed with the United States Attorney at San Francisco a proposal to submit 
information on at least some of the cases directly to the United States Attorney 
for presentation to the grand jury prior to the preparation of a formal report, 
in order to obtain indictments within the period of the statute. This proposal 
was discussed because of the time necessary to prepare the formal report, have 
it reviewed in Washington, and the referral to the Department of Justice in 
Washington, and ultimate referral by the Department of Justice to the United 
States attorney with jurisdiction. The record will further disclose that since 
the United States attorney did not feel he could deviate from prescribed pro- 
cedure in this regard, representatives of my office called on the Department of 
Justice to request approval of such proposal. Further, the Department advised 
the FHA that the Department officials with responsibility declined to approve 
the proposal. No specific reasons were given. While you have been Commis 
sioner only a few weeks and the extent you may have been able to examine the 
records of the Administration has been necessarily limited, I am confident that 
you have become aware of the complexities of the various operations of the 
Administration. You must have become aware of the fact that the operations 
of the Administration are controlled by budgetary limitations and it is not always 
possible to have available all the personnel you or your staff officials may believe 
needed or required to perform a particular function or assignment. ‘Prompt 
action” to persons familar with the problem of investigation is a relative matter 
and necessarily dependent on the facts and complexities of particular cases. The 
California cases, as I understood, covered a considerable area and many transac- 
tions, and time was consumed not only in gathering the evidence but also in pre- 
paring a formal report containing all the exhibits in such form as to present to 
the Department of Justice. As I recall, the Enterprise Construction Cos. cases, 
my staff forwarded the report to the Department of Justice within a matter of 
hours from the time it was sent to my office. The fact that the investigation 
started the latter part of July 1958 and the report finished in November follow- 
ing would not of itself establish that such period of time was unnecessarily long 
or that the work could have been completed sooner. I was advised by my staff 
that every effort, consistent with the number of persons available to work on 
the cases and the volumes of material to go into the reports, was being made 
to complete the reports to transmittal to the Department of Jusice. I believe the 
record will disclose this was done. You undoubtedly have found that the opera- 
tions of the FHA are rather extensive and that you as well as your Division 
heads must rely on staff members to perform a great volume of the detail of your 
functions. Your judgment to rely on decisions and actions taken by subordi- 
nates must necessarily be influenced by your experience with those employees. 
I had years of favorable experience with my staff to hack up my belief that the 
work was being handled competently and adequately. Under all the circum- 
stances which were in existence at the time the particular cases came to the 
attention of the FHA, namely, the personnel available, the quality of the evidence 
developed through the field offices, and limitations on expenditures, I deny that 
I “failed to initiate prompt action adequately to investigate” the complaints in- 
volving the Enterprise Construction Cos. 
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CHARGE II 


It is my recollection that the reference to the report concerning Tom Arafe had 
a direct relation to other reports sent to the Department of Justice concerning the 
investigations in California. It is to be noted that you only make reference in 
this charge to a letter dated October 21, 1953, from the FHA to the Department of 
Justice and do not identify the date of the Department's letter from which the 
quotations were made, nor state if the Department’s letter was answered. The 
impression is left that my office took no action and otherwise had no explanation 
to offer in response, and consequently the suggestions constituted proven facts 
The fact that the Department of Justice raised certain questions concerning the 
report does not itself establish that the report was inadequate and unsatisfac- 
tory, or that evidence of a more substantial nature could have been produced. 
An examination of the records would have revealed these conclusions and impli- 
cations to be incorrect. I submit it is unfair and unjust to present only one part 
of the file when you knew or should have known there were additional facts con 
cerning the case in the official records under your control, showing that no claim 
was filed by the lender against the FHA and no loss was sustained by the Gov- 
ernment. The manner in which this charge is stated, particularly in view of 
the existence of further information in your possession, demonstrates again the 
unfairness of your refusal to give me access to the records. 


CHARGE III 


In connection with title I operations in the Puerto Rico FHA office, your charge 
fails to specify what irregularities you have in mind and over what period of 
time such irregularities occurred. I am confident the files of the administra 
tion under your control will disclose reports were submitted to Mr. Frentz, 
Assistant Commissioner in charge of title I operations, by the Director in Puerto 
Rico, Mr. Carpenter, as well as correspondence between Mr. Frentz and repre 
sentatives of the lending institutions, particularly J. Andrew Painter, vice presi 
dent of the National City Bank and other officials of the Puerto Rico branch 
of that bank. It is my recollection that conferences were he!ld in Washingtor 
with representatives of the National City Bank and Mr. Frentz, and in some 
of these conferences Mr. Carpenter, the Director in Puerto Rico and a membe 
of his office staff were also present. It was following these conferences that M1 
Frentz, Assistant Commissioner in charge of title I operations, and Mr. Nelson 
Hillock were sent to Puerto Rico to investigate the situation and to determine 
what actions were needed. It was apparent that the situation was complex 
and presented many problems, both from an administrative approach and from 
possible further investigative activities. The general scope of the possible mis 
use of loan proceeds was discussed with the then United States attorney. From 
an investigative standpoint it was recognized there were present many practi 
eal prosecution problems by reason of the number of borrowers who would 
probably be involved in any prosecution even though they may not have been 
aware of any possible wrongdoing. It is clear that this general subject was 
not handled haphazardly by the FHA officials but was given very careful and 
serious consideration. It is my understanding that Mr. Frentz, while in Puerto 
Rico, obtained agreements from the lending institutions, including the National 
City Bank, under which those institutions would immediately inaugurate posi 
tive actions to strengthen and control the handling of loans in Puerto Rico 
with the objective of minimizing, if not eliminating, the type of transactions 
under discussion. Subsequently, after Mr. Frentz and Mr. Hillock returned to 
Washington, I know that the general situation concerning title I loans in 
Puerto Rico was discussed with Mr. Greene, Deputy Commissioner at that time, 
and with Mr. Starr the regional administrative official. Mr. Frentz reported 
the actions which had already been taken administratively as well as the fur- 
ther proposed action which he would require the lending institutions to take 
The general prosecution problems were also discussed as well as the time and 
personnel requirements to conduct an exhaustive investigation. I was not in 
structed to make any further investigation. In view of the lack of instructions, 
the insufficiency of personnel, the inordinate amount of time and the practical 
obstacles to prosecution, together with the positive measures adopted to elimi 
nate such irregularities in the future, no further investigation was made at 
this time. A full and complete examination of the record will not.therefore 
support the charge or place on me the responsibility for the manner in whic h 
this situation was handled nor will the record justify any conclusion that the 
FHA action was not taken in good faith in the light of all the circumstances. 
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With respect to the charge concerning an alleged illegal use of the proceeds 
of a title I loan by Mr. Harley A. Miller, former United States attorney in 
Puerto Rico, I do not believe the records of the FHA will disclose that “it was 
reported” to me that such a loan had been obtained by Mr. Miller. I was told 
of the rumor to that effect entirely as a rumor and not as a fact. I believe the 
Same rumor also reached the Department of Justice and that informal discus- 
sions took place between the Legal Division and representatives of the Depart- 
ment of Justice concerning the rumor, and that the rumor was discussed with 
Mr. Miller at or about the time he submitted his resignation. The Department 
of Justice may be able to supply further information on this matter and it is 
assumed Mr. Miller can be reached for his comments. 

It is to be again emphasized that I was not the Commissioner, and that the 
general effect of this charge is a conclusion on your part at this date, as to the 
action which you might have taken if you had been the Commissioner at the time 
the matter was up for consideration. 


CHARGE IV 


As I recall without access to the documents, a report of February 20, 1953, from 
the Department of Justice involved one loan of the Phil Davidson Construction 
Co. I referred this memo over my signature to Mr. Frentz, the administrative 
official in charge of title I operations, for action. Mr. Frentz was not part of 
the Legal Division. The records in your possession will disclose correspondence 
between his office and the local insuring office and an investigation of the facts 
by the local insuring office. Following this investigation, Mr. Frentz and the 
local insuring office advised the lender to apply certain precautionary measures 
against the Phil Davidson Construction Co., the substantial effect of which was to 
preclude the Phil Davidson Construction Co. from securing further loans under 
the FHA title I program. The Phil Davidson Construction Co., the dealer in 
question, repurchased the loan involved, thereby relieving the Government of any 
liability, actual or potential. I believe further that the records of the adminis- 
trative office will disclose that the particular salesman in the Phil Davidson Con- 
struction Co. involved in this loan was fired. It was generally recognized by the 
Commissioners that in a case involving one loan, no logs, actual or potential, to 
the Government, where effective administrative corrective measures were en- 
forced, no coustructive purpose was served in insisting on prosecution in the 
light of the inadequate investigative force and funds available to the FHA at 
that time. This was the situation in respect to the case of the Phil Davidson 
Construction Co. The fact that a report was received from the Department of 
Justice did not establish a violation and did not establish that criminal prosecu- 
tion was the only proper or desirable action. 

In this charge you failed to state all of the material facts and refused me access 
to the records in an effort to prevent me from stating the material facts. It is 
apparent that this distortion of the records indicates a desire on your part to 
create an erroneous implication with the public. 


CHARGE V 


The files of the Department of Justice disclose that the letter of complaint from 
Congressman Schafer referred to in your charge was submitted to the Attorney 
General and not to the FHA, with the request for investigation by the FBI. The 
letter was sent to the FHA by the Department of Justice not for the purpose of 
making the final decision as to investigation but to develop such facts as the FHA 
could from its records or from inquiry and to report them back to the Depart- 
ment of Justice. In many instances the Department of Justice has referred to the 
FHA through me as General Counsel information or allegations involving con- 
struction complaints for the purpose of enabling the FHA to collect such facts 
as are disclosed by its records or by inquiry. In these cases the decision to take 
further action or to request the FHA to take further action was retained by the 
Department of Justice. 

Congressman Schafer’s letter contains specific complaints concerning claimed 
construction deficiencies in the construction of a home purchased by a Mr. Confer 
together with certain allegations of rumors of an improper tieup between the 
director of the insuring office and the building companies controlled by the direc- 
tor’s brother. In view of the fact that the director’s brother was the builder of 
the home purchased by Mr. Confer, my staff discussed the matter with the admin- 
istrative officer in Washington in charge and it was agreed to send an underwrit- 


ing 8 
possi 
betw 
visor 
inves 
of th 
Mr. 
form 
the i 
rum 
othe 


brot. 
insu 
revi 
lette 
linet 
unre 
havi 
W 
the 
the 
to t 
prec 
indi 
Loge 
inte 
my 
fact 
cha 
assi 
mat 


T 
res] 
lo 1 
not 
sub 
adr 
kn 
sun 
Ho 
ide 
the 
ap] 
wa 
ass 
be 
un 
wa 
file 

me 
SeC 
em 
cu: 
tig 
W 
we 
no 
Ju 
ha 


pe 


roceeds 
rney in 
“it was 
ras told 
eve the 
discus- 
Depart- 
“dd with 
irtment 
1d it is 


hat the 
‘to the 
he time 


3, from 
ruction 
trative 
part of 
ndence 
e facts 
nd the 
asures 
was to 
under 
iler in 
of any 
minis- 
n Con- 
by the 
ial, to 
re eh 

in the 
HA at 

vidson 
ent of 
Osecu- 


access 
It is 
art to 


| from 
orney 

The 
ose of 
FHA 
epart- 
to the 
zy con- 
facts 
» take 
y the 


iimed 
onfer 
n the 
direc- 
ler of 
imin- 
‘writ- 


FHA INVESTIGATION 267 


ing supervisor from Washington to make an investigation in order to avoid any 
possible criticism. This was a special procedure because of the rumored tieup 
between the director and his brother. Mr. Carl Whitney, underwriting super- 
visor attached to Washington headquarters, was sent to Grand Rapids and did 
investigate the construction complaints and through his efforts an adjustment 
of the construction complaint was effected between the builder and Mr. Confer. 
Mr. Whitney made a special trip to Battle Creek, Mich., to interview the two in- 
formants referred to in Congressman Schafer’s letter. He did interview one of 
the informants who was unable to give any substantial evidence concerning the 
rumor. His name, as I recall it, was Mr. Welch. He attempted to interview the 
other informant but was unable to do so because of his absence from Battle 
Creek. 

In respect to the wider rumors of irregularity between the director and his 
brother as a builder, the record will disclose that all applications for mortgage 
insurance covering property constructed by the director’s brother was especially 
reviewed in Washington before the commitments for insurance were issued. The 
letter of August 17, 1951, referred to in your charge recites most of the facts out- 
lined above. However, you have distorted the letter by paraphrasing only an 
unrepresentative portion of it. A fair hearing of this problem requires that I 
have access to the documents involved. 

With access to these documents it can be demonstrated from the files that 
the decision to conduct a formal investigation was not expected to be made by 
the FHA and was not made by the FHA. The letter in question said in effect 
to the Attorney General that if you desired to investigate further, I would ap- 
preciate your keping me advised. The FBI did investigate and as a result 
indictments and convictions were secured. The Departments of Justice records 
together with the records of the Federal court in Grand Rapids, Mich., an 
interview with the then United States attorney, Joe Deeb, will disclose that 
my staff cooperated fully in the investigations and prosecutions involved. In 
fact, the chief investigator of the FHA and the Assistant Commissioner in 
charge of underwriting in Washington were sent specially to Grand Rapids to 
assist the Department of Justice and the grand jury in the examination of this 
matter. 

CHARGE VI 


The informal agreement represented by the copies of the exchange of co 
respondence between the FHA and the Department of Justice was not known 
to me and I doubt if this material was in the files in my office. It is to be 
noted that the last correspondence with the Department of Justice on this 
subject was in 1937 and was directed to the Collection Section of the title I 
administrative division, which is not a part of the Legal division. As you 
know, I did not become General Counsel until December of 1940. It is pre- 
sumed that such an arrangement was predicated on the presence in the National 
Housing Act itself of a separate penal provision. This separate provision was 
identified as section 512 and was repealed at the time of the 1948 revision of 
the United States Criminal Code. The wording of section 512 in substance 
appears in section 1010 of title 18, United States Code. As I recall, the FHA 
was not consulted or informed of the proposal to repeal section 512, and it is 
assumed that the decisions in this regard were made with the knowledge of the 
Department of Justice. It would have seemed logical and reasonabie for a new 
understanding to have come into being upon the repeal of section 512 but there 
was no such reexamination to my knowledge. I believe an examination of the 
files of the Administration will disclose many instances in which the Depart- 
ment of Justice and the FBI did, in fact, make investigations of violations under 
section 1010 and did, in fact, make investigations of allegations against FHA 
employees and with respect to other FHA business without reference to the dis- 
cussed agreements or understandings of 1935-37, and in some instances inves 
tigations were initiated without any prior notice to, or advice to the FHA. 
Whether or not the alleged agreement contained in the 1985-37 correspondence 
was formally abandoned or not, I do not know. As a practical matier it was 
not followed in any sort of rigid way by either the FHA or the Department of 
Justice and in no sense could be called an operating agreement after 1948. You 
have produced from the files a relic of antiquity that would be known to few 
people in either the Department of Justice or the FHA. If the agreement alleg 
edly set forth in this correspondence was ever at any time followed, it was 
abandoned by the mutual practice of the Department of Justice and the FHA 
and had no practical effect at such abandonment. 
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Your statement in charge VI that investigations by the staff of the FHA 
resulted from this old informal agreement is untrue. It was the result of the 
policy of the Commissioners and not of the informal agreement that the FHA 
did maintain a small investigative staff and did perform some investigative work 
primarily for the purpose of policing to the best of their ability with an inade- 
quate staff the contracting parties involved in FHA transactions. This policy 
prevailed during the entire period that I was General Counsel. Consequently, the 
statement in your charge that “it needed only a recommendation by you to the 
Commissioner to amend the early agreement and turn back the investigation of 
these complaints to the FBI” is completely incorrect. The investigations were 
within the framework of the Commissioner's policies and were not controlled by 
nor dependent upon informal correspondence between the Collection Division and 
representatives of the Department of Justice between 1935-37. In addition, your 
conclusion based upon a few weeks in office as to what recommendation to which 
unnamed Commissioner would have changed this well-established policy borders 
on the absurd. In this connection the least you could do is to specify by dates 
the period to which you refer, and to specify by name the Commissioner to which 
you refer and ask that particular Commissioner whether such a recommenda- 
tion would have changed his policy at that time in the light of his knowledge of 
the circumstances at that time. As evidence of the policy of the several Commis- 
sioners since I became General Counsel in 1940, the records of the FHA will 
show that I was requested to submit budget estimates to maintain an investiga- 
tion staff and that agency requests for funds were made to the Bureau of the 
Budget and to the committees of Congress, all of which evidence clearly negatives 
any purpose or intent on the part of the Commissioners to change or modify 
their policy. 

It was my understanding that neither the policy of the Administration or any 
informal correspondence with the Department of Justice had the effect of 
excluding the FBI from jurisdiction to investigate violations of criminal statutes 
arising out of FHA transactions. The investigative staff of the FHA was pri- 
marily for the purpose of disclosing facts on which administrative procedures 
for the protection of Government’s insurance liability could be developed and 
perfected and thereby reduce the possibility of criminal violations. It was also 
the policy and practice to cooperate as fully as possible with the FBI and the 
Department of Justice in the discharge of their responsibilities. 

Your presumption as to what recommendation an unnamed Commissioner 
would have accepted at an unspecified time and acted upon is no less purely specu 
lative than your presumption as to what unnamed officials of the Department of 
Justice at an unnamed time would have accepted and acted upon as the other 
party to the informal agreement which you alleged was operative. 

The fact that you apparently disagree with the policies maintained by the six 
previous Commissioners under whom I served as General Counsel would hardly 
seem the proper basis for a charge against me on this account. 


CHARGE VII 


Charge VII finds fault with my testimony before the Senate Banking and Cur- 
rency Committee on April 28, 1954, during which period I was on involuntary 
annual leave shortly after I had beeen advised by you that I was to be discharged. 
The first shortcoming in my evidence before the committee, according to you, 
was that I did not know how many attorneys were in the Legal Division. I 
believe that a fair reading of all my testimony will show that I did answer this 
question with substantial accuracy. You cite my statement that I never heard 
of nor saw a list of 500 or 600 items approved as eligible for insurance under 
title I in an effort to make me appear ridiculous. The true facts are that the list 
was compiled after I was placed on involuntary annual leave and accordingly I 
had never seen it nor heard of it. This list was compiled from separate rulings 
made over the years and each ruling was based on particular facts and subject 
to particular conditions, and such rulings did not constitute “approval” of any 


«a 
items for insurance by the Legal Division. All of the information in regard to 


this subject is contained in the files in your possession to which I have been 
denied access. 

It is not clear just what particular charge is made against me in your reference 
that I advised the Senate Banking and Currency Committee that a television 
aerial would be eligible for a title I loan. The question is strictly a matter of the 
interpretation of the statute and my opinion was confined to an expression that a 
loan to install a television aerial as part of a system in an apartment building 
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as a permanent improvement to the structure would be eligible. I did not intend 
and the record will not support any view expressed by me as to the eligibility of 
a title I loan to purchase a separate detachable antenna to be attached to a 
chimney or roof of a dwelling in such manner as not to be a permanent improve- 
ment to the structure. It seem fair to ask if you hold a contrary view. It is 
interesting to note in this connection that you include in charge VII as a derelic- 
tion of duty the expression by me of an honest legal opinion impromptu before a 
Senate committee without however stating in the charge that this opinion was 
erroneous. 

You go on to cite as a dereliction that I required suggestions and prompting 
from a member of the committee in order to explain why it was the FHA re- 
quired that the mortgagor in a multifamily housing project be a corporation, 
after first giving the reason that this was because “this corporation should own 
their individual projects and not be engaged in another business.” This discus- 
sion in question involved a highly complex area of the statute and practices of 
the FHA. The members of the committee asking the questions did not make it 
clear and specific what their questions were. It was necessary through sugges- 
tions and prompting to clarify the question before I could give an honest and 
effective answer. You further say that unspecified portions of my testimony 
evidenced a lack of knowledge of the congressional intent concerning the 608 
program. I submit that even the Supreme Court is at times uncertain what the 
congressional intent is underlying certain statutes. The congressional intent 
of the section 608 program is certainly a subject of debate as most congressional 
statutes. Perhaps, as a nonlawyer with a few weeks’ association with the act 
in question, you feel qualified to speak dogmatically of the congressional in- 
tent underlying the section 608 program. If so, you fail to state in your charge 
vour understanding of this clear congressional intent and wherein my testimony 
departed from your clear understanding of the congressional intent. It seems 
appropriate comment that even the membership of the committee before which 
I was testifying was not the same that reported out the bill in question. 


CHARGE VIII 


This charge seems to me to be particularly unfair and unreasonable and again 
represents an attempt to express the action you now state you would have ex- 
pected of the General Counsel if you had been the Commissioner and consid- 
ered the facts and evidence presented to the then Commissioner. The fact re- 
mains, however, that I was not the Commissioner and of course, you can only 
surmise what I told him or what I failed to tell him. The then Commissioner 
was informed of the material facts needed to reach a decision, and undoubt- 
edly he reached the decision he did in good faith and in the exercise of his best 
judgment under all the facts before him. The fact that you, in your capacity 
as the present Commissioner, apparently disagree with the decision of the Com- 
missioner at that time does not establish that he was wrong, or that I could 
have caused the Commissioner to have taken some other action, even assuming 
I disagreed with the decision as made. I consider it my function to give the Com- 
missioner the highest quality of advice and counsel of which I am capable, but 
the final decision and responsibility is properly the function of the Commissioner, 
as head of the agency. I deny that I failed in any particular in the performance 
of my duties to the Commissioner in this matter. 


CHARGE IX 


In my letter of May 18, 1954, I requested that charge IX, as contained in the 
notice of proposed charges be withdrawn for the specific reason that said charge 
fails to comply with the requirements of section 14 of the Veterans’ Preference 
Act of 1944, as amended, and with the regulations, requirements, and procedure 
of the Civil Service Commission pursuant to said act. I further requested that 
if you should deny such request that I be given access to all the records, files, 
documents, or data considered in the preparation of this charge and that I be fur- 
nished with further specific information. You denied this request and presum- 
ably after serious consideration and with a design to be more specific and other- 
wise comply with the requirements of the Veterans’ Preference Act and the reg- 
ulations of the Civil Service Commission pursuant to said act, to which your at- 
tention was called, you elected to submit an amended charge IX. A comparison 
between the original charge and the amended charge will clearly show that 
instead of making the charges more specific or detailed or more reasonable from 
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the standpoint of better informing me of the nature of the charges I am expected 
to meet, your amended charge is even less specific and is even more general and 
broad in its scope. It attempts to hold me responsible for the complete operations 
of the FHA since some date in 1948. Why you decided to relieve me from re 
sponsibility for the operations of the FHA for the years 1940 to 1948 is not 
stated and I can only assume that your examination of the records of the FHA 
for the period from 1940 to 1948 must have disclosed that my work was satis- 
factory or that perhaps some of the Commissioners in office during that period 
may have exercised more fully, in your opinion, the authority and responsibility 
placed upon them by the statute. 

A lack of specificity is apparent from the reading of the charge, and I submit 
that no employee could reasonably be expected to properly defend himself against 
such generalities. Any attempt to do so would expose me to some incident, be it 
ever so trivial or inconsequential an error, which had not been specifically an- 
swered, explained, or denied. The generality of this sweeping charge indicates 
that you will not disclose the charge until the answer is made in order that you 
may say the answer does not meet the charge. 

My only contacts with you personally were to receive from you a notice placing 
me on annual leave and subsequently to receive from you the notice of charges 
as outlined in your letter of May 7, 1954, at which time you had prejudged my 
case as evidenced by your remark at that time that I was being discharged. 
Surely you do not represent that from your experience or knowledge I failed 
“to execute with reasonable diligence the duties of General Counsel of the FHA.” 
I served for many years under the supervision of many Commissioners. The 
records will disclose that Mr. Ferguson, a former Commissioner, appointed me 
General Counsel in 1940 after I had previously served as his Assistant General 
Counsel during the period when Mr. Ferguson was General Counsel. Mr. Foley. 
a former Commissioner, retained me as his General Counsel when he became 
Commissioner in 1945. Mr. Richards became Commissioner in 1947 and retained 
me as General Counsel after having had many prior opportunities to observe 
the quality of my performance during the period he was Zone Commissioner 
and Assistant Commissioner. Mr. Greene became Commissioner in 1952 and 
kept me as General Counsel after having had close association with me and 
my work in his capacity as Assistant Commissioner and Deputy Commissioner 
for several years. I was retained as General Counsel under Mr. Hollyday. At 
no time did any one of these officials ever indicate or imply that my services 
were not wholly and completely satisfactory and in accordance with their re 
quirements. I specifically invite your attention to my efficiency ratings over 4 
period of 19 years with the FHA as further and official evidence of a satisfactory 
performance of my duties. In this connection I also invite your attention tv 
my annual-leave records. I respectfully submit that my performance record 
with the FHA should in all fairness and justice be judged by the opinions of the 
Sommissioners and officials under whom I actually performed services as Gen 
eral Counsel over a period of 14 years, and by the quality of the day-to-day 
performance and the record of the Legal Division in the handling of the numer- 
ous and complicated functions covering all programs of the FHA during that 
period, rather than by an official who apparently has no personal knowledge or 
experience upon which to form an opinion. 

As to part (a), have you reviewed a majority of the rulings, decisions, and 
actions taken by me, or have you reviewed the overall operations of the FHA 
since some date in 1948 and up to April 15, 1954, and can you honestly and 
fairly state, as a responsible official of the Government of the United States 
that from your considered and careful review and analysis of the operations 
of the FHA for that period, that firstly, there was a “breakdown of administru 
tive and criminal law enforcement” in connection with the operation of the title I 
program. If so, how many cases have you examined in relation to the entire 
program, wherein and in what specific cases did I fail in my responsibilities 
Surely you must have specific details and data upon which to base such a 

serious charge, not only against the operations of the FHA for that period and 
the particular officials who served in the office of Commissioner, but against me 
in my capacity as General Counsel in the performance of my duties and responsi- 
bilities under the leadership of such officials 

I will state affirmatively that subject only to budgetary limitations which 
controlled the personnel and money available for investigative work, including 
travel, that the Legal Division carried on an active and aggressive program 
to investigate alleged fraud and irregularities in the title I program, as well 
as initiating the development of ways and means to strengthen the regulations 
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and collaborating with the administrative officials in discussions with lenders 
and others, and in the improvement of policies and procedures designed to 
eliminate unscrupulous and dishonest persons from the title I program. Your 
records will disclose the many investigations completed and referred to the 
Department of Justice and upon which successful criminal prosecutions were 
sustained. The references to the title I program contained in items (1) through 
(6) are too vague and indefinite to permit me any opportunity to properly defend 
myself. For example, in item (5), I am charged with a failure “to limit by 
proper legal decision and interpretation the scope of the title I, property-improve- 
ment-loan program, so that its administration would be in conformity with the 
intent of Congress.” I must presume therefore that you as Commissioner since 
April 13 or 14, 1954, have found that the title I program has been administered 
at least since some date in 1948, not in conformity with the intent of Congress 
which may have been in office during those years. What proof is there to support 
such a conclusion and would an expression even of the present Congress be de- 
terminative of the congressional intent in years past. It is my belief that the 
title I program was at all times administered in conformity with the under- 
standing entertained by myself and the Commissioners in office, of the intent of 
Congress. If there was any deviation from the intent of Congress, it was the 
result of an honest and reasonable difference of opinion as to what was or may 
have been the intent of Congress. 

Under part (b), did you determine there were “abuses” under the Section 608 
program, and upon what records, cases and incidents did you conclude such 
abuses were “at the expense of FHA, of tenants of 608 housing, and of the public,” 
and what legal rights and obligations did you conclude existed which were vio- 
lated. What is the amount of expenses to the FHA, to tenants, and to the public 
disclosed by your review of the cases to which you make reference. Upon what 
facts and legal reasoning did you conclude that there was a “consequent frustra- 
tion of the intent and purpose of Congress in enacting section 608 of the National 
Housing Act.” Upon what reasoning do you conclude that the so-called mort- 
gaging-out could have been avoided “by the exercise of reasonable administra- 
tive diligence on the part of the FHA,” but “which was not avoided.” Are you 
saying that if you had been Commissioner at that time when those alleged abuses 
took place that you would have done these things, and consequently the then Com- 
missioners proceeded contrary to the intent of Congress and failed to take ad- 
ministrative action of a character which you would have taken if you had been 
Commissioner at the date in question. Surely you do not intend to imply that I 
was the Commissioner, since you must know that I occupied the position of Gen- 
eral Counsel exercising only the authority and functions delegated to me by the 
Commissioner, who alone held the authority to speak for the Administration. 

Your further charge that I knew or should have known “of collusion between 
mortgagors and mortgagees which resulted not only in defrauding the United 
States Government” but also caused high rents in section 608 projects. Surely, 
as a responsible official of Government, you would not charge mortgagors and 
mortgagees with cooperating to defraud the United States Government without 
having proof positive in the nature of investigation of the facts, an indictment 
and a finding by a court of the guilt of the parties. You must, therefore, have 
information of which I am not apprised and will be able to give citations of spe- 
cific cases in the records of the courts, State or Federal. Collusion between mort- 
gagors and mortgagees contemplated in law an affirmative action between the 
parties and where such cooperation defrauds the United States Government, a 
serious offense against the United States has resulted, and it must be assumed 
that your statement of the fact has been established. 

Since you have not identified specific mortgagors and mortgagees, it must be 
assumed that every mortgagor of a mortgage insured under section 608 as well 
as every mortgagee which made such a loan is guilty of such collusion or at least 
is under suspicion. I would further assume that you have or intend to withhold 
payment of the benefits of any insurance contract where you have information 
of the nature you state you have, where there was collusion between the mort- 
gagors and mortgagees, since no mortgage could properly receive the benefits of 
an insurance contract to which the mortgagee was a defrauding party. Was 
such a statement made on the basis of proven facts or in the political atmosphere 
of the internal controversy within the Housing agencies which many persons 
believe was the real reason for the dismissal of Mr. Hollyday as Commissioner. 
Unless there are proven facts to present, shouldn’t you as the Acting Commis- 
sioner and the person responsible for all acts taken in your name, be concerned 
that all mortgagors and mortgagees of loans insured under section 608 would 
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feel justified in demanding an identification of the specific mortgagors and mort 
gagees you have found to bave been guilty of collusion to defraud the United 
States Government. In the absence of such identification, would any mortgagee 
of any loan insured under section 608 have any assurance of obtaining the bene- 
fits of the insurance contract to which such mortgagee had assumed it would be 
entitled as a matter of contract under the applicable laws. 

You further charge me with the knowledge of the “disregard of statutory re 
quirements by the FHA in its practice of increasing commitments under section 
608,” without any identification of the instances, cases, and the particulars. You 
can appreciate that no one person can in the FHA or any other Government agency 
know what actions were taken in each and every official action of the agency 
over a period of years, and particularly an agency exercising functions such as 
the FHA insurance operations. You have probably found from your short asso 
ciation with the FHA that a great deal of authority is exercised in the field offices, 
operating under general and specific instructions from Washington headquarters 
and that considerable latitude for discretion and judgment must be placed in the 
hands of the persons actually taking the official action. If you have found that 
I issued a specific ruling or approved any instructions which were in disregard 
of statutory requirements in “its practice of increasing commitments under se« 
tion 608,” I believe it only reasonable that I be given the specific facts, since on); 
then could I have an opportunity to defend my action. I submit that the so-called 
specific items numbered “(1) to (6)” do not present specific reasons or details 
to support such a charge, but to the contrary are themselves predicated on the 
general and unsupported conclusions contained in paragraph (b). 

This charge represents on its face a series of conclusions of fact and legal 
interpretation of the National Housing Act. No cases are cited; no proof is 
given to support such conclusions and I submit they do not afford me any 
reasonable opportunity to defend myself. I know of no action taken by the 
FHA which was contrary to statutory requirements governing the legal author 
ity of the FHA, under section 608, and certainly none are presented in the con 
clusions contained in this charge to which I can be expected to answer. 

Part (c) likewise begins with a conclusion for which no proof is presented, 
and your records will not support any failure on my part as General Counsel to 
initiate investigations and otherwise take affirmative actions to enforce the 
requirements of section 212 of the National Housing Act within the budgetary 
limitations under which the agency was operating. Your records will disclose 
the many cases investigated, the thousands of dollars paid in wage adjustments 
through efforts by the FHA, and the development of policies, procedures, and 
requirements designed to enforce the payments of labor standards applicable to 
FHA projects. The records will show that the Legal Division under my super 
vision took an active and effective nart in these developments. It seems ironical! 
that this charge is made in conjunetion with the title I cases, when it is a 
matter of record that the first real difficulty in making title I investigations 
resulted from an agreement made in 1950 or 1951 between Mr. Tobin, then 
Secretary of Labor, and Mr. Richards, then FHA Commissioner, and Mr. Foley, 
then HHFA Administrator, that all the then staff of investigators of the FHA 
would be assigned to labor cases until a number of alleged violations were 
investigated and more adequate enforcement procedures put into effect. It is 
my understanding that prior to that date the FHA proceeded on the premise 
that such violations were matters within the jurisdiction of the Labor Depart 
ment. The man-hours spent by Legal Division personnel alone on this subject 
and the results achieved are entirely inconsistent with any attitude of disinter 
est by the FHA or by me. The records will also disclose the efforts made to 
obtain additional funds to meet the expense of those activities but without sub 
stantial results, even though conferences were held with representatives of the 
Bureau of the Budget and the Labor Department for the specific purpose. It is 
my recollection that the Labor Department wanted to make investigations with 
its own staff but was unable to obtain sufficient funds for that purpose. The 
budget problems and requirements of the Legal Division on account of this work 
were presented to the proper officials and are matters of record in the files of 
the FHA, as well as in the budget presentations to the Bureau of the Budget 
The fi'es under yonr control will also disclose copies of the written reports 
suhmitted by the FHA to the Secretary of Lahor twice each month over a con 
siderable period of time. These reports were requested by the Secretary of 
Tabor so his office would have current information of the investigations con 
ducted by the FHA and the amount of wage adjustments effected. 
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So far as the public hearing before the agency is concerned, your reply of May 
28, 1954, refusing to make specific charges and refusing a reasonable time for 
preparing a defense indicate a prejudgment of my defense and a lack of good 
faith on your part. Without your subjecting yourself to cross-examination 
with respect to the basis of your opinions of my professional competence, as con- 
tained in the charges, your motivation and other matters, the hearing would be 
a farce. I cannot forget your statement when you handed me the notice of 
proposed adverse action in your office on May 7, 1954, to the effect that I was 
going to be separated. This statement made prior to any opportunity by me to 
read or rebut the charges indicated to me a prejudgment of this case and the 
purpose of the public hearing under the conditions you propose is for the sole 
purpose of attempting to strengthen the wrongful actions you have taken. I 
accordingly decline the public hearing under the conditions imposed by you. 

If this action against me prevails, the Civil Service Act and the Veterans’ Pref 
erence Act of 1944, as amended, are a mere sham. 

This action on your part and the unreasonable and unfair manner in which 
ic is attempted is hardly a fitting reward for 19 years of conscientious public 
service as a Government career employee during which I received good effi 
ciency ratings and during which my services met with the approval of my supe 
riors. Certainly, it does not inspire or encourage qualified men to seek employ 
ment in Government service on a career basis. 


Very truly yours, 
Burton C. Bovarp, General Counsel. 


Attorney for Burton C. Bovard: Clayton L. Burwell, 920 Southern Building, 
Washington 5, D.C. 


OFFICE MEMORANDUM—UNITED STATES GOVERN MENT 
May 7, 1954 
To: Mr. Burton C. Bovard, General Counsel, GS-15, Washington office. 
From: Norman P. Mason, Acting Commissioner. 
Subject : Notice of proposed adverse action. 

This is a formal notice of a proposed adverse action in accordance with the 
provisions of section 14 of the Veterans’ Preference Act of 1944, as amended. 
You are charged with certain offenses against the interests of the Federal service 
listed below. If your reply to these charges is not satisfactory, it is proposed 
to remove you from the service, effective not less than 30 days from the date 
of receipt of this notice. 

It is charged that you failed: (a) to take prompt or adequate action, or to 
recommend and initiate action, concerning complaints made to the Federal Hous 
ing Administration in respect to title I operations and other operations and 
activities of the FHA, which were forwarded to you in your official capacity; 
(b) to recommend to the Federal Housing Commissioner the transference of 
investigations of these complaints indicating criminal offenses affecting or in 
volving FHA operations to the Federal Bureau of Investigation; and (c) to ad 
vise the Commissioner upon receipt of information of a derogatory and sus 
picious nature concerning a key official of the FHA of the desirability of re 
ferring the matter to the Department of Justice for thorough investigation 
You are also charged with having failed, over a period of many years, ade 
quately to inform yourself concerning or to obtain an understanding of the 
operations of the Legal Division of the Federal Housing Administration, and 
of the duties of General Counsel, FHA; and further that you failed to exercise 
the degree of professional competence and application to duties requisite to the 
proper performance of your functions. Your dereliction has substantially con 
tributed to inadequacies and failures of the Federal Housing Administration, 
bringing discredit on the entire organization, and making it possible to rely 
further on the exercise of your administrative and professional judgments and 
recommendations. 

Snecifically 

(1) In the ease involving the Fnterrrise Construction Co., the records show 
that, notwithstanding the receipt of complaints beginning May 8, 1951, concern- 
ing the misleading and high-pressured tactics of these companies, including use 
of the model home technique to induce persons to sign home-improvement con- 
tracts, you failed to initiate prompt action adequately to investigate these 
complaints; and that this failure persisted even after the receipt of a memoran 





274 FHA INVESTIGATION 


dum to the FHA Commissioner from the Administrator of the Housing and 
Home Finance Agency. dated April 20, 1953, to which was attached a report of 
an investigation of irregularities in title I operations by an official investiga 
tive agency. The records show that it was not until some time in July 1953 
that you directed your staff to undertake an investigation and that even then, 
the referral to the Attorney General on November 23, 1953, for criminal prose- 
cution, on the basis of this investigation, against approximately ten persons was 
made only 7 days, in some instances, before the date of the statute of limita 
tions would bar prosecutions. 

(II) The report concerning Tom Arafe, which you submitted to the Depart- 
ment of Justice on October 21, 1953, recommending criminal prosecution, was 
inadequate and unsatisfactory. The inadequacies and unsatisfactory nature of 
the said report are illustrated by six separate suggestions made to you by the 
Department of Justice as to the proper completion of the investigation in order 
to institute criminal prosecution. These suggestions were made by the Depart 
ment of Justice in the following language : 

In our opinion the following matters should be developed : 

(1) In support of a possible prosecution of Arafe for a substantive violation, 
there should be a substantiation of the alleged representations which he made 

(2) Arafe was not interviewed. Since he plays so prominent a role in the 
Draper transaction, and possibly others, he should be fully questioned. Presum 
ably he was present at the conferences between Scott Draper and the Enter 
prise representatives when the previous Draper obligations were discussed. 

(3) As you are undoubtedly aware, Enterprise Construction Co. is a substan 
tial firm, which reportedly in 1951 did a business of $10 million in home-improve 
ment construction. We are advised that many complaints of sharp or irregular 
practices by the company have been made with your agency and with local law 
enforcement agencies in California and elsewhere. Accordingly, your investi 
gators may deem it helpful to communicate with the State district attorneys of 
Los Angeles and Alameda Counties, Calif., both of whom have received numerous 
complaints with reference to Enterprise. The office of the State Contractors 
License Board, Department of Professional and Vocational Standards, Los 
Angeles, Calif., may be of assistance also. 

(4) It is suggested that other present and former representatives of Enterprise 
as well as present and former salesmen should be contacted. It cannot be pre 
sumed that only one person knew of the transaction. Extensive interviews with 
present and former employees and salesmen of Enterprise may not only strengthen 
the evidence in this matter but could possibly develop other complaints made to 
your agency. 

(5) Mr. Al Riskin, it is reported, disclaims intimate knowledge and responsi 
bility as to this loan and refers to a Mr. J. W. Jesperson who, at the time of the 
loan, was comptroller of the Oakland office of Enterprise Construction Co. Mr 
Jesperson was not interviewed. The report merely states he was not available 
for interview. If Mr. Draper’s allegations are true, it would appear that the other 
person who would know most about the payment by Enterprise of Draper’s pre- 
vious obligations would be Jesperson. In the interest of a thorough investigation, 
prompt and vigorous efforts should be made to locate Mr. Jesperson for interview 

(6) In connection with this transaction involving the Draper loan, we would 
suggest expeditious interviews with persons responsible for the loan at the day 
and night branch of the Bank of America. It is noted that a Mr. Wilson, who 
approved the loan for the bank, was not interviewed because he is on vacation 
His temporary absence should not preclude the taking of his potentially valuable 
testimony. 

“You will appreciate our concern with the paucity of the presently developed 
investigation. In spite of the imminency of the bar to prosecution in the Draper 
transaction, we feel that this transaction is not an isolated one and that a full 
investigation will reveal other or similar transactions fully within the prosecutive 
period and implicating Enterprise and/or its officers as well as salesmen. If addi- 
tional investigation is conducted we will be pleased to reconsider the matter.” 

(III) In connection with the title I operations in the Puerto Rico FHA office, 
you failed to require a full investigation by your staff, notwithstanding receipt of 
numerous preliminary reports, including reports of November 14, 20, 21, 27, 29, 
and 30, 1951, of widespread violation of regulations and the existence, during that 
period of the highest loss ratio in the Puerto Rico office of any State or Territory. 
In your letter of November 23, 1951, to your investigator in Puerto Rico you ad- 
mitted “that a most serious view is taken of the entire situation.” In additior, 
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you failed to order an investigation when it was reported to you that Harley A. 
Miller, then United States district attorney for Puerto Rico, had illegally used 
the proceeds of a title I loan to purchase an automobile. 

(1V) In the case involving the Phil Davidson Construction Co. you took no 
action to initiate an investigation by your staff, notwithstanding the receipt of a 
report from the Department of Justice, dated February 20, 1953, indicating pos- 
sible forgery by the dealer of a completion certificate. 

(V) In a case in which you had information as a result of a copy of a letter 
sent to Congressman Shafer of Michigan from a constituent of his, named Robert 
. Confer, dated June 23, 1951, concerning favoritism and other irregularities on 
the part of the officials of the Grand Rapids, Mich., FHA office, in relation to 
their dealings with certain manufacturers of dwelling units, a thorough investi 
gation should have been ordered by you. You failed, however, to order or cause 
to be conducted a thorough investigation, and notwithstanding such failure, you 
wrote a letter to the Attorney General on August 17, 1951, in which you stated that 
on the basis of an examination made, it was your considered opinion that a fur- 
ther investigation looking toward possible violation of criminal statutes was not 
warranted and that there was no evidence indicating that the State director was 
wrongfully interested in his brother’s building operations. This letter was relied 
upon by the Commissioner as the basis for his refusal to comply with the request 
of the Acting Administrator of the Housing Home Finance Agency, on January 
23, 1952, for a thorough investigation to be conducted of the Grand Rapids office. 
The Commissioner also referred to the letter from the General Counsel to the 
Attorney General as an indication of the thoroughness with which the complaint 
had previously been handled. 

It was not, however, until sometime after the chief underwriter and chief 
architect of the Grand Rapids Office were indicted in December 1952 on 20 
counts of irregularities, that a full and thorough investigation of the activities 
of the Michigan office and of its director was ordered by you, and it became 
clearly evident after such investigation, that the director as well as other 
officials were involved with his brother and with the director’s reported girl 
friend in certain corporations obtaining FHA insured mortgages and in other 
irregular practices. 

(VI) While not having sufficient personnel to investigate the increasing num- 
ber of complaints with respect to operations under title I, you failed to take 
any steps to refer the compaints and investigations to the Federal Bureau of 
Investigation. Since such investigations by your staff resulted from an in- 
formal agreement with the Department of Justice under the terms of which 
your Department would investigate complaints, it needed only a recommendation 
by you to the Commissioner to amend the earlier agreement and turn back 
the investigation of these complaints to the FBI. 

(VII) In your sworn testimony before the Senate Banking and Currency 
Committee on April 28, 1954, you testified that you did not know how many at- 
torneys were in your Legal Department and that you never heard or saw a 
list of 500 or 600 items approved as eligible for insurance under title I. Fur- 
ther, in advising the committee that in your opinion a television serial would 
be eligible for a loan under title I, you said that “It would seem to be a perma- 
nent improvement to the existing structure”. In your testimony on the sec- 
tion 602 program, you required suggestions and prompting from a member of 
the committee in order to explain why it was the FHA required that the mort- 
gagor in a multifamily housing project be a corporation, after first giving the 
reason that this was because “this corporation should own their individual 
projects and not be engaged in another business.” E!sewhere in your testimony, 
you evidenced a lack of knowledge and understanding of the full implications 
of the section 608 program and of the congressional intent concerning this pro- 
gram, despite the fact that in 1949 you allegedly participated in the drafting 
of this levisilation and testified with respect to it before committees of Congress. 
Your testimony resulted in the following colloquy between you and the chairman: 

“CHAIRMAN. What other duties did you have? Are there any duties over 
there that you had where you're positive as to what did go on? I am serious 
about it. It is kind of funny. I don’t want to get too critical about this. Here 
you are the General Counsel. You have been there since 1934, and you can’t 
even answer the simple questions. I know you're not avoiding them. 

“Mr. Bovarp. You mean as to the number of attorneys? 

“CHAIRMAN. Yes, and as to whether you handled these lists or not. 

“Mr. Bovarp. I have never seen the lists. I can give you a positive un-wer 
to that. 
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“CHAIRMAN. You, as. General Counsel, didn’t have a system where certain 
legal matters had to be cleared by you before they could act? You know, I am 
beginning to realize why this FHA Agency is in the trouble it is in. It looks 
to me like it was such a loosely operated and administered organization.” 

(VIII) There was presented to you a report dated March 14, 1952, from your 
Investigative Section regarding personal activities of the Assistant Commis- 
sioner, Rental Housing Division, which contained information that such Assistant 
Commissioner had in a single night’s gambling lost an amount of money in excess 
of half of his yearly salary; and that following receipt of such report a con- 
ference was held March 17, 1952, in the Office of the Commissioner of the FHA 
with the Assistant Commissioner, at which you were present. Although your 
investigators failed and neglected to obtain written statements from the persons 
furnishing such information or to otherwise take steps to perpetuate such testi- 
mony, you nevertheless permitted the employee charged with such conduct to be 
fully apprised of all of the information thus obtained. Upon this employee's 
unsworn and unverified denial of losses in that amount and upon his admission 
that his losses did not exceed $700 or $800, the matter was permitted to be dropped 
without any recommendations or suggestions by you to the contrary. In the 
light of the serious implications of these charges, particularly the fact that they 
came from persons who did or tried to do business with the FHA and in whose 
presence the gambling took place, you nevertheless failed to advise the Com- 
missioner of the desirability of referring reports of that nature to the Depart- 
ment of Justice for an intensive and thorough investigation. Your failure to do 
10 evidenced a lack of that degree of awareness which a person in your Official 
position should have exercised to avert a situation which potentially was serious 
enough that, if true, could cause severe criticism and embarrassment to the 
Agency and to the Federal service generally. From a technical aspect alone, the 
failure to have substantiated by sworn testimony, the information furnished 
when the opportunity to obtain the same existed, indicated a lack of comprehen- 
sion on your part as head of the Investigative Section of the requisites of an 
adequate investigation and also a lack of perception on your part as to what 
steps should have been taken to protect the interests of the Agency. 

(IX) From the time you became FHA General Counse! in 1940 until the present 
Commissioner placed you on annual leave on April 15, 1954, the FHA gradually 
developed a policy and procedure of callous disinterest toward the victims of 
abuse and misuse of the name and facilities of the FHA and toward actual 
frauds. A large degree of the responsibility for this policy and practice is yours, 
hoth because of the failure to use the influence and prestige of your position as 
General Counsel and as a member of the Executive Board, to oppose that policy 
and the practices which arose under it, and because of your participation in 
that policy and practices. 

You will remain on annual leave, pending final action in connection with the 
charges or until restored to duty by competent authority, it having been ad- 
ministratively determined that it is inadvisable from an official standpoint to 
retain you in an active duty status, pending disposition of these charges. 

You have a right to answer these charges within 14 days from the receipt of 
this letter to show cause, personally and in writing, why you should not be 
removed from the service. You have the right to submit affidavits in support of 
such reply. If additional time is needed, it may be granted upon written appli- 
cation to me, showing the necessity for such additional time. Failure by you 
to answer by the time allowed or any extension thereof granted, will result in 
the charges being considered sustained. You may also, in reply to these charges 
(but not in substitution of a reply to these charges) request in writing a public 
hearing to be held at the Office of the Commissioner not later than the 21st day 
following receipt of this notice, or if any extension of time is requested and 
granted, not later than 7 days following such extended date, providing you agree 
in your written request to testify under oath and to be subject to cross-examina- 
tion. 

NorMAN P. MASON, 
Acting Commissioner. 


May 28, 1954. 
AMENDED NOTICE OF PROPOSED ADVERSE ACTION 


Specification IX in the notice of proposed adverse action addressed to you on 
May 7, 1954, is amended to read as follows: 

(IX) During the more recent years of your term as General Counsel and par- 
ticularly from 1948 until April 15, 1954, when you were placed on annual leave, 
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re certain and while you were responsible for the direction and supervision of criminal and 
now, T am administrative investigations into matters within the jurisdiction of FHA, and 
it looks for other functions and duties of the FHA General Counsel, including recom- 
ton. mendations to the Department of Justice for criminal prosecutions, and while you 
from your were a member of the Executive Board, you knew or should have known by the 
Commis- exercise of the degree of competence and application to duties reasonably to be 

Assistant expected of the General Counsel of FHA, of the— 
bows po am (a) widespread abuses of the title I property improvement loan pregram 
| a Seven involving the defrauding and victimization of small homeowners by un 
ee a scrupulous persons misusing that program, and of the breakdown of admin- 
ibe istrative and criminal law enforcement in connection with the operation of 


le persons 


uch testi. that program ; 


(b) the abuses under the section 608 program at the expense of FHA, of 


luct to be tenants of 608 housing, and of the public, and the consequent frustration of 
mployee ” the intent and purpose of Congress in enacting section 608 of the National 
\dmission Housing Act, and particularly the widespread mortgaging-out involving huge 
p dropped sums of money, which by the exercise of reasonable administrative diligence 
ep on the part of the FHA could have been avoided, but which was not avoided, 
; P : of collusion between mortgagors and mortgagees which resulted not only in 
oe defrauding the United States Government, but also caused high rents in sec- 
. Depart- tion 608 projects, and of the disregard of statutory requirements by the FHA 
ane <. “a in its practice of increasing commitments under section 608 ; 
ir official (c) an attitude of disinterest by F HA toward the functions imposed on it 
a oaeleme by section 212 of the National Housing Act relating to the protection of labor 
ide stiee and by reason of the inadequate enforcement or initiation of prosecutions by 
lome.tthe FHA for noncompliance with the labor standards provided for by section 212. 
Me It is specifically charged in connection with the foregoing that you neglected 
urnished andfailed— 
eee (1) to take necessary and proper remedial measures which it was your 
an duty to take; 
to what (2) to recommend legislative and administrative measures to bring about 
a correction and to promote the public interest in connection with the fore- 
present going; 
radually (3) to propose recommendations to prevent windfalls to builders operating 
—— of under section 608 ; 
“ — ; (4) to refer promptly to the Department of Justice cases which required 
ition = civil and criminal prosecutions ; a : : 
tind (5) to limit by proper legal decision and interpretation the scope of the 
t policy title I, property improvement loan program, so that its administration would 
ition in be in conformity with the intent of Congress; 
it) (6) to execute with reasonable diligence the duties of General Counsel 
ba the of the FHA. 
a In view of the foregoing amendment, I hereby withdraw that part of the 
y first paragraph of the notice of proposed adverse action dated May 7, 1954, 
sine a? which states that it is proposed to remove you from the service effective not 
a less than 30 days from the date of receipt of that notice. You are hereby noti- 
port of fied, in accordance with the provisions of the Veterans Preference Act of 1944, 
: as amended, that if your reply to the charges preferred against you in the notice 
oon of proposed adverse action dated May 7, 1954, as amended by the foregoing 
ault in paragraphs, is unsatisfactory, it is proposed to remove you from the service, 
eaten effective not less than 30 days from the receipt of this amendatory notice. 
public You are also hereby granted an extension of time within which to answer 
at das the charges against you. You are accordingly given an additional 10 days 
d and from the date of receipt of this letter to show cause, personally and in writing, 
why you should not be removed from the service on the basis of the charges 
| agree contained in the notice of proposed adverse action dated May 7, 1954, and this 
amina- amendment thereto. You have the right to submit affidavits in support of such 
reply. 
nae Except to the extent that it is modified hereby the notice of proposed adverse 
, action dated May 7, 1954, remains in full force and effect. 
954. NorMAN P. Mason, 


Acting Commissioner. 


The CuHatrman. You may proceed, Mr. Counsel, with your ques- 
ou on tioning. 
Mr. Simon. Did your duties as General Counsel of FHA include 


1 par- es ° ‘ : " 
= supervision of the investigative branch of FHA ? 


leave, 
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Mr. Bovarp. Yes, it did. 

Mr. rmon. And the investigators worked for you ¢ 

Mr. Bovarp. Yes. 

Mr. Suwon. You were the recipient of such charges as came to the 
attention of FHA ? 

Mr. Bovarp. Yes. Of course, I delegated the supervision of the— 
the immediate supervision of the inv estigative division—to others on 
my staff. 

Mr. Suwon. In prior years, and particularly in 1949 and 1950, did 
there come to your attention charges of malfeasance or dishonesty 
involving Clyde Powell? I say charges, not proof. 

Mr. Bovarp. No. There did not at all as I recall. 

Mr. Srmon. Were memoranda ever received by you during that 
period alleging that substantial sums of money had been spent by hin 
in excess of —far in excess of—his income? 

Mr. Bovarp. No. I recall no such charges or statements to me. 

Mr. Suwon. Did a man named Hillock work for you as an 
investigator ? 

Mr. Bovarp. He was head of the investigating section. 

Senator Maynank. How many investigators did you have? 

Mr. Bovarp. I think about 9, Mr. Hillock and ‘probably 9 others. 
That was as of 1954 as I recall. 

Mr. Srwon. Did you ever ask Mr. Hillock to investigate charges 
that had come to you respecting Mr. Powell ? 

Mr. Bovarp. No, I did not. 

The Cuarmman. Mr. Bovard, I would like to remind you that you 
are under oath. 

Mr. Bovarp. Yes, I am quite aware of that. 

The Cuarrman. I say that purely asa friendly gesture. 

Mr. Bovarp. Now in the first place, of course I recall the informa- 
tion. I didn’t see it in any written form at all, that Mr. Powell had 
gambled something and had lost a sum of money—I had forgotten 
what it w as, five thous: and, three thousand, or something of that sort— 
and I know that our inv estigating section did look into that—did go 
down and investigate. They interviewed, I think, the gambling house 
down there to see whether he did. As I recall there was no charge. 

Senator Maynank. Let me get the record straight here. When I 
was chairman of this committee, the clerk of this committee called that 
to the FHA’s attention, did they not ? 

Mr. Boyarp. [think so. I don’t know who—— 

Senator Maypank. Absolutely. I just want this record to show it 
and, Mr. Chairman, if you don’t mind—Mr. McMurray, is that 
correct ? 

Mr. McMovrray. That is correct. 

Senator Maysank. I sent you to Virginia Beach. 

Mr. McMurray. That is right. 

Senator Mayspank, And told you about it. 

Mr. McMorray. That is right. 

Senator Maypank. And asked them to stop it. 

Mr. McMurray. That is right. 

The CuarrmMan. The witness testified at no time had any of these 
matters come to his attention concerning Mr. Powell. Now he is say- 
ing that they did, and that is why I reminded him asa friendly gesture 
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that he was under oath and as I said before, he can refuse to answer a 
question or if he doesn’t know, he can say “No.” 

Mr. Bovarp. It is my intention to give the committee every bit of 
information that they desire-—— 

The Cuatrman. Counsel asked you if in any of your investigations 
it had ever come to your attention that Mr. Powell was under suspicion. 
He did not say guilty, but had any charges been made, and your answer 
was “No.” 

Mr. Bovarp. Charges, yes. I had assumed he referred to 
charges—— 

The Cuarrman. Counsel made it very plain he was talking about 
charges. 

Mr. Bovarp. But not suspicion. 

The Cuatrman. You remember the general counsel, Mr. Simon, said 
“T am talking about charges now, not pr roof.” 

Mr. Bovarp. Yes. 

The CuarrmMan. He was honest and said “I am referring to charges 
and not pe P 

Mr. Bovarp. I think I corrected that. 

Mr. Burweni. Mr. Chairman, do I have the privilege? I don’t 
want to coach the witness, but do I have the privilege ? 

The Cuatrman. Yes. You have the privilege of doing anything 
that will help us get the facts. 

Mr. Burwewt. I appreciate it, sir, and I am sure he wants to be per- 
fectly candid about this. If I may suggest the cause of the misunder- 
standing, counsel was very fair about it, but charges to him have the 
technic al connotation of civil service charges, within the FHA. 

The Cuairman. Now wait a minute. Here is a gentleman who is a 
lawyer, good enough to be general counsel of a tremendous organiza- 
tion, for 15 years, and you are trying to make us believe that he is a 
little innocent fellow that doesn’t know the difference between 
charges—— 

Mr. Burwewu. No, sir, 1 am not trying to make you believe any- 

thing, Mr. Chairman. I merely suggest that if he is given an oppor- 
tunity that he w ill not try to mislead this committee. 

The Cuatrman. You will notice I was kind to him, and reminded 
him that he was under oath. We happen to know a lot about this mat- 
ter, and so does he. 

Mr. Burwe.. He is willing to talk about anything with respect to 
Mr. Powell. He is not trying to mislead the committee, sir. 

The Cuairman. I appreciate that, sir. 

Senator Maysank. Who is the investigator you sent up here to see 
Mr. McMurray ? 

Mr. Bovarp. I think it must have been Mr. Hillock. 

Senator Maypank. Is that his name? 

Mr. McMurray. I don’t recall that name. I believe it was an inves- 
tigator from the HHFA compliance staff. I turned over all the infor- 
mation that had been transmitted to me. I think the FHA made a 
thorough investigation. 

Senator Maynanx. You got the information from Virginia Beach ? 

Mr. McMurray. Yes, sir. 

Senator Maysank. When I sent you down there. 

Mr. McMurray. Yes, sir. 

Senator MayBank. Because I heard about it. 
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Mr. McMurray. Yes, sir. 

Senator Maysank. I asked the investigator to go further into it. 

The Cuarrman. You say it was turned over to HHFA. Suppose 
you be sworn. 

Mr. McMorray. Yes. 

The CuarrmMan. Suppose you be sworn. Do you solemnly swear 
to tell the truth, the whole truth, and nothing but the truth, so help 
you God ¢ 

Mr. McMurray. I do. 

The CuarrMan. You say you turned it over to HHFA. Who was 
the Director of HHFA at that time ? 

Mr. McMorray. Mr. Foley. 

The CuarrMan. Mr. Foley was the Director ? 

Mr. McMurray. Yes, sir. 

The Cuarrman. Thank you very much. Will you proceed? 

Mr. Srwon. Mr. Bovard, matters about which we have been talking 
happened more than once, did they not? 

Mr. Bovarp. Not to my recollection, Mr. Simon. 

Mr. Simon. We have been talking about a matter in Virginia. 
Wasn’t there another such gambling matter in Chicago? 

Mr. Bovarp. Not to my knowledge. There may have been. 

Mr. Simon. Do you recall sending Mr. Hilleock out to Chicago to 
check on a gambling matter involving $10,000 ? 

Mr. Bovarp. I do not recall it, no. And I probably wouldn't, 
because my Associate General Counsel was the man who was in charge 
of the investigation. Mr. Hillcock and his investigators were under 
the supervision of the Associate General Counsel. 

The Cuarrman. You mean Mr. Murphy? 

Mr. Bovarp. That is Mr. Murphy, and he might recall it clearly, 
whereas I wouldn't. 

Mr. Simon. The point I was leading toward, Mr. Bovard, did you 
ever turn over to the FBI the information which you had with respect 
to alleged gambling by Mr. Powell? 

Mr. Bovarp. I don’t know, sir. 

Mr. Simon. Isn’t it the function and the duty of the FBI to inves- 
tigate charges of irregularity against Government officials ? 

Mr. Bovarp. I would imagine so. 

Mr. Simon. And if your agency had charges against one of its top 
officials, wouldn’t the customary and proper thing be to refer them to 
the FBI for investigation, rather than to make the investigation 
within your agency ? 

Mr. Bovarp. If it was a charge relating to an irregularity, the 
FHA should investigate for purposes of administrative action, and 
it is only if the charge indicated violation of a criminal law, as I 
understand it, that it should be turned over to—— 

Mr. Simon. Wouldn’t you consider the fact that a man on a rela- 
tively modest salary was able to lose large sums at gambling would 
indicate a possible violation that the FBI should inquire into? 

Mr. Bovarp. I don’t think that gambling would be a crime. 

Mr. Sron. I wasn’t referring to the crime of gambling, but the pos 
sible crime that might be inferred from the fact that a man of modest 
salary was able to lose thousands of dollars in gambling. 

Mr. Bovarp. Well, I wouldn't think that would be a crime either. 
Mr. Simon. 
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Mr. Srmon. You don’t think that warranted checking by the FBI? 

Mr. Bovarp. I wouldn’t think so. 

Mr. Stmon. In my next question, Mr. Bovard, I do not intend to 
mention the man’s name and I would be grateful if you didn’t, because 
we have no positive evidence of his guilt, but did you receive charges— 
and I don’t mean charges in the civil service sense, but allegations— 
that an FHA inspector in New York about 3 or 4 years ago was on the 
payroll of a contractor at $500 a week ¢ 

Mr. Bovarp. Yes. I would be very happy to tell you about that 
incident because I do have some personal recollection with respect to it. 

Mr. Simon. Did you ever 

Mr. Bovarp. Could I continue and tell you the facts of that case? 

The Cuairman. Yes, you can; but wait for a couple of questions. 

Mr. Srwon. Except I would be grateful if you didn’t mention the 
man’s name because we are not satisfied that the charges are well 
founded. The point I wanted to make is whether you ever turned that 
charge over to the FBI for investigation ? 

Mr. Bovarp. No, we did not because we were investigating it for 
purposes of administrative action, and I think the answer to that ques- 
tion will come out, if you will permit me to explain. 

Mr. Simon. I just want to ask one more question: Isn’t that the 
kind of charge of dishonesty of a Federal employee that the FBI is 
supposed to invesetigate / 

Mr. Bovarp. Well, it depends on the nature of the charge. 

Mr. Srmon. Well— 

Mr. Bovarp. Let me explain and you will find we didn’t have a 
charge. 

The Cuarrman. The charge was he was on the payroll of a builder 
of projects, at the rate of $500 a week. Now you proceed to tell us 
what you know. 

Senator Mayspank. What was the fellow’s name? 

Mr. Stmon. I would be glad to tell you, Senator—— 

Senator Maysank. I beg your pardon. Strike the question. 

Mr. Bovarp. Can I explain what I know about that incident now / 

The Cuarrman. Yes. You proceed, because we want to know why 
you didn’t turn it over tothe FBI. 

* Mr. Bovarp. Yes. I think I can explain that to you. 

The information came to us direct from Mr. Foley, who had heard 
it, who was Administrator of HHFA, and had heard of it—heard of 
the indication—that is, he called, I think, our Commissioner, Mr. 
Richards, to say that someone had told him that a man in New York— 
you have no objection to my naming him, I presume? 

Mr. Simon. The president of the bank? 

Mr. Bovarp. Yes, Mr. Thurmon Lee, I think is president of the 
Dime Savings Bank. 

Mr. Simon. Dry Dock Savings Bank. 

Mr. Bovarp. Dry Dock Savings Bank in New York, had some in 
formation which he thought we ought to have with respect to one of 
our inspectors on the job he thought might involve something. I don't 
know whether he said at that time that he thought there was some 
body being paid off, or something or not. . 

Mr. Srmon. Didn’t he send you some private detectives investigat 
ing reports ? 
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Mr. Bovarp. I was going to mention that a little later. Mr. Rich- 
ards, who was then Commissioner, called me in and asked me to make 
an appointment, and to call Mr. Thurmon Lee in New York, to see 
what he had, because we didn’t know. wi e didn’t know whether there 
were charges against anyone or note. I did, and told Mr. Lee that | 
would send one of the members of my staff—we didn’t have an in- 
vestigator available at that time—send immediately, one of the mem- 
bers of my own staff in whom I had great confidence, to New York, 
and hoped that Mr. Lee would give him such information as he had. 

Now up to that time you see there was no charge. 

I sent a member of my staff with a letter of introduction to Mr. Lee, 
and Mr. Lee gave him all the documents which he had relating to 
the matter. He had employed a private firm of detectives, I think it 

was a Mr. Shindler and he had been working on the case and following 
the Inspector and possibly others around for several months, as I 
believe. 

Senator Maysank. May I interrupt, Mr. Chairman? The appro- 
priations committee has a very important meeting to pass a joint reso- 
lution. They want to take care of those people whose bills have not 
been passed. So will you excuse me? 

The Cuatrman. Thank you, sir. 

Mr. Bovarp. The representatives of the Legal Division got this ma- 
terial, brought it back to the office and by the way, listened to tape 
recordings which Mr. Lee had had there for several hours, and then 
came back. We immediately photostated the material, all of the ma- 
terial that Mr. Lee had and sent the originals back to Mr. Lee, and 
then, since we did not have any investigator to make an immediate in- 
vestigation, we borrowed a man from the Administrative Section, 
who was formerly in our Investigating Section, and was a very quali- 
fied, trained investigator—sent him up there, and he made a thorough 
investigation. 

Now all those—and we found nothing, no charge was ever made to 
my recollection. 

Tt was merely a suspicion that someone had been paid 

The Cuarrman. That what ? 

Mr. Bovarp. That someone must have been paid off, because the 
work was so shoddy. 

Now that was the sum total of the results as I recall them. 

Now under those circumstances, we don’t feel that we should turn 
over to the FBI all rumors, or charges of suspicion unless there is 
some substantial evidence in support of them. 

Mr. Suwon. Mr. Bovard, do you think that when the president of 
a large and respectable bank makes such charges, of such a serious na- 
ture, amounting to $25,000 a year in bribery if the charges were true 
that the agency should itself investigate it and not turn ‘it over to the 
FBI? 

Mr. Bovarp. Well, bear in mind, you keep using the word “charges.” 
I don’t think, from my recollection, that Mr. Thurmon Lee made. any 
charges against the investigator. 

Mr. Sraon. Maybe the word “charges” is the wrong word. He told 
you that his investigating—his private detective—had led him to that 
conclusion ? 

Mr. Bovarp. No. I don’t think—well, at any rate I haven’t got the 
records here. The records are in the office of the FHA. 
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The Cuarrman. What were the conclusions ? 

Mr. Bovarp. I thiak they will show that we got right onto thas 
job, and that there was no reason to suspect, or to take any administra- 
tive action, or criminal investigations. 

Mr. Srron. Is that the same reason that you didn’t advise the FBI 
of the accusations against Mr. Powell ? 

Mr. Bovarp. I would think it might be. I don’t recall the Mr. 
Powell incident so clearly. I merely heard of the rumors of gambling. 
I heard no rumors that Mr. Powell was spending more than he had. 
It didn’t seem to be a proper matter to turn over to the FBI. 

The Cuairman. May I ask this question: Did the matter that Mr. 
McMurray just testified to under oath, that he turned over to either 
the investigator—your investigator—or to the FHA Administrator 
or to the HHFA Administrator, Mr. Foley; did that ever come to 
your attention ? 

Mr. Bovarp. What was that matter that you referred to? 

Mr. McMurray. That was the matter 

Mr. Bovarp. Is that the matter we were just discussing about the 
New York case? 

Mr. McMovrray. No, sir. That related to the allegations about 
gambling in the Virginia Beach area, as I recall it, in early 1952. 

Mr. Simon. The Dune Club, wasn’t it ? 

Mr. McMurray. That is correct. 

The Cuatrman. At the direction of the chairman of the committee 
at that time, Senator Maybank, Mr. McMurray, a member of this staff, 
collected certain information and turned it over to the Agency. 

Mr. McMorray. Senator, I believe it was an investigator for the 
HHFA, Compliance Division. They had a Compliance Division, too. 

The Cuairman. Yes. Now my question is, Did you ever see that 
complaint ? 

Mr. Bovarp. No. I don’t recall that I ever saw it but I heard about 
it verbally. 

The Cuatrman. And as the General Counsel, when you heard about 
it verbally of course, you being responsible as the top legal man, you 
immediately got busy on it and had all the facts brought to you? 

Mr. Bovarp. My Associate General Counsel was busy on it even be- 
fore that, and had instructed Mr. Hillock to make an immediate in- 

vestigation and a thorough investigation, which he did for purposes of 
administrative action. 

The Cuarmman. Why did you not turn—— 

Mr. Bovarp. And then we disclosed all that information to the Com- 
missioner, who was the head of the Agency, and who certainly was the 
man to decide whether or not the facts warranted administrative 
action. 

The Cuatrman. Who was the head of the agency at that time whom 
you turned it over to? 

Mr. Bovarp. Yes, indeed. 

The Cuarrman. Who was the man? 

Mr. Bovarp. Mr. Richards. 

The Cuatrrman. You turned it all over to Mr. Richards? 

Mr. Bovarv. When you say we turned it all over, we disclosed all 
the facts to him. 
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The Cuarrman. You disclosed all the facts and your position is 
that the decision as to whether it should have gone to the F BI was up 
to Mr. Richards and not yourself # 

Mr. Bovarp. No question was raised as to whether or not it should 
go tothe FBI. 

Mr. Simon. Mr. Bovard, you said a minute ago you made a thor- 
ough investigation. My recollection is that 2 witnesses told your 
people that they were present when Mr. Powell lost $7,500 in 1 night. 
Did your investigation disprove that ? 

Mr. Bovarp. I can’t recall that. 

Mr. Burwewxi. Mr. Chairman, if I may interrupt just for a second, 
I think this is the type of thing that is reflected in the files. Now if 
he could be permitted to look at it, I think he could be more specific. 

The Cuarrman. We will turn over to him the files on this Powell 
matter, and he may refresh his memory and then we will call him back 
for further testimony on this particular subject. So then we will pro- 
ceed on another subject. 

Mr. Simon. Mr. Bovard, are you familiar with the printed form 
application for a section 608 loan ¢ 

Mr. Bovarp. Well, in general terms. 

Mr. Simon. I am handing you one. I do not mean that the typing 
on it should be of any consequence but merely for the printed form. 

The CHatrman. Let me ask a question here. You were General 
Counsel for 15 years for FHA ? 

Mr. Bovarp. That is right. 

The Cuarrman. As the General Counsel, did you not approve all 
such printed forms as this? 

Mr. Bovarp. Well, I think either I did, or the Division, to see that 
there was no legal—of course, these application forms were worked up 
not by me. 

The Cuarrman. You were the General Counsel ? 

Mr. Bovarp. That is all I was; yes. I was not the Commissioner. 

The CHarrman. Isn’t that the highest legal department in the 
FHA? 

Mr. Bovarp. Yes. 

The Cuarrman. Now my question is, here is a form that was printed 
and used—it is form No. 2013—W, revised 6-47. I presume that means 
the year 1947. Were you General Counsel for FHA in 1947 ? 

Mr. Bovarp, I was. 

The Cuarrman. Did you approve this form ? 

Mr. Bovarp. We approved it as far as legal factors were involved. 
I think it was drawn up chiefly by the Administrative and Under- 
writing Sections, to see whether or not it contained 

The Carman. As General Counsel didn’t they bring all those 


things to you for final approval or did you have the responsibility for 
them ? 


Mr. Bovarp. Merely for legal—— 

The Cuarrman. That is what we are talking about. 

Mr. Bovarp. Legal effect—that is right. 

Mr. Stmon. Mr. Bovard, in your opinion, is it a crime, a violation 
of section 1010, for a man to make a false certification to the United 
States Government of a material fact in an application filed with the 
Government ? 

Mr. Bovarp. I would think so. 
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The CaarrmMan. You would think so? 

Mr. Bovarp. Yes. I would think so. Whether it is that particular 
section that you have in mind—I think that is the general section 
of representations. 

Mr. Simon. False representations. 

Mr. Bovarp. It is not the one that applies to FHA in particular. 

Mr. Stwon. Without regard to the section—— 

Mr. Bovarp. That is 1010, 

Mr. Srwon. Without regard to the section is it a crime to make a 
false representation to the United States Government ? 

Mr. Bovarp. Of course. 

Mr. Stwon. On the form you have before you on page 3 there is a 
provision for the estimated requirements of the construction job on 
which the FHA loan is sought. It is on the left-hand column there, 
about the middle—estimated requirements—and one of the items 
there is “Architect’s fees.” You will notice that in the application 
you have before you, the architect’s fees are filled in at 5 percent. 

We have had testimony from a very great number of builders that 
they always put in an architect’s fee of 5 percent, even though in fact 
the fee was only a half of 1 percent. The application you have before 
you is the Shirley-Duke application. Yesterday the owners of the 
project admitted that the actual fee was only a half of 1 percent. 

If, in advance of filing the application the sponsor knew that his 
architect’s fee was only to be a half of 1 percent, and in spite of that 
knowledge he put in his application an estimated 5 percent for archi- 
tect’s fees, in your opinion would that be a criminal offense ? 

Mr. Bovarp. No. I don’t think it would be a misrepresentation at 
all. 

Mr. Suwon. You don’t? 

Mr. Bovarp. No, because we are talking about the form now. Now 
it doesn’t certify or indicate that they 9 paid on architect’s fee 
of so much. It is estimated requirements. Bear in mind you will see 
the heading at the top, it is “Estimated Requirements.” Now they 
estimate that they will make an allowance for architect’s fees of 5 
percent. That is typical. 

Mr. Srmon. Can a man honestly and truthfully say that he esti- 
mates his architect’s fee at 5 percent when he already has a contract 
with the architect at a half of 1 percent ? 

Mr. Bovarp. I think for the purposes of this application here, this 
is not a statement that he is going to pay, or that he thinks he is going 
to pay 5 percent. 

The Cuatrman. Why did he put the 5 percent in then? 

Mr. Bovarp. I didn’t put the 5 percent in. 

The Cuarrman. I didn’t say you did. I said why did he put the 
5 percent in. 

Mr. Bovarp. Five percent is printed. 

Mr. Stmon. No, sir, it is typewritten. 

The Cuatrman. Why did he put it in if he didn’t expect to spend it ? 

Mr. Bovarp. Undoubtedly because the insuring offices ail under- 
writing division, and it was the policy of the FHA in calculating the 
estimated cost, to estimate architects’ fees at 5 percent, regardless of 
whether they were less or more than 5 percent. 

Mr. Srwon. Even though the contractor had a firm commitment with 
the architect at a half of 1 percent ? 
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Mr. Bovanp. I think that is true, but I think you can find that out 
much better from the divisions that process applications. 

The Cnarrman, You were General Counsel, Mr. Bovard. 

Mr. Bovarp. That is just why I am saying it. 

The Cuarrman. You had an opportunity to advise all these fellows. 

_ Mr. Bourwewt. Mr. Chairman, will you let him finish that explana- 
tion? I don’t think he did. 

Mr. Srvon. All right. 

The Cuarrman. Go ahead. 

Mr. Burwety. Make your point. 

Mr. Bovarp. Well, I think that this has to do—the question has to 
do with whether or not it is a misrepresentation, is directly concerned 
with the requirements of underwriting, and the policy requirements 
az to what they should put in there—whether they should put in there 
what they are going to pay or whether these are items entering into 
a calculation, and that it was the custom and practice known that 
architects’ fees were figured at 5 percent, regardless of whether 5 per- 
cent was actually paid. 

That is why I think there is probably no crime involved. 

Mr. Sron. And isn’t it a fact, Mr. Bovard, that in August or prior 
to August 1951, the Attorney General contemplated criminal proceed- 
ings against people for what he thought was a false allegation in their 
application with respect to architects’ fees, and on August 14, 1951, 
vou wrote the Attorney General, giving him your opinion that even 
though the architects’ fee was known to be less than 5 percent, that 
Tareas was not unlawful? 

{r. Bovarp. That, of course, is the opinion that I have just been ex- 
plaining to you, the reasons for it. 

Mr. Srvon. I show you that letter. You gave that opinion to the 
Attorney General in 1951 when he contemplated criminal proceedings 
for such a false representation, isn’t that true? 

Mr. Bovarp. Undoubtedly it isso. 

Mr. Soon. Mr. Chairman, may that letter be made part of the 
record ? 

The Cuamman. Without objection that letter will be made part of 
the record. 

(The letter referred to follows :) 

FEDERAT. HOUSING ADMINISTRATION, 


OFFICE OF THE GENERAL COUNSEL, 
Washington 25, D. C., August 14, 1951. 


Re Shelby Claiborne Towers & Shelby General Claiborne Towers, New Orleans, 
La: Your reference—JMM: JAM: mlm, 46-32-63. 


The honorable the ATTORNEY GENERAL, 
Department of Justice, Washington 25, D.C. 

Dear Sir: This is in reference to your letter of July 13, 1951, enclosing a copy 
of a letter addressed to your office from Mr. John N. McKay, United States at- 
torney, New Orleans, La., dated July 6, 1951, in reference to the above subject. 

Shortly after the receipt of your letter an administrative officer attached to 
the Washington staff was in New Orleans and discussed the matter personally 
with Mr. McKay, and at the same time, went over the subject matter of the 
complaints with the local insuring office and requested the local insuring office 
to submit a detailed report in regard to the particular complaint items. The 
local insuring office has now submitted its report and based upon the data sub- 
mitted it is our opinion that there is no substantial evidence to support a com- 
plaint of fraud aguinst the United States nor do we feel that a more complete 


investigation is indicated. 
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The local insuring office made a personal inspection of a dwelling now under 
construction and owned by one of the officers of the owning mortgagor-corpo- 
ration and reports that the materials, bricks, water heaters, and kitchen equip- 
went were entirely dissimiliar to the materials being used on Claiborne Towers 
and Governor Claiborne Apartments, and that the subcontractors constructing 
this residence were not the same as those for the insured mortgage projects. 
The particular residence is owned by Mr. l’aul Kapelow and is the only residence 
within the knowledge of the insuring office which is being built by an official 
of either Claiborne Towers, Governor Claiborne, or Shelby Construction Co. 
A most complete examination was made aud no evidence was disclosed indi- 
cating a diversion of materials from the captioned projects to the private resi- 
dence of Mr. Kapelow. 

In regard to the rumors that these projects are to be converted from apart- 
ment buildings into a hotel, attention is directed to the fact that this Admin- 
isration is in complete control of any such change in construction or in the use 
of the buildings, us well as the reut schedules. Any action taken by this Ad- 
ministration will, of course, be consistent with the statutory authority of the 
Federal Housing Commissioner. 

The situation with respect to the architect and the fees to be paid is a matter 
more properly for investigation and prosecution, if any, under the laws of the 
State of Louisiana insofar as the requirements of the Louisiana laws are con- 
cerned. Our files indicate that as far as this Administration can determine the 
requirements of this Administration have been met, or at least we find no evi- 
dence of violations of our requirements nor any evidence indicating any fraud 
against the United States in connection therewith. As you know, the determina- 
tions made by this Administration with respect to the maximum insurable mort- 
gage must necessarily be based upon estimates. The commitment for insurance 
which is issued to the lending institution covers the insurance of a mortgage in 
a specified amount subject to completion of construction in accordance with the 
FHA requirements and there are no reexaminations of the actual costs which 
would in any way affect the amount specified in the commitment. The fact that 
an architect may not have been actually paid the amount of fees included in our 
estimates would not of itself indicate the existence of fraud or the possibility 
of fraud any more than the fact that the actual costs of physical improvements 
may be less than the estimates of costs made prior to the issuance of the com- 
mitment and upon which the mortgage amount specified in the commitment was 
determined. 

This Administration is, of course, vitally concerned with any possibility of 
fraud or improper action concerning any matters within the responsibility of 
this Administration, but as heretofore outlined, our examination of the com- 
plaints discussed by Mr. McKay does not indicate any substantial evidence indi- 
eating existence of any fraud against the United States nor any irregularities or 
improper actions in connection with the insurance of these projects. Neverthe- 
less, we very much appreciate your action in calling this matter to our attention 
and giving us an opportunity to examine the complaints and satisfy ourselves 
with respect thereto. 

Very truly yours, 
B. C. Bovarp, General Counsel. 

Mr. Stmon. Now, Mr. Bovard, in 1947 the Congress amended the 
Housing Act by adopting an amendment, which is in part as follows— 
this is the act of December 27, 1947, and it reads: 

Title 6 of the National Housing Act as amended shall be employed to assist in 
maintaining a high volume of new residential construction, without supporting 
unnecessary or artificial costs. In estimating necessary current costs for the 
purposes of said title, the Federal Housing Commissioner shall therefore use 
every feasible means to assure that such estimates will approximate as closely 
as possible the actual costs of efficient building operations. 

Now I ask you, sir, how the congressional purpose expressed in that 
act could be complied with by allowing a man a 5-percent builder’s fee 
when he and FHA and the architect all knew the fee was only one-half 


ae 
r. Bovarp. I don’t think that that language of that act meant 
that we were to limit each builder to the actual amounts, or rather fix 
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our mortgage amount with respect to what a particular builder may 
have had to pay, but aside from that, I can’t tell you on those pro- 
cedures. 

The Cratrman. Did you ever advise the Administrator, Mr. 
Richards, or any of the others that you were General Counsel for that 
in your opinion, after the Congress passed this law, that they were vio- 
lating the law by permitting such things as that togoon? 

Mr. Bovarp. I don’t think that they were violating the law. 

The Cnarrman. You do not? 

Mr. Bovarp. No. It would be a matter of policy. 

The Cuarmman. Mr. Bovard, I can only come to one conclusion. I 
‘an well understand why we are in the mess we are in when FHA had 
a man as General Counsel that performed and answers the questions 
as eee nea 

Mr. Bovarp. Well, Senator, I would like to explain to you—— 

The Cuarmman. I want to be fair and I want to be equitable, but I 
can’t for the life of me understand how you, after you know the law— 
the law was read to you—that you can say that when you knew that 
they were paying only one-half of 1 percent, it was perfectly legitimate 
to pay 5. 

Mr. Bovarp. Senator, the National Housing Act is a rather compli- 
cated act, and as you say, it is a big insurance company. 

The Cuarman. And you were the General Counsel of it and it was 
a tremendous job and a big job, and a far-reaching organization that 
handled billions and billions and billions of dollars. 

Mr. Bovarp. Let me read to you, Senator, the different programs 
that are in the National Housing Act, so you can see the complexity 
of the thing. 

The Cuatrman. Yes. 

Mr. Bovarp. We have a program of repair and improvement loans 
under section 2 of title 1; a single-family mortgage insurance program, 
under section 8 of title I; a 1- to 4-family mortgage insurance program 
under section 203; a multifamily program under section 207; a coop- 
erative hotsing program under ‘section 213; a 1- to 4-family housing 
program under sections 603, that was, up until 1948, and of course we 
still have some work on that in connection with reissues; a multifamily 
housing program under section 608; a prefabricated insurance of loans 
to manufacture prefabricated houses under section 608; a program 
for the insurance of mortgages under sections 603 and 608, pursuant to 
section 610, to assist in the sale of Government-owned housing; and 
we have the insurance of blanket mortgages under section 611, on 
groups of single-family dwellings, not less than 25 homes for sale. 

Then under title V II, an inv estment yield insurance program; un- 
der title VIII, a military housing insurance, multifamily housing 
program; and under title IX, a defense housing insurance program, 
which is divided into the 1- and 2- family under section 903 and a 

multifamily under section 908. 

Now, to handle all that 

The CuarrMan. I want to ask what is your point? 

Mr. Bovarp. We had a Legal Division of Associate General Coun- 
sel, Assistant General Counsel; Rental Housing Section, composed of 
a Chief Attorney, and a staff of 4; a Home Mortgage Insurance Sec- 
tion, who have a Chief Attorney and a staff of 3; Assistant General 
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Counsel also had supervisory duties over 3 staff attorneys assigned 
to legal matters in regard to title I; and we had 1 section 213 attor- 
ney, and a Section of Investigation, consisting of a staff of a—a chief 
and staff of 9 investigators. 

My point is that it was absolutely necessary for me to operate 
through a staff. No one man could have knowledge of all these points 
that you have been bringing me. I had to rely on my staff, and 

The CuarrmMan. You are not admitting that the job was too big 
for you, are you? 

Mr. Bovarp. It would have been much too big for me to handle 
without a staff. 

The Cuarrman. Of course. 

Mr. Bovarp. I have to handle it through a staff. 

The Cuarrman. I couldn’t be chairman of this committee without 
having a staff. 

Mr. Bovarp. You do not have personal information and knowledge 
of each of these matters that you are referring to? 

The CuatrMan. Senator Beall wants to ask a question. 

Senator Bratn. Mr. Chairman, I would like to know just what the 
witness, as General Counsel, did from day to day. What did you 
do specifically? What time did you go to work in the morning? 

Mr. Bovarp. 8:45. 

Senator Bratt. What did you do in the morning when you went 
in there? 

Mr. Bovarp. I usually have a lot of letters to answer, and 

Senator Brau. Were they on legal matters ? 

Mr. Bovarp. Oh, yes, matters with legal aspects—mortgagees writ- 
ing in for interpretations of various sections of the act, problems 
arising, and I would have questions from my staff, and beds the 
administrative—— 

Senator Bratz. When the staff came in what did you talk about 
when you had staff meetings? Did you talk about the law, amend- 
ments to the law, things of that kind ? 

Mr. Bovarp. Yes, and particularly the application of laws to a par- 
ticular set of facts, and circumstances. 

Senator Brau. If anything would come up at variance and needed 
discussion, a lawyer would come in and you would discuss it with 
him? 

Mr. Bovarp. We would discuss the facts and find out if it did vio- 
late any law, or was contrary to the clear intent of the Congress—all 
kinds of legal problems. 

The CHarrman. Will you yield just a moment? Is Mr. Loftus 
present? Is Mr. Loftus’ attorney here? 

Mr. Mourpuey. There is a lady here representing Mr. Loftus who 
has a statement concerning him. 

The Crarrman. She has the doctor’s certificate ? 

Mr. Mourrney. Yes, sir. 

The CuarrmMan. We will get to it just a litle later. 

Were you finished, Senator Beall ? 

Senator Bratt. No. I-will relinquish 

The Cuarrman. No. Go ahead. 











Senator Brau. I was trying to find out as General Counsel, what 
you did. I was wondering, the law is there. The General Counsel 
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should advise the Commissioner just how they were doing, and how to 
proceed, shouldn’t he? 

Mr. Bovarp. Well 

Senator Bratt. When you drew up a contract, the lawyer drew up 
the contract and brought it in to you as to its legality and legal form ’ 

Mr. Bovarp. No. 

Senator Beatu. They would not? 

Mr. Bovarp. Not to me personally. They might have to my staff, 
members of my staff. 

Senator Bratt. Wouldn’t your staff talk about these things with 
you as their chief? 

Mr. Bovarp. If they were in doubt as to any point they certainly 
would. Ifthey weren’t, they wouldn’t. 

Senator Beart, That is all. 

The Cuarrman. Senator Payne? 

Senator Payne. Now, Mr. Bovard, counsel has just read the provi- 
sions of the law that went into effect, I think, in 1951. 

The Cuarrman, 1947. 

Senator Payne. In 1947 and you were Chief Counsel at that time? 

Mr. Bovarp. That is right. 

Senator Payne. When that law was passed by the Congress, Mr. 
Bovard, did it then become your duty as Chief Counsel of the agency 
to interpret the provisions of that law ? 

Mr. Bovarp. Yes. 

Senator Payne. And after interpreting the provisions of that law 
did you then give to all of the staff members and al! of those inter- 
ested parties in the agency your opinion as to what that law meant? 

Mr. Bovarp. If they asked for it, yes. 

Senator Payne. Now just a minute, Mr. Bovard. Isn’t it custom- 
ary for the head of the division, a person who is General Counsel, and 
required to appraise the effect of a law passed by the Congress, to be 
carried out by an agency, for that Chief Counsel to interpret that law 
and to pass down in written form to his staff members that which he 
feels should be carried out in keeping with the law itself? 

Mr. Bovarp. If it should have any effect on their operations. Bear 

in mind, however, that the act says that: 
In estimating the necessary current costs for the purpose of said title, Federal 
Housing Commissioner shall therefore use every feasible means to assure that 
such estimates will approximate as closely as possible the actual cost of effi- 
cient building operations. 

Our cost estimates were always so designed. 

Mr. Simon. Notas far as architects’ fees though. 

Mr. Burwety. Would you let him finish on that point, please? 

The Cuarrman. You may finish. 

Mr. Bovarp. In addition to that the Commissioner—of course we 
advised the Commissioner of this law, and of what we thought its 
effect was—and the Commissioner in his letter to all directors and chief 
underwriters, dated December 19, 1947, which is shown on page 196 of 
the former hearings, states : 


Title 6 of the National Housing Act, as amended, shall be— 
That was the quotation. It quotes this act, and then states: 


Therefore, you are directed to take such steps as may be appropriate to make 
certain that necessary current cost estimates do not reflect costs of inefficient 
building operations. 
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Now that is 

The Cuarrman. Dic. you write that for the Administrator ? 

Mr. Bovarp. I did not. 

The Cuairman. Did you approve it? 

Mr. Bovarp. I don’t recall, sir. Some members of my staff did. I 
didn’t see this personally. 

The Cuarrman. When the Congress passed the law—the amend- 
ment—in 1947, do you have any recollection of ever advising the Com- 
missioner as to what he should or should not do in respect to it? 

Mr. Bovanrp. I have no recollection other than that I know that 

The Cuatrman. Yes, but that doesn’t do what the law directed you 
todo. What you have just read doesn’t do what the law directed you 
to do. 

Mr. Bovarp. It was intended to assure that every feasible means 
would be taken. 

The Cuatrman. Then I again get back to this question: Would you 
consider “feasible” means then in an application, where you and 
everyone concerned knew that the architect’s fee was going to be one- 
half of 1 percent for them to charge 5? 

Mr. Bovarp. Well, that is out of my field. 

Mr. Simon. Mr. Bovard, without regard to whether your staff made 
an erroneous interpretation of the law, sitting here today as a lawyer 
with vast experience in this field, would you say it was contrary to 
the 1947 amendment for the Federal Housing Commissioner to allow 
a 5 percent architect’s fee, when every efficient builder, and even some 
inefficient ones, were able to hire architects for a half of 1 percent? 

Mr. Bovarp. That would depend on the use which would be made 
of the information, or in what way this architect’s fee would figure in 
the overall cost. I don’t know. 1 would have to consult with the ad- 
ministrative section. 

The Cuarman. I will ask you the question then: Do you know that 
the rents were based in many, many instances, in cases that we have 
examined, on the basis of a 5 percent architect’s fee when they paid 
one half of 1 percent, and I give you one specifically, the one we had 
yesterday, of the Shirley-Duke. 

Under those circumstances do you think that was a violation of the 
law, a violation of the intent of Congress in the 1947 amendment ? 

Mr. Bovarp. I couldn’t answer that without the records in the par- 
ticular case. 

The Cuarrman. I just gave them. Let me repeat it again. If the 
builder, the contractor and FHA, if everybody knew that the archi- 
tects’ fees were one-half of 1 percent, were they then justified and was 
it legal to charge 5 percent? Youcan understand that language, can’t 
you ? 

Mr. Bovarp. Yes. 

The Cuatrman. Those are the facts. 

Mr. Bovarp. If the Commissioner determined that all feasible 
woe had been used, as to whether all feasible means had been 
usec 











The Cuarrman. What could be more feasible than the facts? 

Mr. Bovarp. I don’t know, sir. It would depend on the procedure, 
and problems of the processing department. 

Mr. Burweiu. Mr. Chairman, may I ask your indulgence just a 
minute? I haven’t objected in any way to an argument—not an argu- 
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ment—but a discussion about what a highly complex act, the legal 
interpretation is. I am sure that that is why we have the courts. 
Some of it is awfully complicated, whether or not his interpretation 
is erroneous or not, I won’t attempt in any way to argue, but if you 
are going further or desire to go further into the question of what he 
advised the Administrator on occasion, could I beg of you that we 
get the files since they will show a number of memor: anda and he wants 
to be completely accurate, sir. 

The CHarrMan. I understand that. 

Mr. Burwe tt. I do believe he is being earnest. 

The Cuamman. I hope when he gets through reading the files and 
analyzing them he will understand them. 

Mr. Burwe tt. I do believe we are in an area that that is exactly why 
we have the courts. 

The Cuatrrman. Unfortunately he has already written the Attorney 
General and others to the effect that it is not illegal. Therefore, in 
some cases before we are through we are going to show where they, 
FHA, and he as the General Counsel, have ‘estopped and did estop the 
Attorney General of the United States from prosecuting people be- 

cause of his actions. 

Mr. Burwetw. Yes, sir. May I suggest that if he wrote the Attor- 
ney General, the Attorney General, as the Nation’ s outstanding lawyer, 
could have of course overruled his legal interpretation, and that I don’ t 
believe the Attorney General would be estopped by his legal opinion. 

The Cratrman. He certainly would be estopped if the man who is 
prosecuting had this man’s opinion as the General Counsel for FHA, 
and said it was legal at the time and approved it. You certainly 
couldn’t convict anybody in court. 

Mr. Srwon. Mr. Bovard, we have had a number of cases in which 
FHA’s commitment for insurance was predicated upon a firm contract 
between the sponsor and the builder. It apparently was a phony 
contract or a fraudulent contract which they never intended to fulfill, 
and shortly after the FHA commitment was out of the way, they 
would write a new contract under which the building would be built, 
and never advise the FHA of the terms of the new contract. 

Have you advised the Attorney General that in your opinion there 
was no impropriety in such conduct and if I may refresh your recol- 
lection I would like to hand you some letters which you wrote the At- 
torney General dated April 30, 1953, and June 25, 1953. 

Mr. Burwetn. Could we ask if that is all the correspondence on 
this matter with the Attorney General or is this a selected letter? 

Mr. Sraon. So far as I know it is all of it and I have also handed 
the witness the letter from the Attorney General to him which came 
between his two letters. 

Mr. Bovarp. Of course it would take some time to read this corre- 
spondence. I don’t have a recollection of it particularly but as I 
understand the situation in general there, it is that our mortgage 
amount was not at all fixed on the contract. The contract between 
the builder and the mortgagor corporation had nothing to do with 
the fixing of the FHA amount. We did that on our own estimate of 
what the costs to the typical builder would be. 

Mr. Stwon. Then in your commitment you required them to furnish 
you with a copy of the contract, didn’t you? 
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Mr. Bovarp. I think it is quite possible they did, for such informa- 
tion as might be available. It wouldn’t have any effect on the amount 
of our mortgage amount. 

Mr. Staon. Why would you ask them to furnish you with a con- 
tract, and why would the contractor furnish you with, shall we say, a 
phony contract, if it didn’t make any difference ? 

Mr. Bovarp. I don’t know as to that, sir, at all. There are a lot of 
reasons. Certainly you wouldn’t want us to fix our mortgage amount 
on the contractor’s estimates of costs. 

The Cuatrman. I am not so sure you wouldn’t have done better, 
after looking at all the records I have been looking at. 

Mr. Srmon. My only inquiry here was—— 

The CuarrMan. Have him sign an affidavit that is a true statement 
and be subject to prosecution had he given you a false statement. 

Mr. Bovarp. Well of course 

The CuatrMan. It is like you file an income-tax return. 

Mr. Bovarp. If our estimate of costs are more than the contractor’s 
estimate of costs, there is, of course the problem of whether or not 
the mortgagor will have sufficient funds to finish the job without 
liens. For instance, one of our requirements, as I recall, was that we 
must insist that the mortgagor put up the difference between the esti- 
mate of cost and the mortgage amount in cash, and spend that cash 
first. ; 

Now, if we estimated costs lower, or fixed a mortgage amount on a 
lower amount than we thought it would cost, we might very well wind 
up without enough money to finish the job. 

The Cuarrman. You mean the contractor wouldn’t have enough 
money ¢ 

Mr. Bovarp. The contractor wouldn’t have enough money to finish 
the job. 

The Cuatrman. It would have been an unpardonable sin for him 
to put a little of his own money in it, wouldn’t it ? 

Mr. Bovarp. Well, by our sticking to our own estimate of costs, he 
would have to put in that additional equity up to that amount of our 
cost. 

The Cuarrman. Now you are telling us what happened if your 
estimate, and the amount of the mortgage that you agreed to guarantee, 
was less than it actually cost. What did you do where it ran consider- 
ably more—the costs ran considerably less, that is, than your mortgage 
commitment? What did you do in that instance ? 

Mr. Bovarp. There was nothing for us to do there. 

Mr. Stmon. Following that up if I may, you had a form, “Articles 
of Incorporation,” and a form, “Bylaws,” which you required all these 
section 608 projects to use ? 

Mr. Bovarp. That is right. 

Mr. Stmon. Did you either prepare those or approve them ? 

Mr. Bovarp. Undoubtedly they were—that is, we assisted in the 
preparation of them. 

Mr. Srwon. And before a section 608 commitment could be obtained 
the sponsor had to incorporate under your model form, and his bylaws 
had to conform to your model form # 

Mr. Bovarp. That is right. 
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Mr. Srmon. And in each case the Federal Housing Commissioner 
became the owners of $100 of preferred stock in the sponsor corpora- 
tion, is that right ? 

Mr. Bovarp. That is right. 

Mr. Srvon. Isn’t it true, Mr. Bovard, that the articles of incorpora- 
tion furthermore contained a provision that no dividend should be 
paid on any capital stock to the corporation, except with the consent 
of the holder of the majority of the shares of each class of stock until 
the mortgage issued, or insured by the Government, had been paid? 
Wasn't that in the articles of incor poration 

Mr. Bovarp. It may have been. I don’t recall. 

The Cuarrman. Let’s show it to him. 

Mr. Burwety. Mr. Chairman, may I suggest that that in substance 
is in the act itself. If we have time we will pick out the section and 
read it. That is statutory rather than his policy. 

Mr. Srwon. What I was leading to—how all these corporations could 
distribute these windfall dividends, without the consent of the Federal 
Housing Commissioner when the articles of incorporation, and as Mr. 
Burwell says, the law required the Housing Commissioner’s consent 
to the payment of those dividends. 

Mr. Bovarp. It would be violating the charter if they did it, I would 
think. 

Mr. Simon. Isn’t it also true that you have the power to require these 
corporations to file annual audits with FHA under the bylaws? 

Mr. Bovarp. That is true. 

Mr. Stmon. Most of them did so? 

Mr. Bovarp. I think that is true. 

Mr. Srwon. The audits which were certified by public accountants 
always showed the distributions of windfall dividends. 

Mr. Bovarp. Very likely. 

Mr. Srron. And as I understand it, the Housing Commissioner had 
never consented to any of them. 

Mr. Bovarp. But the examination of those annual reports to which 
you refer did not come to the attention of the Legal Division what- 
soever. It was entirely another department. I know nothing about 
those. 

The Cuarmman. Did you ever consent to a dividend, windfall divi- 
dend, being paid? 

Mr. Bovarp. Senator, it would not be the Legal Division or the Gen- 
eral Counsel that would consent to that. It would be the Administra- 
tive Section. 

The Cuarrman. Did the Commissioner, Mr. Powell, or Mr. Green, 
or whoever was your boss, ever ask you for an opinion as to whether 
they could permit them to do it or should permit them ? 

Mr. Bovarp. Not that I recall. 

The CuarrmMan. You have no recollection of it at all? 

Mr. Bovarp. No. 

Mr. Smon. Did you know windfall dividends were being dis- 
tributed ? 

Mr. Bovarp. I did not. 

The Cuarrman. You did not? 

Mr. Bovarp. I did not. 

The Cuarmman. They must have kept everything from you. Did 
they keep everything from you, Mr. Bovard? 
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Mr. Bovarp. They probably didn’t know it themselves. 

Mr. Simon. If they had read these audit reports they couldn’t help 
but know it. 

Mr. Bovarp. Yes, but they didn’t read the audit reports. 

Mr. Stmon. You mean Mr. Powell—— 

Mr. Bovarp. Of course I am making a flat statement here and since 
the Senator has 

The Cuauman. I want to go over this again. You know of course 
that under the agreement that you had with these gentlemen, that they 
could not declare a divided without permission from both classes of 
stock, and you held, the Government held, all of the preferred stock. 
That is true; isn’t it? 

Mr. Bovarp. Yes, the Government held all of the preferred stock. 

The CuatrmMan. We have testimony that so-called windfall profits 
or dividends have been declared. Are you saying you knew nothing of 
any of those? 

Mr. Bovarp. I can say that I knew nothing of them, yes, but—— 

The Cuarman. Did you ever hear of any rumors or any gossip 
about them ¢ 

Mr. Bovarp. I think on some occasions, unquestionably I had heard 
of violations of the charter. 

The CuarrMan. Had it been called to your attention—-had it been 
called to your attention by Mr. Powell or the Commissioner, whoever 
your superior was, that so and so company had, without consulting 
with FHA, in any way, a concern that you had this contract with, 
where you were holding $100 worth of the preferred stock, or all of the 
preferred stock, that they had declared a dividend, what would your 
advice have been to the Commissioner ? 

Mr. Bovarp. It would have been to write a letter to that mortgagee— 
mortgagor—find out why he did it. I know we had some instances 
which indicated that the corporation at the time of the insurance, had 
outstanding obligations because their annual reports, in particular 
instances showed that they had some outstanding notes, possibly to 
the stockholders, and we suggested that they immediately write and 
ask why that happened, and require them to correct the situation. 

The CuarrMan. Well since it was a part of the law and part of your 
regulations and part of the contract that you entered into with them 
that they could not declare dividends without permission of both 
types of stock, and you held—the Government held all of the pre- 
ferred—why did you permit any of them to declare dividends? 

Mr. Bovarp. Well now, you mean why did Mr. Powell permit them ? 

The Cuarrman. Well, or you as General Counsel. 

Mr. Bovarp. Well it would not come within my supervision at all. 

The Cuarrman. Had Mr. Powell asked your permission or asked 
you to give him an opinion as to whether oy not he should permit these 
peonle to declare dividends, would you have advised against it? 

Mr. Bovarp. Why of course. We would have advised against any 
violation of the charter. You recall I haven’t yet found this partic- 
ular article in the section 608 charter that requires the consent of the 
preferred stockholder to the issuance of dividends. I know, however, 
that dividends—I think there is a requirement in there that dividends 
can only be paid out of earnings and—— 

The Cuarrman. That is the law. 
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Mr. Bovarp. A windfall would not seem to be earnings so there 
would seem to be a violation there. You cannot justify that at all. 

Mr. Stmon. Mr. Bovard, doesn’t the law also provide that no mort- 
gage may be in the amount of more than $5 million? 

Mr. Bovarp. That is true. 

Mr. Srmon. And wasn’t that a discretion of congressional inten- 
tion not to grant the benefits of section 608 to projects which required 
a mortgage of more than $5-million ? 

Mr. Bovarp. It was certainly congressional intent that no particu- 
lar real-estate entity should be insured by a mortgage in excess of 
$5 million. It, in my opinion, had no reference to the stockholders, 
whether the stockholders of one corporation here were the same or 
different from another corporation. 

Mr. Srwon. Certainly. 

Mr. Bovarp. And of course, our requirement was that, regardless 
of the relationship between these different projects, each one must be 
a separate real-estate entity ? 

Mr. Simon. And isn’t it also true that the act provided for what we 
might call middle-income apartments and not so-called luxury apart- 
ments, or hotels? 

Mr. Bovarp. Well, it certainly didn’t apply to hotels. As to luxury, 
I don’t know. That isa relative term. 

Mr. Srwon. How can the Commissioner justify, or did he seek your 
legal advice in the device of granting mortgages on a building of 
substantially more than $5 million, by dividing mortgages into 2 
parts and putting 1 mortgage on the right-hand half of the build- 
ing and another mortgage on the left-hand half of the building, and 
theoretically separating them by a line drawn on the plans? I 
specifically refer, if it will help you, to Claiborne Towers Building 
in New Orleans, which is one building, with a $9-million mortgage and 
I refer to the Woodner Hotel here in Washington, which is a hotel 
with a $10 million mortgage. 

Were you consulted on that ? 

Mr. Bovarp. I was, after the commitments had been issued, or the 
mortgagees insured. And we advised that they couldn’t do it and of 
course, corrective measures then—the problem was what corrective 
measures to take. 

Mr. Srmon. Was it your opinion that the mortgages on Claiborne 
Towers in New Orleans and the Woodner Hotel here were unlawful? 

Mr. Bovarp. When you say unlawful they were certainly validly—I 
mean the insurance contract was a valid insurance contract. 

Mr. Stmon. Would it be valid insurance contract if it was issued 
contrary to the statute ? 

Mr. Bovarp. Yes, it would certainly be. It would be, in view of 
the incontestibility clause—that is, insofar as the mortgagee is con- 
cerned and assuming of course that the mortgagee had made no false 
representations. 

Mr. Simon. Of course the mortgagee had to know it was one build- 
ing and the mortgage was—— 

Mr. Bovarp. When you say one building, there is nothing in the law 
that requires it to be separate, or require a space between buildings. 
You can have a wall, a separate wall, and have the other building right 
up against it, and have one mortgage covering one and one mortgage 
covering another, as you know 
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so there Mr. Srwon. With the same halls running through each floor ? 

it at all. Mr. Bovarp. That is a question of deciding as to whether or not it 

no mort- was a separate real estate entity. I can assure you that the legal 
division did everything in its power to protect this $5 million 
limitation. 

il inten- Mr. Stmon. Did you ever write a memorandum to the Commissioner 

required saying that you disapproved of the mortgage on the Woodner and 
Claiborne Towers? 

particu- Mr. Bovarp. I have no doubt that I wrote him memoranda on par- 

xcess of ticular cases. We had many conferences. I recall one extensive con- 

holders, ference that we had in connection with Arlington Towers proposition. 

same or The Cuatrman. Arlington Towers? 





Mr. Bovarp. Yes. I don’t know whether that has 
The Cuarrman. We haven’t gotten into that one yet. We will get 


rardless into that one. 
must be Mr. Bovarp. And then of course on that, I am confident that the 
thing is separate but they may be right smack up against each other, 
vhat we but nevertheless, this New Orleans one didn’t come to our attention 
r apart- until, as I recall, after it was all over. 
The Cuamman. In other words, after it came to your attention it 
luxury, was too late to do anything about it? 
Mr. Bovarp. That is right. 
Kk your The Cuarrmman. Is that true of the Woodner Hotel ? 
ling of Mr. Bovarp. No. The Woodner came to us at a time when the build- 
into 2 ing was under construction as I recall, and we found that the bathroom 
build of one project extended over into, across the property lines of the other 
ig, and mortgage, and we required extensive alterations to make the thing 
ns? J absolutely separate legal entities. 
ulding The Cuatrman. How did you make them separate? Are you certain 
ge and they were made separate ¢ 
i hotel Mr. Bovarp. I am certain they were made—well, I haven’t in- 
spected it. © 
The Cuarrman. Is there a wall between the two Woodner buildings, 
or the so that one person can’t go from one into the other ¢ 
ind of Mr. Bovarp. I think so, Senator, but I—— 
rective The Carman, You think so? 
Mr. Bovarp. I could not decide that. 
iborne Mr. Burwetu. Could we see the file on that, Senator ¢ 
wful? The Cuarmman. You had better correct your testimony on that. 
lly—I Mr. Burwett. May I ask at this time that we be permitted to see 


the files? I do think there is some difficulty in his remembering all 


issued these specific documents, and whether he separated or didn’t separate 
a bathroom in New Orleans, and he wants to be perfectly honest and 

ew of if he can see the files he will be as specific as he can with those on the 

3 con table. 

) false Mr. Sraon. Isn’t it also true hotels were not to be built under 
section 608, Mr. Bovard ¢ 

yuild Mr. Bovarp. It was an administrative policy which we tried to 
enforce. 

e law Mr. Sruon. And doesn’t the Woodner operate as a hotel ! 

lings. Mr. Bovarp. Of course the law doesn’t specify or name hotels or 

right anything of that sort. i 

tgage Mr. Simon. But it talks about rental housing projects ‘ 


Mr. Bovarp. Yes. 
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Mr. Suwon. And certainly a hotel isn’t a rental housing project? 

Mr. Bovarp. Not astrictly commercial hotel, but 

Mr. Simon. Do you know any reason why the Commissioner has 
permitted the Woodner to operate as a hotel ? 

Mr. Bovarp. I didn’t even know that it was operating as a hotel. 
I think that that is a question that is disputed as to what is a hotel, 
but I am confident that the Commissioners will probably be able to 
tell you better on those points. 

The Cuarman. Unfortunately Mr. Powell who handled all this 
refuses to testify so we have to try to get the information from the 
other people. 

Mr. Bovarp. He was Assistant Commissioner. 

Mr. Burwe ty. Sir, he was an assistant and I don’t think either 
Commissioner has either appeared in this particular phase of the pro- 
ceeding or has refused to testify. 

The CuarrMan. We will have them. 

Mr. Bovarp. There are many memoranda in the file. 

Mr. Simon. In other words, it would in your opinion, be unlawful 
to permit the Woodner to operate as a hotel ? 

Mr. Bovarp. When you say unlawful, I don’t know that it is as a 
matter of law. I think it isas a matter of policy. It would be contrary 
to the FHA policy to permit any hotel, any apartment house to operate 
as a hotel. 

Mr. Stmon. Wouldn’t it also be contrary to statute ? 

Mr. Bovarp. I don’t think so. 

Mr. Srwon. Wasn’t the statute limited to rental housing ? 

Mr. Bovarp. Well, what do you mean by a hotel ? 

Mr. Srwon. I mean a place where you can walk in with your suit- 
case and get a room for 1 or 2 days and leave. 

Mr. Bovarp. Well—— 

Mr. Simon. Transient places. 

Mr. Bovarp. Of course the rights of the mortgagor corporation are 
determined by the provisions of the charter, are they not? 

Mr. Srwon. But the charter cannot exceed the statutory authority 
granted by Congress. Isn’t that true, Mr. Bovard ? 

Mr. Bovarp. Well, the st: itutory controls on Congress don’t have 
any reference to this matter at all. There is nothing in the statute that 
would prevent a mortgagor corporation from running an apartment 
house as a hotel, if he so chose. 

Mr. Simon. Isn’t there something in the statute that prevents the 
Commissioner from issuing a mortgage insurance commitment for a 
hotel ? 

Mr. Bovarp. We have never issued a mortgage insurance commit- 
ment for a hotel as far as I know. 

Mr. Srwon. You don’t know that the Woodner is a hotel ? 

Mr. Bovarp. It wasn’t a hotel when we issued the commitment cer- 
tainly. There is nothing in our commitment that indicates that it is 
a hotel. 

Mr. Srwon. It was a vacant lot when you issued your commitment, 
wasn’t it ? 

Mr. Bovarp. Yes, so certainly, there was no violation of the statute, 
so far as I can see. 

Mr. Srwon. Certainly they had to build the building first but wasn’t 
your commitment limited to insuring the mortgage to a rental housing 
project? 
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Mr. Bovarp. Yes, it was. 

The Cuammay. Well, then if it was, can they operate it as a hotel 
today ? 

Mr. Bovarp. They might—not without violating FHA policy and 
possibly violating the charter, but their rights would be governed by 
the charter. 

Mr. Suwon. Mr. Bovard, are you familiar with some conferences 
that took place in March 1952 with respect to what action should be 
taken against an approved mortgagee at Minneapolis, Minn., who 
had filed an application for an FHA mortgage insurance, listing cer- 
iain named sponsors of a section 608 project, whereas in fact the real 
sponsor was an FHA employee, who had paid transportation to Miami 
each of another FHA employee and his wife and entertained them 
at Miami Beach. 

Do you recall the meetings in March 1952, with respect to that 
mortgagee ? 

Mr. Bovarp. I don’t recall it by the information that you have 
given. I know of course we had some cases where some FHA em- 
ployees were interested in section 608 projects, and as soon as we 
(discovered it we took appropriate administrative action with respect 
to it. 

Mr. Srwon. What I was leading to, and we should get the file if you 
want a recollection of it, is that you advised there was no action under 
FHA rules and regulations which could be taken against that em- 
ployee. Do you recall that meeting and that advice ? 

Mr. Bovarp. I do not. I would have to see the files on that. 

Mr. Simon. We will get it. 

The Cuairman. Any questions, Senator Payne? 

Senator Sparkman ¢ 

Senator Payne. The only thing, Mr. Chairman, I would just like to 
try to get cleared up in my mind if Mr. Bovard would be willing to 
tell me; Mr. Bovard, when you were shown that form earlier, that 
the chairman has in front of him there, what was that form supposed 
to reflect ? 

Mr. Sruon. The Senator is referring to the application form. 

Senator Payne. The application. 

Mr. Bovarp. I am not familiar at all with any of the provisions 
of it. 

The CuatrmMan. Read what it says at the top. 

Mr. Bovarp. I know what its purpose is. 

The CHarrman. What does it say at the top ? 

Mr. Bovarp (reading) : 

To the Federal Housing Commissioner: Pursuant to the provisions of section 
608 of the National Housing Act and the administrative rules and regulations 

The Cuatmrman. Read the lead line, the top. 

Mr. Bovarp (reading) : 

2 Application for mortgage insurance under section 608 of the National Housing 
ct. 

The Cuarrman. That is all I want you to read. It is an applica- 
tion for insurance, isn’t it? It is an application for insurance ? 

Senator Payne. That is an application for mortgage insurance ? 

Mr. Bovarp. That is right. 
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Senator Payne. Let me ask you this, Mr. Bovard. Did you ever 
know or understand the fact that architects’ fees were actually being 
computed at about one-half of 1 percent? Now in view of the fact 
that many of these cases must have come to your attention during the 
course of your activities as chief counsel 

Mr. Bovarp. No, they didn’t. 

Senator Payne. In the work that you did as Chief Counsel, you 
must have had a tremendous number of contacts with individuals with- 
in the agency in which you would discuss the provisions of the forms 
and what they contained, and what the practices were, et cetera. Isn’t 
that true ? 

Mr. Bovarp. Well, we may have had some. They were handled 
mostly by members of my staff. If it was an important legal deter- 
mination involved, they would probably discuss it with me possibly. 

Senator Payne. When a member of your staff made a legal deter- 
mination, didn’t he celar that legal determination with you as Chief 
Counsel? 

Mr. Bovarp. If it were a new proposition, they usually did. I am 
confidant of that. 

Senator Payne. You would have known that the architects’ fees 
were only one-half of 1 percent? 

Mr. Bovarp. The amount of the architects’ fees and the amount of 
the cost determinations and estimates wouldn’t come to us at all. They 
would be handled as policy matters, or underwriting matters. 

Mr. Srwon. The architects’ fee of Claiborne Towers came to your 
attention sey’ you wrote the Attorney General, didn’t they ? 

Mr. Bovarp. Idon’t know. It is possible. 

Mr. Stmon. You have before you your letter of April 1951, to At- 
torney General on architects’ fees at Claiborne Towers? 

Mr. Bovarp. Undoubtedly the architects’ fees- 

Mr. Stmon. Certainly with respect to that particular project you 
knew the architects’ fees were approximately 10 percent of the amount 
in the application ? 

Mr. Bov. xrp. Let me read the letter and see. 

The Cuarrman. Why don’t you read the letter out loud. 

Mr. Bovarp. Sure. This is a letter to the Honorable Attorney Gen- 
eral, Re Shelby Claiborne Towers and Shelby General Claiborne 
Towers, New Orleans, La. : 








This is in reference to your letter of July 13, 1951, enclosing a copy of a letter 
addressed to your office from Mr. John N. McKay, United States attorney, New 
Orleans, La., dated July 6, 1951, in reference to the above subject. 

Shortly after the receipt of your letter an administrative officer attached to 
the Washington staff was in New Orleans and discussed the matter personally 
with Mr. McKay, and at the same time went over the subject matter of the com- 
paints with the local insuring office and requested the local insuring office to 
submit a detailed report in regard to the particular complaint items. The local 
insuring office has now submitted its report and based upon the data submitted 
it is our opinion that there is no substantial evidence to support a complaint of 
fraud against the United States nor do we feel that a more complete investigation 
is indicated. 

The local insuring office made a personal inspection of a dwelling now under 
construction and owned by one of the officers of the owning mortgagor-corpora- 
tion and reports that the materials, bricks, water heaters and kitchen equipment 
were entirely dissimilar to the materials, being used on Claiborne Towers and 
Governor Claiborne Apartments, and that the subcontractors constructing this 
residence were not the same as those for the insured mortgage projects. The 
particular residence is owned by Mr. Paul Kapelow and is the only residence 
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within the knowledge of the insuring office which is being built by an official 
of either Claiborne Towers, Governor Claiborne, or Shelby Construction Co. 
A most complete examination was made and no evidence was disclosed indicat- 
ing a diversion of materials from the captioned projects to the private residence 
of Mr. Kapelow. 

In regard to the rumors that these projects are to be converted from apartment 
buildings, as well as rent schedules, Any action taken by this Administration 
is in complete control of any such change in construction or in the use of the 
buildings, as well as rent schedules. Any action taken by this Administration 
will, of course, be consistent with the statutory authority of the Federal Housing 
Commissioner. 

The situation with respect to the architect and the fees to be paid is a matter 
more properly for investigation and prosecution, if any, under the laws of the 
State of Louisiana insofar as the requirements of the Louisiana laws are con- 
cerned. Our files indicate that as far as this Administration can determine the 
requirements of this Administration have been met, or at least we find no evi- 
dence of violations of our requirements nor any evidence indicating any fraud 
against the United States in connection therewith. As you know, the determina- 
tions made by this Administration with respect to the maximum insurable mort- 
gage must necessarily be based upon estimates. The commitment for insurance 
which is issued to the lending institution covers the insurance of a mort- 
gage in a specified amount subject to completion of construction in accordance 
with the FHA requirements and there are no reexaminations of the actual costs 
which would in any way affect the amount specified in the commitment. The 
fact that an architect may not have been actually paid the amount of fees in- 
cluded in our estimates would not of itself indicate the existence of fraud or the 
possibility of fraud any more than the fact that the actual costs of physical im- 
provements may be less than the estimates of costs made prior to the issuance 
of the commitment and upon which the mortgage amount specified in the com- 
mitment was determined. 

This Administration is, of course, vitally concerned with any possibility of 
fraud or improper action concerning any matters within the responsibility of this 
Administration, but as heretofore outlined our examination of the complaints 
discussed by Mr. McKay does not indicate any substantial evidence indicating 
existence of any fraud against the United States nor any irregularities or im- 
proper actions in connection with the issuance of these projects. Nevertheless, 
we very much appreciate your action in calling this matter to our attention and 
giving us an opportunity to examine the complaints and satisfy ourselves with 
respect thereto. 

Senator Payne. What was the date of that letter, Mr. Bovard ? 

Mr. Bovarp. August 14, 1951. 

The CuHatrman. The letter was addressed to Attorney General 
McGrath. 

In talking about the fees there, architects fees, you, of course, knew 
when you wrote that letter that the actual fee paid was one-half of 1 
percent? And that the amount that was used in arriving at the mort- 
gage in the setting of the rents was 5 percent, did you not ? 

Mr. Bovarp. I had no personal recollection. I have no personai 
recollection of the matter. 

Mr. Smmon. You don’t have any doubt but that is the fact, though, 
do you? 

Mr. Burwe .. I believe, Mr. Chairman, before you continue on this 
particular one you would give him the file. 

The CHarrmMan. Let me ask you this question: If the facts are as I 


stated, and if you had known the facts as I am going to state them, 
9 


would you then have written the kind of a letter ‘that you did? The 
facts are that they actually made one-half of 1 percent, and yet Cney 
put 5 percent in their application. The mortgage was based upon 5 
percent and the rents have been based upon 5 percent. Had you known 
those facts when you wrote that letter, would you have come to the 
same conclusion that you did ? 
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Mr. Bovarp. It is possible, but I would have to look at the complete 
file and see just what the relationship between the 5 percent allowance 
and how the underwriting department figured their estimate of costs. 

Senator Payne. Mr. Bovard, that law that I referred to previously 
was enacted in 1947, isthat right ? 

Mr. Bovarp. An amendment, which was the injunction on the Ad 
ministrator to use every feasible means to see that our estimates 
Senator Payne. There was a reason for that, wasn’t there? 

Mr. Bovarp. Well, lassume so. No question about it. 

Senator Payne. That was 1947, and that letter was 1951. I am not 
a lawyer, but I happen to have been in fiancial activity as an account- 
ant, and also have a little background on this matter. An estimate is 
the total compilation of all of the figures that go up to make a total, 
is that right? 

Mr. Bovarp. I think so. 

Senator Payne. This amendment that was put in refers to “such 
estimates,” plural. Would you not interpret as a lawyer that in con- 
struing the effect of this amendment, that when the word “estimates,” 
plural, is used, it means each and every component part that goes in 
to make up one estimate? In other words, architect fees, separate, 
masonry fees, land, improvement, and all of the other factors? 

Mr. Bovarp. Yes. I would agree with you entirely. 

Senator Payne. All right,sir. If that interpretation is correct, and 
it refers in the plural to estimates, then can there be any question in 
your mind as to the fact that if a person in making an application 
to secure mortgage insurance from the United States Government 
placed a figure of 5 percent in that application, knowing full well that 
it was actually going to be a half of 1 percent, that that wasn’t a 
fraudulent statement on its face? 

Mr. Bovarp. I don’t think, Senator, that the law would have any 
reference to the act of the mortgagor. I mean if it was a fraudulent 
representation, it wouldn’t be because of that statute. That statute 
is a direction to the Commissioner. 

Senator Payne. That is right, and to protect the United States 
Government and all of the taxpayers who contribute to it. 

Mr. Bovarp. It is a direction to the Commissioners to see that their 
estimates of costs approximate the actual cost, to the greatest, and to 
see that they use every feasible means that they do. 

Senator Payne. They couldn’t have called on a feasible means if 
the cost that was known and was pretty generally known in the trade 
was one-half of 1 percent, and they continually put down 5 percent— 
somebody and I don’t know who it is—somebody was pretty negligent 
in protecting the interests of the United States Government and all 
of the taxpayers at that time. I am just going to say this, Mr. Bovard: 
As far as I have been able to determine here this morning, the Con- 
gress can put into effect, or could have put into effect many laws, 
but certainly the interpretations that were given to those laws en- 
acted by the Congress, from what I have heard here this morning, 

were never carried out in the interests of the Government and the 
people who make up this Government, but were very liberally con- 
strued—far beyond what my feeble mind is able to discern—in the 
favor of those who were constructing and making profits out of these 
projects. 
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Mr. Burwtty. Mr. Chairman, may I in the interest of my client 
in these charges ask that that—that the Senator reconsider that as an 
indictment aimed at my client, and I can’t get in the position of argu- 
ing with a Senator as counsel, but I do suggest that if there were 
frauds, that there should be indictments in our courts. If Mr. Bovard 
has committed any crime, he should be indicted, but that I am sure the 
Senator doesn’t mean to indict him here, where he has no rights 

Senator Payne. I do not. 

Mr. Burwe tt. In an action before the Civil Service Commission 
and our courts. I am sure he doesn’t mean to be unfair, but I sub- 
mit it is unfair to indict him before he has had a hearing in any court. 

Senator Payne. Let me say that I do not want to be unfair in any 
way on the thing and if anything that I have said there in any way, 
shape or form would in any reflect on your client, I certainly want 
it stricken, and I apologize if I have said anything. 

Mr. Burwet.. I appreciate your courtesy. 

The Cuairman. Let the record speak for itself, because I feel about 
the same as the Senator from Maine. I want the record to show that, 
too. I am making no apology for it and I am not withdrawing it, be- 
cause this is the second time we have had this gentleman before us, 
and both times we have had the same sort of answers, and he was 20 
years with this organization, and 15 years the general counsel. 

Mr. Burwe t. Sir 

The Cuatrman. I am thoroughly discouraged, and 

Mr. Burwewu. My client has tried to be honest. He has not pleaded 
the fifth amendment which he could. He has not seen the files. We 
have been picking out isolated correspondence and picking his memory 
3 or 4 years ago, on complicated transactions with no specific questions. 

Now, he is a perfectly honest man that wants to answer these ques- 
tions as honestly as possible, and I again want to protest a prejudg- 
ment of this case before the Civil Service Commission and our cuurts 
here. 

Mr. Bovarp. May I add one—— 

Mr. Burwetw. I respectfully request that the chairman’s remarks 
not go into the record and to the civil service and the courts, before 
he has even had a hearing at all—get all that material. 

The Crarmman. Well, as far as the chairman is concerned, the 
record can speak for itself and anybody that wants to can read the 
testimony of what this gentleman said this morning and what I said 
and what others said and come to their own conclusion. If they come 
to any other conclusion than I have, I am happy. 

Mr. Bovarp. The only point that I was going to mention, Senator, 
was in connection with the question with respect to the architect’s 
fees, etc. It may be that the FHA did not use every feasible means 
to make their cost estimates correspond as closely as possible. I don’t 
know. That was not in my department. If they did, that was a dere- 
liction on the part of the FHA. 

Senator Payne. You will forgive me, Mr. Bovard—— 

Mr. Bovarp. It was not a question of interpretation. 

Senator Payne. Please take this as I give it. From what I have 
listened to this morning, nothing was under your department. 

Mr. Bovarp. Well, I don’t know, there has been a lot of questions. 

The Crarrman. Every time you didn’t know something you blame 
it on a subordinate. 
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Mr. Bovarp. Well, bear in mind now, the National Housing Act 
doesn’t require the Commissioner to have a general counsel. What 
duties are given to him are delegated by the Commissioner, and I am 
not the head of the agency, never have been. 

Senator Payne. Was he a lawyer? 

Mr. Bovarp. Some of them were. Mr. Ferguson was a lawyer, Mr. 
Richards. 

The Cuarrman. Are there any other questions? If not, we will 
finish with Mr. Bovard. 

Senator Sparkman. Mr. Chairman, I think the practice was wholly 
bad—and this is not the first time I have said it before this committee— 
but in all fairness to the record, I believe the staff ought to go back 
and examine the minutes of this committee, and you will find that 
as early as 1949, 1950, 1951, protest was being made before this com- 
mittee that this very practice was being carried out. Senator Long 
offered an amendment and the committee refused to accept the 
amendment. 

The testimony at that time was that the architect’s fees were being 
regularly put in at 5 percent and my recollection is Senator Long 
offered an amendment limiting it to 2 percent, and the committee itself 
declined to accept that amendment. 

I don’t say that in trying to cover up the practice. I think it, was 
bad. I was for the Long amendment, but we certainly ought to re- 
member that there may have been some dereliction on the part of 
Congress and on the part of this committee. 

The Cuatrman. Well, I don’t see how the amendment of 1947 could 
have been any more clear. It says exactly, I think, what it meant, 
and I agree a hundred percent with the able Senator here that this 
committee 

Senator Sparkman. I don’t quarrel with it 

The Cuarrman. This committee from time to time has asked these 
gentlemen for testimony on this whole subject, any they have never 
seen fit to give us testimony. Why I am a little disturbed wiih the 
witness this morning is because he has been up here before and testi- 
fied and at no time did he ever call these matters to the attention of 
anyone. And another reason I am a little bit discouraged is because 
we are getting the same thing from this gentleman that the Attorney 
Generals have been getting right straight through from FHA offi- 
cials, and that is that nothing could be done to prosecute anybody 
for violating the law; that everybody was within their rights. I am 
getting a little bit discouraged. 

Senator Sparkman. I share with you in it and I certainly don’t 
want anything I have said to be interpreted otherwise, but I just don’t 
believe we ought to take a “holier than thou” attitude when the matter 
was called to our attention and one of our own Members offered an 
amendment to correct it, not once but several times, and the commit- 
tee declined to accept the correction. 

The Cuarrman. That is right. 

Well, we have had an abundance of testimony from Mr. Powell and 
all of them—including this witness, I think, if I am wrong about it 
we will withdraw the statement—that this mortgaging out couldn’t 
happen. We had testimony from industry it couldn’t happen. We 
had testimony from the head of the Mortgage Bankers Association 
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it couldn’t happen. And there was testimony that was put into the 
record a few minutes ago from Mr. Powell, that it just couldn’t hap- 
pen, when either 2 days or 2 weeks before that he had written a letter 
about a project in New York City had written him saying they were 
going to mortgage out and declare $1,300,000 in dividends. Yet 2 
days later he comes up here and testifies that he never heard of any 
euch thing. 

I don’t mind telling you that somebody is lying, the big word, see, 
about all this matter, and the purpose of this hearing is to find out 
who. 

Senator SparkMan. I brought out in cross-examination right here 
it was being done. 

The Cuarrman. I have no criticism of any Senator that is on the 
committee at the moment or has been on it in the past because I think 
every Senator has talked about it from time to time and asked ques- 
tions of witnesses when the bills would come up for passage. There 
is no question about it, and they have kept it from us and frankly 
we don’t like it. 

Mr. Burwetxt. Mr. Chairman—— 

Mr. Neext. Mr. Chairman, may I make a statement, please, sir? 

The Cuarman. What is your name? 

Mr. Nee. My name is Samuel Neel, and I am general counsel of 
the Mortgage Bankers Association of America. 

The CuHarrMan. Will yoube sworn? Do you solemnly swear to tell 
the truth, the whole truth, and nothing but the truth, so help you God ? 


Mr. Neev. I do. 


TESTIMONY OF SAMUEL NEEL, GENERAL COUNSEL, MORTGAGE 
BANKERS ASSOCIATION OF AMERICA 


Mr. Nee. If I heard you correctly, you said the head of the Mort- 
gage Bankers Association said mortgaging-out could never happen. 
To my knowledge, he never made such a statement. In fact, the mort- 
gage bankers testified before your committee on many occasions 
against the extension of section 608, 

The Cuarman. We have it in the record, what Mr. Clarke said 
when he was a member. Was he once the head of the Mortgage 
Bankers Association ¢ 

Mr. Neetu. He is now president of Mortgage Bankers Association, 
and I say neither he nor any representative of the association ever 
testified before your committee that mortgaging-out could not occur. 

The Cuarrman. Is Mr. Lockwood a member ¢ 

Mr. Nert. Mr. Lockwood was a president of the Home Builders 
Association. 

The Cuairman. You will find also that Mortgage Bankers Associ- 
ation when this investigation started had some very unkind things to 
say about it, too. 

{r. Nest. The Mortgage Bankers Association had some very un- 
kind things to say about the manner in which Mr. Hollyday was dis- 
missed. It made no public statement about the manner of conducting 
this investigation. 

Mr. Burweu. Mr. Chairman, may I ask one last question,-sir? I 
I don’t have any interest in this entire hearing except as a modest tax- 
payer, and except as counsel for Mr. Bovard; I don’t believe that in 
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your impromptu remarks about the general situation, where you said 
someone was lying, that you meant to ) imply that Mr. Bovard is. 

The Cuarrman. I meant to say that somebody in the past has been 
lying to this committee; that they knew nothing about mortgaging: 
out, and saying it couldn’t happen. We have even had witnesses say 
that it sounded to them when we called it to their attention like bar- 
room talk. 

Mr. Burwe tt. I am right, sir, in thinking that you are not implying 
Mr. Bovard is lying now or at other times ¢ 

The Cuamman. I didn’t say Mr. Bovard or anybody had, but I 
think the record speaks for itself that over the years these people were 
not telling the truth. 

Mr. Burwe wv. I wanted to make it clear you weren’t implying that 
Mr. Bovard was lying. 

The Curran. Are there any other questions of Mr. Bovard? If 
not, we will dismiss you, Mr. Bovard, but you remain under subpena 
because we may want to call you back. 

Now, where is Mr. Loftus? Miss Johnson is here for Mr. Loftus. 

Mr. Burwet. May I ask, Senator, that we be permitted to see any 
records on which Mr. Bovard will be examined in the future? 

The Cuarrman. You may. 

Mr. Burwetu. We haven’t had that privilege thus far and I think 
we can get along faster if he is. 

The Cramman. You m: uy see any record you think you ought to see. 

Mr. Burwett. May I deal with Mr. Simon and ask him that? 

The Cuarrman. Yes. There is no objection whatsoever. We want 
the facts but we certainly get discouraged when we have to beat our 
brains out here trying to get the facts from people that ought to be 
willing to give them to us and ought to come in here and testify, that 
have been working for the Government for years and years and years, 
in high positions. They come in here and invoke the fifth amendment. 

Mr. Burwet. We did not take the fifth amendment as we could 
have arid if we get the files we are willing to come here as often as you 
want to see us. 

The Crarrman. But you are saying you are fighting the discharge, 
ctc., or the suspension, as though a man—I presume you take the posi- 
tion that a man should work for the Government forever. 

Mr. Burwewv. I do not, sir. I take the position that if a man is 
charged it should be proven and our courts take that position and that 
is where the matter is going. 

The Cuamman. This gentleman here. 

This is a note from Dr. John W. Barnhart, of Wilmington, Del., 
dated June 30: 


To Whom It May Concern: 

This is to certify that Mr. Don A. Loftus is under medical care and will be 
unable to appear at a Senate committee meeting until at least July 5, 1954. 

It is signed “Dr. John W. Barnhart.” And what is your name and 
address, please? 

Mr. “4 iss. My name is Bliss, Herbert J. The address is 250 Park 
Avenue, New York 17. 

The Cuamman. 250 Park Avenue, New York City ? 

Mr. Buss. That is the office address. 

The Cuamman. Are you an employee of Mr. Loftus? 
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Mr. Buss. No. I am associated with his attorney, Edward J. Egan. 

The Cuairman. Edward J. Egan. f 

Will you remain here? Is Mr. Murphey here representing Mr. 
Loftus who was supposed to bring us certain records today? Will you 
come up, Mr. Murphey, and give the records, please? What is your 
name, please ? 

Mr. Moureney. Murphey. 

The Cuamman. What is your first name? 

Mr. Mureuey. Gerald Murphey. 

The Cuarrman. What is your address? 

Mr. Murpney. Columbus, Ohio. 

The Cuamman. Will you be sworn? Do you solemnly swear the 
testimony you are about to give is the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Murpuey. I do. 


TESTIMONY OF GERALD MURPHEY, BEVERLY MANOR, 
COLUMBUS, OHIO 


Mr. Srmon. Mr. Murphey, do you have the stockbook and minute 
book of the Beverly Manor Corps. in Columbus ¢ 

Mr. Mourreuey. I do not have the minute books or the stockbooks, 

Mr. Srmon. Who has them, Mr. Murphey ¢ 

Mr. Mvurruey. So far as I know, they are in the custody of an at- 
torney in New York City. 

Mr. Srwon. What is his name? 

Mr. Murruey. Reynold Drews. 

Mr. Stmon. Isthat your firm ¢ 

Mr. Butss. No, it is not. 

Mr. Simon. Do you know for what reason Mr. Drews has them ? 

Mr. Mourruey. It is my understanding he has recently, within the 
last 6 months, become secretary of the Beverly Manor Corp. 

Mr. Simon. What is Mr. Loftus’ position with Beverly Manor 
Corp. ¢ 

Mr. Murruey. President. 

The Cuarrman. And is there any reason why you did not bring 
the books as you were subpenaed to do so? 

Mr. Moreney. I think I brought and have with me what I was 
requested to bring. 

Mr. Srwon. Did you try to get the minute book and stockbook ¢ 

Mr. Mourreuey. No, sir, I didn’t. 

Mr. Stmon. You made no effort to get it ? 

Mr. Morruey. No. 

Mr. Srwon. Are you able to produce them for us? 

Mr. Murrney. I would think so. I do not have access to them. 

The CuarrMan. The subpena required that you bring them. 

Mr. Murruey. I talked to a Mr. Walter on your staff and he said to 
bring corporate records, canceled checks, and what I knew about the 
sale of the land. 

The Cuarrman. You didn’t get the subpena. Mr. Loftus was sub- 
penaed to bring it. 

Mr. Mureney. I came voluntarily. 

Mr. Stmon. How about the Cleveland Parkway corporations. You 
are manager of that, too, aren’t you ¢ 

Mr. Murpuey. No,sir. I have no connection with Cleveland. 
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Mr. Stmon. No connection ? 

Mr. Murrney. No. 

Mr. Simon. You don’t know who has the stock or minute book on 
the Cleveland corporations? 

Mr. Mureney. I donot. 

The Cuairman. We will direct a subpena to this lawyer in New 
York—what did you say his name was, the man that has the records 
in New York? 

Mr. Murruey. Reynold Drews. 

The Cuatrrman. What is his address? 

Mr. Murruey. Chrysler Building. 

Mr. Simon. D-r-e-w-s? 

Mr. Mureney. Yes. 

Mr. Simon. What is his first name ! 

Mr. Murrury. Reynold. 

Mr. Stmon. You have no connection with Mr. Loftus’ Cleveland 
properties ¢ 

Mr. Mureuey. None whatever. 

Mr. Srwon. You don’t know who would have those stockbooks ? 

Mr. Murruey. I do not. 

Mr. Simon. Do you have any connection with Mr. Loftus’ Cleve- 
land property ¢ 

Mr. Buss. No, sir. 

Mr. Suwon. Your firm doesn’t represent him generally, I take it? 

Mr. Briss. No, sir, we do not. 

Mr. Simon. You just represent him in this matter ? 

Mr. Buss. A few others, personal matters. 

Mr. Stmon. Do you know whether Mr. Loftus could at the next 
hearing bring us the stockbook, the minute book on the four Cleveland 
corporations ¢ 

Mr. Buss. I do not know, but I will try to find out. 

Mr. Suwon. Could you find out for us who has them if he doesn’t 
have them ¢ 

Mr. Buiss. I can try, yes. 

Mr. Srmon. Mr. Murphey, do you have the audits of the Columbus 
corporations with you? 

Mr. Murruey. Yes, sir. 

Mr. Simon. Would you give us those, please, and do you have the 
contracts with respect to the sale of the land from Mr. Loftus to the 
corporations ¢ 

Mr. Murruey. Not with respect to the sale by Mr. Loftus to the 
corporations, but I do have the contract from the sale of the former 
owner, Ralston Steel Car Co. 

Mr. Stmon. Didn’t we particularly tell you we wanted the contracts 
of the sale from Mr. Loftus to the corporations? I know I personally 
told you that yesterday. 

Mr. Murruey. I say I have the information. I don’t have the con- 
tract. 

Mr. Sion. Where are the contracts, Mr. Murphey ¢ 

Mr. Mourreuey. I am not aware of that. 

Mr. Stwon. Do you know who has them ? 

Mr. Murrney. They may be in the files in the Columbus office. 

Mr. Staon. In the Columbus office ? 

Mr. Morruey. Yes, sir. 
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Mr. Stmon. Aren’t you in charge of that office? 

Mr. Mourpney. Yes, sir. I have with me sufficient information that 
I do know 

Mr. Stmon. Where did you get that information ? 

Mr. Moreuey. From the books. I know what the corporations paid 
for the land. 

Mr. Simon. Do you have the canceled checks and contracts in your 
office ? 

Mr. Morrney. No. 

The Cuatrman. Where are they? 

Mr. Murreney. This was all done prior to the incorporation of the 
Beverly Manor companies. 

Mr. Simon. Who would have the canceled checks and the contracts ? 

Mr. Murruery. Those were among individuals before the corpora- 
tion was formed. 

Mr. Srmon. I take it at some stage—the corporation now owns the 
land ¢ 

Mr. Morruey. Yes, sir. 

Mr. Srmon. Then the corporation had to receive the land after it was 
incorporated, didn’t it ? 

Mr. Morruey. Right, sir. 

Mr. Srwon. And we would like the canceled checks and the con- 
tracts dealing with the land from the time that Mr. Loftus disposed of 
it until it got into the corporation. 

Mr. Morpuey. I think I have that with me. 

Mr. Simon. You have the contracts and canceled checks? You 
have the canceled checks ? 

Mr. Mourpuey. Yes, sir. 

Mr. Stmon. We would like those, too, and to have the contracts 
made available to us. 

The Cuarrman. You see Mr. Simon and whatever you fail to have 
you can supply. 

We will set a date for Mr, Loftus’ appearance cn July 13, at 10 
o’clock. 

Mr. Morpney. I think I can explain this to Mr. Simon so he will 
know I do have what you want. 

The CHarrMAN. Without objection, we will place in the record at 
this point the written message of Dr. John W. Barnhart with respect 
to Mr. Loftus. 

(The information referred to follows :) 





Dr. JOHN W. BARNHART 
BY APPOINTMENT 
1303 N. Franklin St., Wilmington, Del. 

Phone 2-—2547 Reg. No. 8092 

JUNE 30, 1954. 

T'o Whom It May Concern: 

This is to certify that Mr. Don A. Loftus is under medical care and will be 

unable to appear at a Senate committee meeting until at least July 5, 1954. 

J. W. BARNHART, M. D. 


The Cuarrman. Any other questions? Anybody from the audience 
have anything to say here? It seems to be a good morning for the 
audience. We had a testimonial here. Are there any other ques- 
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tions that anybody has this morning? We have to have a smile once 
in a while around here. 

If not, we will recess until 10 o’clock tomorrow morning, at which 
time our witness will be Charles H. Glueck, from Gary, Ind. 


(Whereupon, at 12:30 p. m., the committee recessed until 10 a. m., 
Friday, July 2, 1954.) 
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FRIDAY, JULY 2, 1954 


Unrrep States Senate, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 
The committee met, pursuant to recess, at 10 a. m., in room 301, Sen- 
ate Office Building, Senator Homer E. Capehart (chairman) presid- 
ing. 
Present: Senators Capehart, Bennett, and Payne. 
Also present: Mr. William Simon, general counsel, FHA investi- 
ation. 
. The Cuarrman. The committee will please come to order. Mr. 
Glueck, will you give your name, please, to the reporter—your full 
name and address ¢ 
Mr. Guueckx. Charles H. Glueck, 675 Lincoln Street, Gary, Ind. 
The Cuamman. And your attorney, will you please give your 
name ¢ 
Mr. Drarer. Alfred P. Draper, 504 Broadway, Gary, Ind. 
The Cuarrman. Mr. Glueck, will you please be sworn? Do you sol- 
emnly swear the testimony you are about to give will be the truth, the 
whole truth, and nothing but the truth so help you God? 


TESTIMONY OF CHARLES H. GLUECK, GARY, IND., MID-CITY 
INVESTMENT CO., ACCOMPANIED BY ALFRED P. DRAPER, 
COUNSEL 


Mr. Guiuecr. I do. 

The Cuarrman. Mr. Simon, we will start with you this morning. 

Mr. Simon. Mr. Glueck, what is your occupation ? 

Mr. Guiurck. Mortgage banker. 

Mr. Simon. Are you the president of Mid-City Investment Co. of 
Gary, Ind.? 

r.Guiurck. Yes, sir. 

Mr. Sron. How long have you been the president of Mid-City In- 
vestment Co. ? 

Mr. Guueck. Since 1944, 

Mr. Srmon. Was there a period of 2 or 3 months when at the re- 
quest of FHA you were suspended from being president of Mid-City ? 

Mr. Guiueck. I was not suspended. I resigned as president for a 
period of 3 months. 

Mr. Stmon. Was that at the request of FHA ? 

Mr. Guurck. Yes. 

Mr. Sruon. When was that? 
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Mr. Giurck. 1952, from April—the approximate date—April 11 to 
the end of June. 

Mr. Srwon. Are you acquainted with the Tri-City Village housing 
project in Gary ? 

Mr. Giurck. Yes, sir. 

Mr. Srwron. Did you at one time own the land on which that project 
was built ? 

Mr. Guiurck. I was part owner. 

Mr. Stuon. When was the land acquired and by whom ? 

Mr. Guiueck. It was acquired by my father and myself in 1949. 

Mr. Sraon. Do you know the approximate date in 1949? 

Mr. Guurck. I think approximately the late part of the year or 
latter part of the year, 1949. 

Mr. Srwon. Can you fix it any more definitely than that ? 

Mr. Guurck. Somewhere—I would say in November or December. 

Mr. Simon. Of 1949? 

Mr. Grvuccx. I believe so, yes. 

Mr. Stwon. How much land—— 

Mr. Grusck. Wait a minute. I would like to refresh myself on that. 
Iam not sure exactly of that date. 

Mr. Stmon. Maybe I can help you if I tell you that the FHA appli- 

cation was received by FHA on June 29, 1949. Does that help you fix 
hod ate ? 

Mr. Guiueck. Yes. Then it would be 1948 rather than 1949. 

Mr.S mon. December ? 

Mr. Grvuecx. Roughly then. 

Mr. Simon. How much land was involved in that purchase ? 

Mr. Griveck. The ground under which Tri-City was used ? 

Mr. S:mon. Well, in the purchase—you bought more land than just 
the Tri-City project ? 

Mr. Giteck. Approximately 45 or 47 acres. 

Mr. Stwon. Whom did you purchase it from ? 

Mr. Giurcx. Louis and Charles Simon. 

Mr. Simon. Do they reside in Chicago ? 

Mr. Giurck. No, in Gary. 

Mr. Srwon. How much did you pay for it? 

Mr. GLUECK. Approximately $50,000, or $50,000, something like 
that. 

The Cuarrman. I didn’t get that. Approximately what ? 

Mr. Giurcx. Approximately $50,000. 

Mr. Stuon. Do you know with any more certainty the purchase 
orice ¢ 
: Mr. Guiueck. Not exactly,no. I mean I could look it up, but exactly 
I don’t know. I would say somewhere in the neighborhood of $50,000. 

Mr. Srmon. You were asked the same question a week ago in execu- 
tive session, Mr. Glueck. Have you had any opportunity or occasion 
to verify the price since then ? 

Mr. Guurck. I have the file that I could look it up exactly. 

Mr. Sron. But you haven’t done it since the meeting last week ? 

Mr. Grueck. No. 

Mr. Srwon. $50,000 is your best recollection ? 

Mr. Griueckx. Approximately, yes. 

Mr. Srwon. How much of that acreage went into the Tri-City Vil- 
lage, Inc., company ¢ 
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Mr. Guveck. Approximately 37 acres, 38 acres. 

Mr. Srwon. Did any of that acreage go into the Major Apartments 
project ? 

Mr. Guueck. Yes, sir. 

Mr. Simon. How much of it went into that project ¢ 

Mr. Guvueck. The balance of it. 

Mr. Simon. So of the 45 to 47 acres that you paid, as near as you 
can remember $50,000 for, all of it went into either the Tri-City Village 
or the Major Ap: irtments projects; is that right ? 

Mr. Guitecx. That is correct. 

Mr. Stmon. In the spring of 1949, did you make a deal with Alfred 
Polland with respect to that land? 

Mr. Guvurck. Yes. 

Mr. Simon. What was the deal? 

Mr. Guveck. I made a deal to sell it to him. 

Mr. Srwon. To sell him what ? 

Mr. Guurck. The stock of the corporation, after the corporation— 
the corporation was to be formed and after the corporation was to 
be formed, the land was to be put into the corporation and I was to 
sell him the stock of the corporation. 

Mr. Srmon. Was the 37 acres to be put into a corporation to be 
called or it was called Tri-City Village, Inc. ? 

Mr. Guvueck. That is correct. 

Mr. Stmon. And the balance put into a corporation that was called 
Major Apartments, Inc. ? 

Mr. Guvuerck. That is correct. 

Mr. Stmon. And did the deal also contemplate that you would file 
applications for FHA mortgages for buildings to be built on the tract 
of land, by these two corporations ? 

Mr. Grvrcx. You mean individually or as an officer of our com- 
pany, to file application ? 

Mr. Stmon. Well, regardless of whether you filed it individually 
or as an officer of your corporation, did your deal presuppose that 
before Mr. Polland was to have purchased the stock of these corpora- 
tions, you were to obtain an FHA application ¢ 

Mr. Guivueck. That is correct. 

Mr. Simon. When did you make that deal with Mr. Polland? 

Mr. Guvueck. Prior to the filing of the application. 

Mr. Sruon. And how much in advance of that ? 

Mr. Guvueck. I imagine a month or two. 

Mr. Stmon. What was the capital stock of Tri-City Village, Inc. ? 

Mr. Guiueck. At what time? 

Mr. Stmon. At the time you incorporated it. 

Mr. Guvrck. I don’t remember the number of shares, but it was 
a certain number of shares of no par common, plus the 100 shares 
of preferred stock issued to FHA. 

Mr. Srmon. Was the cash amount $1,000 for the common stock ? 

Mr. Guiurck. You mean the initial filing of the corporation ? 

Mr. S:mon. Yes; the initial incorporation. 

Mr. Guurck. Yes. It was filed with the minimum requirement. 

Mr. Srmon. And what was the cash capital of Major Apartments, 
Inc. ? 

Mr. Guueck. Originally it would have been the same. They were 
originally filed with a minimum capital. 
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Mr. Srwon. How much was Mr. Polland to pay you for the stock 
in these two corporations ? 

Mr. Guiveck. Well, the deal was made with my father and myself 
to pay us, on Tri-City Village, to pay us approximately $350,000, and 
on Major Apartments, approximately $100,000, or $100,000 something, 
I don’t know. 

Mr. Simon. Do I understand correctly that you bought this land 
in December of 1948 for $50,000? 

Mr. Guiveck. Yes, sir. 

Mr. Simon. And that in April or May of 1949, you agreed to sell to 
Mr. Polland for $450,000 the stock in two corporations, which owned 
nothing but this same land and $1,000 of capital, and your under- 
taking to get an FHA commitment for a section 608 mortgage on 
each of the pieces of land ? 

Mr. Givueck. That is not quite correct. The Major Apartment deal 
was done afterward. The Tri-City was made originally; then the 
Major Corp. was sold at a later date. Tri-City was already under 
construction when I sold the Major. 

Mr. Simon. With that exception, is my statement accurate? 

Mr. Guivueck. That is correct, yes, sir. 

Mr. Simon. Then you did get $450,000 for the land which cost you 
$50,000, plus FHA commitments for mortgages for buildings to be 
built on the land, is that right ? 

Mr. Guivurck. I don’t quite get that—the land cost me $50,000 plus 
FHA commitment. I don’t understand that. 

Mr. Simon. The land cost you $50,000. 

Mr. Givueck. That is right. 

Mr. Stmon. And you received $450,000 for that land and FHA com- 
mitments for mortgages on properties to be built on the land ? 

Mr. Guivrck. No, sir. I didn’t sell any commitments. I received 
the money for that stock, for that land—the stock that the land 
represented. 

Mr. Simon. At the time you received the money, did the corpora- 
tions own anything other than the land and an FHA commitment 
for a mortgage on property to be built on the land? 

Mr. Giurck. Yes, sir. At the time I received the money, the prop- 
erties were well underway of construction. 

Mr. Srwon. At the time you made the contract ? 

Mr. Giueck. No. That is all they owned at that time. 

Mr. Soon. And that is all that you ever put into the corporations, 
is that right? 

Mr. Givueck. That is correct. 

Mr. Stmon. At the time you made this transaction, who was—— 

Mr. Guurck. May I add, that when you say that it all I put into 
the corporation, that is all financially in cash that I put into the 
corporation ? 

Mr. Smwon. You put some work in getting the applications? 

Mr. Guiueckx. And planning and layout and everything else. 

Mr. Simon. Now, at the time you obtained these FHA commit- 
ments, who was the Indiana State director ? 

Mr. Guueck. R. Ear] Peters. 

Mr. Stmon. How well acquainted with him were you? 

Mr. Guurck. Very weil acquainted. 
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Mr. Stmon. Will you tell the committee the relations you had with 
Mr. Peters with respect to the Florida Apartments project ? 

Mr. Guiurck. Yes, sir. If I may be allowed to read a letter here 
that I wrote to FHA completely explaining the entire relationship, I 
think it will give you 

Mr. Simon. We would be glad to have you do it, but first I would 
like to know whether you and he were jointly interested in the Florida 
Apartments protect 

Mr. Guurck. Yes, sir. 

Mr. Simon. You owned how much of the stock in Florida Apart- 
ments ¢ 

Mr. Guiurck. I own approximately half. 

Mr. Simon. And how much did you put up for that half? 

Mr. Guveck. $7,500, plus some fees that amounted to approximately 
a total of approximately $11,000. 

Mr. Srawon. And how much was put up for the other half of the 
stock ? 

Mr. Guvueck. I assume the same amount. 

Mr. Stmon. Do you know who put up the other $7,500? 

Mr. Guveck. As a matter of fact, 1 don’t know. I assume it was 
Mr. Peters. 

Mr. Smmon. You say you assume it was Mr. Peters, but I believe 
you told us last week that it was put up by his son-in-law, Mr. 
Mr. Fleming, is that right ? 

Mr. Guieuck. No, sir, I told you I assume he had put up the $200 
for the option. 

Mr. Simon. And there was an option to buy the land for $15,000? 

Mr. Guiueck. That is correct. 

Mr. Stmon. And Mr. Peters put up $7,500 and you put up $7,500? 

Mr. Guurck. Somebody put it up. I assume it was Mr. Peters. 

Mr. Stmon. And when the bailding was constructed, completed, 
did you turn over your stock to Mr. Peters in reimbursement for what 
you had put up? 

Mr. Guurck. I sold my stock to Mr. Peters’ nominee, his brother- 
in-law, Mr. Mentzer. I assigned that stock to Mr. Mentzer. 

Mr. Simon. And how mers did you receive for it ? 

Mr. Guiurck. Exactly what I had paid. 

Mr. Simon. No profit ? 

Mr. Guvueck. No profit. 

Mr. Stmon. The building was completed, of course? 

Mr. Guueck. It wasn’t quite completed—it was completed when I 
was paid, but it was not quite completed when 

The Cuarrman. Why did you turn this over for $7,500 with no 

rofit, whereas in Gary you just told us a moment ago that you wanted 

50,000. Was it because it was Mr. Peters, the State director? 

Mr. Guurck. I would partly say that. He asked me if I would 
sell him that half and I wd I would. 

The Cuarrman. You sold it to him without any profit at all? 

Mr. Guivurck. That is correct. 

The Cuarrman. But on similar deals in Gary you made $400,000? 
- Guveck. It wouldn’t be quite similar. [t is a much smaller 

eal. 

The Cuarrman. I mean similar in principle. 
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Mr. Guveck. That is correct. 

Senator Payne. Mr. Chairman, so I can get it fixed in my mind, 
what was the date upon which the development in Gary took place, 
approximately ? 

Mr. Giueck. 1949 or 1950, sir. 

Senator Payne. And what was the date when the so-called 
Florida 

Mr. Guivueck. 1947. 

Mr. Srmon. Mr. Glueck, did you ever have an apartment on the top 
floor of a building on 13th in Indianapolis, an apartment that might 
have been called a pornos apartment, but at any rate on the top 
floor of the building ? 

Mr. Guiurck. Yes. 

Mr. Srwon. Did Mr. Peters occupy an adjoining apartment on the 
top floor of that building? 

Mr. Givurck. Yes, sir. 

Mr. Suwon. Did you purchase the furniture for Mr. Peters’ apart- 
ment ? 

Mr. Guvurck. No, sir. 

Mr. Stmon. Did you have anything to do with purchasing the fur- 
niture for Mr. Peters’ apartment ? 

Mr. Guveck. Yes,sir. My wife went down and helped pick out fur- 
niture for both apartments at the same time. 

Mr. Smovon. Isn’t it a fact that on March 22, 1951, a contract was 
entered into between the L. S. Ayres Co. of Indianapolis, and Mid- 
City Apartments, signed by you for furniture and decorations for 
both of these apartments ? 

Mr. Guivurck. I don’t think so, sir. 

Mr. Srwon, Sir? 

Mr. Guvueck. If I signed it—if I signed that contract, why it was 
merely as a matter of convenience, but I know I did not pay for Mr. 
Peters’ furniture. 

The Cuarrman. Did you sign the contract ? 

Mr. Simon. The question is, Did you sign the contract ? 

Mr. Guveck. I don’t know. I don’t remember signing a contract. 
If they gave me a proposal for the furniture or something, I might 
have signed it. I do know that we were billed for that furniture, for 
all of it, and our office contacted Ayres, wrote them and asked them to 
rebill it correctly, which they did, and we paid the bill for the furni- 
ture in my office and I am sure Mr. Peters paid the bill for his fur- 
niture. 

Mr, Sion. Do you know when you wrote L. S. Ayres Co. and 
asked them to bill Mr. Peters for his half of the furniture ? 

Mr. Giurck. No, I don’t. It was done by a secretary-treasurer in 
our office. 

Mr. Srwon. Wasn’t the letter signed by you ? 

Mr. Guueck. I don’t believe so. If it was, I don’t remember. 

Mr. Sraon. Do you know whether the date of that letter was June 
15, 1952? 

Mr. Guveck. I don’t know. 

Mr. Srron. Isn’t it a fact—well, you testified earlier that you were 
suspended or that FHA asked your corporation for you to resign as its 
president for the period from April to June 1952, when FHA found 
out about the Florida Apartments deal, isn’t that right ? 
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Mr. Guvurck. That is correct. 

Mr. Stmon. Isnt it a fact that this letter to L. S. Ayres & Co. asking 
them to charge half, or roughly half of that furniture bill to Peters 
was not written until well after FHA had asked that you be suspended 
for the Florida Apartments deal ? 

Mr. Guiuxrck. Well, that was coincidental with our getting the apart- 
ments. 

Mr. Suwon. Wasn’t the original contract 15 months earlier, Mr. 
Glueck ? 

Mr. Guiveck. That is right, but we didn’t get the furniture imme- 
diately. 

Mr. Simon. Wasn’t there an interval of 15 months between the time 
you signed the contract for the furniture and the time you first told the 
store to bill part of it to Mr. Peters? 

Mr. Giurck. That is the first time we wrote the store. We had told 
the store numerous times. Our office had called them and asked them 
to correct the bill and they had not done it, so we wrote them and asked 
them to correct it. 

Mr. Simon. In any event, the first time you asked them about it 
was after FHA had in effect suspended you for the Florida Apart- 
ments ? 

Mr. Guvrck. It might be coincidental, the dates. 

The Cuarrman. Senator Bennett ? 

Senator Bennerr. When did you move into that apartment, Mr. 
Glueck ¢ 

Mr. Guiurck. I used the apartment. I didn’t live there. We have an 
Indianapolis office and we had completed purchasing quite a few assets 
down there, and I was spending a great deal of time in Indianapolis, 
and I took the apartment, when the building was completed. I think 
it was in 1951, June of 1951. 

Senator Bennerr. Were you actually occupying the apartment in 
June of 1952 when you were suspended by FHA ? 

Mr. Guvureck. Yes, sir. 

Senator Bennett. How long had you been occupying it? Let me 
ask you another question first: Were you occupying it in April when 
you were suspended ? 

Mr. Guureck. Yes, sir. 

Senator Bennett. I had the impression from something you said a 
minute or two ago that payment for this furniture was delayed be- 
cause it was not delivered. 

Mr. Guvueck. No, sir. 

Senator Bennett. It must have been delivered in time for you to 
live in the apartment. 

Mr. Guvrck. It was delayed until the bill was cleared up, sir. 

Mr. Stwon. When was it delivered, Mr. Glueck ¢ 

Mr. Guvrck. I guess in June or July. The first part—the end of 
June or first part of July of 1951. 

Senator Bennett. en was the furniture actually delivered to the 
two apartments? If I understand—— 

Mr. Guiveck. Shortly after the apartments were available. 

Senator Bennert. It was ordered—the furniture was ordered in 
March 1951, and shortly thereafter—let’s say by June or July at least 
of 1951—it was probably delivered to the apartment and you were 
occupying the apartment? 
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Mr. Guiveck. That is right. 

Senator Benvyerr. I am interested in the fact that the Mid-City 
Investment Co., which is a regularly operated and organized and 
proper business organization, takes 15 months in which to pay a furni- 
ture bill. I would expect that the bills would be checked monthly when 
they were received, and unless there was considerable correspondence, 
would have been paid promptly. Can you tell us why you delayed 15 
months before, first, you wrote the letter to L. S. Ayres & Co., and 
then followed this letter with a check ? 

Mr, Guveck. As soon as they corrected the bill we paid them. 

Senator Bennerr. Let’s go at it from the other point of view. Do 
you think L. S. Ayres & Co. waited 15 months before they answered 
your inquiry, to correct a bill which would have brought them an 
income of—brought them a collection of $6,300? Is that normal 
procedure ¢ : 

Mr. Guorcx. I don’t think there is anything abnormal about it, sir. 

Senator Bennerr. I would just like to ask a question for the record. 
Did the Mid-City Investment Co. pay the bill in total when it was 
presented and later correct it by dividing it between the two of you? 

Mr. Guveck. No, sir. 

Senator Bennett. Then 

Mr. Guiurcx. We paid L. 8S. Ayres & Co. only the exact amount of 
the bill that was proper for my apartment. 

Senator Bennerr. And persuaded them—well, I won’t put it that 
way—and they did not either answer your question about your claim 
that the bill was misbilled or make any attempt to straighten it out for 
15 months? 

Mr. Guueck. Well, it wouldn’t be quite 15 months, sir. 

Senator Bennett. Well, from March 22 to June 15. It is 7 days 
short of 15 months. 

Mr. Guueck. We didn’t get the furniture in March. We got it the 
first of July or the end of June. The apartments were not ready until 

June of that year. 

Mr. Suwon. Then you lived in the apartment for 11 months before 
vou wrote the-letter asking them to bill half of it to Peters. Isn’t 
that true? 

Mr. Guveckx. Approximately, I suppose. 

Senator Payne. Was the payment for this furniture made out of 
the check book of the corporation ? 

Mr. Guivrck. Yes, sir. t . 

Senator Payne. Are all of the checks of the corporation available 
for this committee? 

Mr. Guvecs. Yes, sir. 1 

Mr. Suwon. Mr. Glueck, as I understand it, your original arrange- 
ment with Mr. Polland was that you give him an option to buy the 
stock in Tri-City Village, Inc., is that right? 

Mr. Guveck. That is right. 

Mr. Smron. And he was not to exercise the option to buy that stock 
unless and until you obtained the FHA commitment, is that correct? 

Mr. Guveck. That is right. 

Mr. Srwon. On June 99, 1949, an application for an FHA-insured 
mortgage was filed, is that right? 

Mr. GLUECK. a oe Se 

Mr. Srwon. Who prepared the application 

Mr. Guveck. Di seule parts oF it would be prepared by different 
people. I don’t know exactly who prepared it. 
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Mr. Smon. It says on the mortgagor’s part of the application that 
the sponsors are Alfred Polland and James Robbin. 

Mr. Guvuecx. That is correct. 

Mr. Srmon. At that time their only interest in the project was an 
option to buy the stock if you got the FHA commitment ? 

Mr. Guivueck. If they got the commitment, yes. 

Mr. Suwon. But at that time they had no interest in the project, 
except an option to buy it if the commitment were forthcoming, is 
that right ? 

Mr. Guurck. That is right. It shows—the application, I believe, 
will show that it is a proposed corporation and they would be the 
sponsors. 

Mr. Stmon. The application says among its resources that the land 
is valued at $300,000. That is 37 acres of the 45 or 47 acres that you 
paid $50,000 for, is that right ? 

Mr. Givueck. That is correct. 

Mr. Stmon. And on a pro rata basis, then, this land would have 
o- you a couple of months earlier something like $40,000, is that 
night ¢ 

Mr. GLvecK. ey 

Mr. Srwon. Who determined the valuation in the application of 
$300,000 2 

Mr. Guurck. I would say I would have determined it or Mr. Pol- 
land could have determined it. I don’t know. It is an estimated 
value of the land. 

Mr. Srwon. Now in connection with these applications—— 

Mr. Gtuccx. May I add something there, sir, please ? 

Mr. Srwon. Yes. 

Mr. Givueck. The FHA project analysis on that thing you will 
find, you will find what they put the value of the land at. 

Mr. Stuon. What did they put on it? 

Mr. Guivueck. $65,000, 

Mr. Stmon. How do you know that? 

Mr. Guveck. Because we have the project analysis. 

Mr. Simon. So that you got $350,000 for land which you paid 
roughly $40,000 for, and that FHA said was worth $65,000, and you 
got $350,000 for it, is that right ? 

Mr. Guuecx. That is correct. 

Mr. Stmon. Now, at any time was the value of the land written up 
by FHA from $65,000 to $125,000 ? 

Mr. Guivurcx. I don’t know. It might have been, on a revised proj- 
ect analysis. I don’t know. Asa matter of fact, I don’t know. 

Mr. Stwon. What do you mean ¢ 

Mr. Guvueck. I mean I don’t have a copy of that that I could tell 
you whether they did write it up or not. 

Mr. Srwon. As far as you know, was it ever changed from $65,000 ? 

Mr. Guvueck. I don’t know. 

Mr. Simon. Well, I have here a photostatic copy of the FHA ap- 
plication, which in typewriting shows this $65,000 that you referred 
to and also shows $237,000 as utilities and landscape work and then 
apparently in pen and ink the $65,000 was written up to $125,000, and 
utilities and landscape work was reduced, so that the total valuation 
remained unchanged, but the land value was written up. Do you 
know anything about that ? 

Mr. Guivueck. Offhand, I don’t. 
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Mr. Srmon. You don’t know anything about it ? 

Mr. Giveck. What do you mean “anything”? I know about it— 
I know what you are telling me right now, sir. 

Mr. Srmon. Is this complete news to you or have you heard some- 
thing about that before ? 

Mr. Guvurck. I don’t know how or where or when the FHA might 
have revised their project analysis, and the project analysis that we 
have in our files is the project analysis showing those valuations. 
— sometimes they would revise their project analysis. I don’t 

now. 

Mr. Stmon. Is the statement I just made to you of an increase virtu- 
ally doubling the land value news to you or had you heard that before ? 

Mr. Giueck. When you say “virtually doubling it” 

Mr. Stmon. From $65,000-—— 

Mr. Guiurcr. I have some vague—some recollection that we might 
have revised it. However, I don’t think, it did not revise the amount 
of mortgage in any way. 

Mr. Sron. That is correct. Who was the valuator on this project, 
the FHA valuator? 

Mr. Guveck. I don’t know. 

- Simon. You said you got a copy of the project analysis, didn’t 

ou 
/ Mr. Guuecr. Yes. 

Mr. Simon. And that was signed by an FHA 

Mr. Guvrck. It wasn’t signed by the chief valuator. 

‘ Mr, Susom. Do you know who signed it? Was is signed by James 
wan? 

Mr. Guiveck. Among others, I imagine. 

Mr. Stmon. Is James Swan a friend of yours? 

Mr. Guveck. Yes. 

Mr. Stmon. As a matter of fact, you had him as a guest for a trip 
to Florida, didn’t you? 

Mr. Guveck. That is right, sir. 

Mr. Stmon. He stayed at your home in Florida? 

Mr. Guvueck. Yes, sir. 

an paren And you paid his transportation from Florida back 
to Ga 

ge And from Gary—from Chicago to Florida. I re- 
freshed. I asked my wife about that and she told me she had the 
tickets. 

Mr. Sruron. Now 

The Cratrman. In other words, you paid his expenses from Chi- 
cago to Florida and back ? 

Mr. Guvueck. That is right. 

Mr. Srwon. And he was your guest in Florida? 

Mr. Guveck. He wasa guest in my home. 

Mr. Srwon. Now these applications, for some reason I am not sure, 
seemed to require a lawyer, is that right? 

Mr. Guurck. To form the corporation, yes, sir. 

Mr. Stwon. And who was the lawyer who represented the Tri-City 
Village before FHA on this application ? 

Mr. Guvueck. I think Mr. Fleming was. 

Mr. Srmon. W. Robert Fleming, of Fort Wayne? 

Mr. Givueck. That is right. 

Mr. Simon. The project was in Gary, wasn’t it ? 
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Mr. Grvureck. That is right. 

Mr. Stmon. W. Robert Fleming of Fort; Wayne—what was his rela- 
tion to Mr. Peters? 

Mr. Giueck. Son-in-law and law partner—not law partner, but his 
son-in-law. 

Mr. Simon. Have you ever been to Mr. Fleming’s office in Fort 
Wayne? 

Mr. Guveck. Yes. 

Mr. Simon. Doesn’t it say “Law offices of Peters and Fleming” on 
thedoor? Didn’t it then? 

Mr. Guueck. Yes, sir. 

Mr. Simon. Didn’t it list Mr. Fleming and Mr. Peters as the lawyers 
there ? 

Mr. Guueck. Yes, sir. 

Mr. Suwon. They were law partners, weren’t they ? 

Mr. Guivurck. I don’t know what their arrangements are. 

Mr. Stmon. At least the sign on the door said “Peters and Fleming, 
law offices” ¢ 

Mr. Guivuecx. That is correct. 

Mr. Suwon. And W. Robert Fleming was your lawyer in the filing 
of this application, is that right ? 

Mr. Givueck. Not in the filing of the application, no, sir. In the 
forming of the corporation. 

Mr. Srwon. I will be glad to show you the application and see if 
that refreshes your recollection as to whether he was the lawyer on the 
application. 

Mr. Giurck. You mean his name appeared on the application as an 
attorney, that is correct, sir. 

Mr. Smwon. Wasn't he the lawyer? 

Mr. Giureck. Yes, but he didn’t prepare the application. 

Mr. Srmon. But he was the lawyer who represented you in filing the 
sagen ? 

Mr. Giurck. Yes—no, not in filing the application. In forming the 
corporation. You don’t have to have a lawyer represent you to file an 
application with FHA, sir. 

Mr. Stmon. There is a printed space in the application for archi- 
tect’s name, and an attorney’s name. Now the—— 

Mr. Guueck. Yes, but that follows “of the proposed mortgagor.” 
The name of the proposed mortgagor is Tri-City Builders, Inc., and 
they ask you what the name and address of the architect for that 
corporation is. 

Mr. Srwon. And W. Robert Fleming was the attorney for the cor- 
poration ? 

Mr. Giveck. That is correct. 

a Sruon. When did Mr. Swan make this trip to Florida as your 

uest $ 
: Mr. Giveck. In December of 1949. 

Mr. Simon. And do you know or have any idea when this valuation 
change from $65,000 to $125,000 might have taken place? 

Mr. Guveck. No; I don’t. 

Mr. Srmon. I take it you know that FHA ultimately issued a mort- 
gage commitment to Tri-City Village for $3,155,500 ? 

; a em That is right, sir. That was issued in June, I believe, 
Oo e . 
Mr. Stuon. June 30, 1949, is the date on the copy I have. 
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Mr. Guvurck. 1949, I beg your pardon. 

Mr. Stwon. Who built the building ? 

Mr. Guurck. Major Corp. 

Mr. Smron. Do you know what the contract price was between Tri- 
City and Major Corp. for the construction of the building ? 

Mr. Guueck. No; I don’t offhand. 

Mr. Srmon. I have here a photostat of a contract between Tri-City 
Village and Major Corp. for a complete price of $2,840,995. Do you 
know whether that was the price ¢ 

— r. GLunck. If that is the contract they signed that must have been 
the price. 

Mr. Srwon. I show you the contract and ask you if that refreshes 
your recollection ? 

Mr. Guvueck. Iam sure this is the contract that was executed. 

Mr. Srmon. And the contract called for a construction price of some 
$300,000 less than the mortgage commitment; is that right? 

Mr. Giveck. That is correct. 

Mr. Suwon. Isthere any significance in the fact that 

Mr. Guveck. I don’t know that is $300,000 less or not. 

Mr. Stmon. Well, $3,155,500 was the commitment, and $2,840,000 
was—— 

Mr. Givrck. That would be approximately right. 

Mr. Simon. $315,000 if my maothamaian is right. 

Is there any connection between the fact that the difference between 
the commitment and the contract was $315,000 and your writeup on 
the land was approximately that amount ? 

Mr. Giurck. No, sir. 

Mr. Stmon. That just turned out to be coincidence ? 

Mr. Guurck. No, sir; because the contract calls for merely the work. 
Now Mr. Polland, as the owner of the Tri-City and he was also the 
Major Corp., built it. The balance of the costs of Tri-City were for 
interest during construction, all the other charges that you will find 
set out in your project analysis. 

The CuArrman. When did you get paid for the land ? 

Mr. Givuecx. I got completed payment in—sometime in 1950, sir. 

The Cuarrman. You got paid after the Tri-City received the full 
proceeds of the mortgage ? 

Mr. Givurck. No,sir. I was paid prior. 

The Cuatrman. You were paid out of a construction loan? 

Mr. Guveck. No, sir. I was paid direct by Major Corp. 

The Cuarrman. Where did they get the money ? 

Mr. Grurck. I don’t know where they got the money. 

The Cuarrman. You were paid by Major, not Tri-City? 

Mr. Giveck. No, sir. 

Mr. Srwron. Are you a stockholder in Major? 

Mr. Guiueck. No, sir. 

Mr. Srmon. That is Mr. Polland’s company ? 

Mr. Gturcx. Yes, sir. 

The Cuairman. We will have to have a check showing the exact 
time that he was paid and the amount of the check. We didn’t ask 
him to bring those with him. 

We will ask you to bring those down later. 

Mr. Stmon. Now, Mr. Glueck, you also filed an application, which 
we will insert in the record. 

(The document referred to follows :) 
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YUA Form No, 90138 
(tev, 4D 


FEDERAL HOUSING ADMINISTRATION 


RoAge: Raresu Neo @ ROMA 
Approval expires 12-3)-48 


APPLICATION FOR MORTGAGE INSURANCE 
Under Section 608 of the National Housing Act 


(Teo be Submitied In Duplicate) 


Date Jume-Bley- 1HS-————- 


MORTGAGEE’S APPLICATION 


t 
To rae Feoerat Hovsiwo Commoner: 


Pursuant to the Provisions of Section 608 of the National Housl 
vation ie hereby made for the insurance of the mortgage described in 


Permanent Loan ip the principal amount of $. 3403 ,600- 











Act, and Administrative Rules and Regulations applicable thereto, appli- 
fortgagor’s ei below. After examination of the application and 
the proposed security, the undersigned Proposed Mortgagee considers the project to 


.. which will bear interest at ee % per annum, payable as to Building Loan 


pe desirable and is interested in making the Huilding and 


monthly and only on disbursements, until -...... a BF menmnenes months after date of mortgage, and thereafter payable as to Permanent Loan 


ee equal monthly installments of $ <* pean 
(oe tte - snit 


Nore.—Minimum initial curtailment of 


prine! ‘terest incipal Level annuity paymenta, 
 Detnetpal and taterest, a } ts % per centum (14%). Declining an- 


nuity payments, 24 per centum (24%). 


This application by the undersigned Proposed Mortgagee in subject to your commitment, its own final action, and payment of its charges as 


eet forth under “Financing Expense” at the rate of 1S ..% in the amount of $. @0 
Herewith is cheek for $ Ke 40 which is in payment of the fee required by Boetion Il of Administrative Rules, effective, to be paid 


at the time of submitting a 


Two ty of FHA commitment are available, (a) Commitment for In- 
Ce hich FHA imeures advances of mortgage proceeds during the 


surance, un 












course of conatruction, and (bh) © t to Insure Upon Completion, under 
which FHA insures mort gage § the time of completion of the 
ject, C he type of dexired. 
(a) t for Laur 
(bo) {to Inure Upon Completion. 
MORTGAGOR’S APPLICATION 
1 


To tae Feornar Horsxe Commexioxer: 
The undersigned her 





+ applies fer the ineurance of a firat mortgage in the principal amount of $_.................... under the of Section 


608 of the National Heusing Act and agrees to pay the examination fee as prescribed by the Administrative Rules now effective. The schedules 





estimates, nore, drawing», and « 
property whi 


Bronsons: 


will secure the propowd mortgage. 


1, Name of proposed mortgagor .... TrinCity.. Village, Ine, --...- 
(a) Names and addresses of sponsors .. Alfred Peldind 11... ‘Pty Gary, Endy 
diinpeiomisd - James Re a tte 7th, dary, Indiana. 


(b) ‘Name and édtieee to which ccrvmpinieint should be addressed ...... ety 


~~ 2300 Broadway 5 Gary; Indiana 


2 Names and ofdvemen of — 


(a) Architect .... Paul Iy--Cripe,- aeaniatey Inds 
(b) Attorney . Robert Fleming, Ft. i 


mm. 

1. Generel lafermation.— The following notes shoul! he studied in completing this appiion- 
Gon form and preparing the suppertifverbibits The eramination of the propesed praject will 
be expectited by early andl fill compliance with the requirements set hath Discusion with 
the local FILA tosuring office priut to making out this applicative is recommended. The 
require mente f the fullewing antes shall he observed carefully to con.pleting this application, 
and In preparing the exhibits leserited. 


A Required exhibits — (0) Site information as follows shal! he submiited in duplionte: 

()) Legal dencription by we hich Une site of (he propese:! pruject can be item ified. 

(2) Ownerebip. A statement as to (he ownership of (he proposed projmet wie must acowm- 
pany this application I! the land ts to he acquired by the sponsoring group. copies of 
8 Falld option shall he sutmistet 

@) Photographs shal! he of sufficient site to afford clear views of (he proposed site and its 
surrounding neigh!«whan! There shoul! he sufficient dleseriptive mation ty pe! upen 
such pbutagraphs lo make |! evideot from «hal point apd in whal direction (hey were 
taten 

(4) Cy map shall he marked to indicate propemed site, schools, churches, shopping and 
business districts. Industrial, commmerctal. ans! recreational centers. tgether with main 
wellic arteries an! 8) stlabie means of Wane! (oan! from yr upune! site Lo such centers. 

@® Benteg map and copy of renting ordinance. if evisting, must be fernished. Io the 
eheence af soning maye the teopegraphical survey must intieate Ue character of pening 
restrictions om the propose! ale and imimetiate neigh |orhoret eid reapmet to height. 
Coverage, and une permitted ‘The sponser must suheit definite assurance that the 
Draped project will pot he comtrary tu existing toning regulations on restrictions 

() Form Fi-210 (lepartment of Lahr Form) Kequest for leterwinetion of prevailing 
wares 

(ce) Personal Gnancial statement of each sponser FINA Farm 2417. 

(A) Architectarel eshibite — Thiet appiicatiom must be accompanied Dy a fopeeraphical 
survey of the site, preliminary dresings am! outline specifications preparet an FIA Keri 
No. M2Se. These shall be prepared in duplicate and shail provide sufficient iofurmation to 
ebow the follow ing 

(1) A comprehensive delinestion of the project design. planning. materials, and constriction 


(2) Compliance «ith all applicable FILA requirements and governing laws, ordinances, 
8b daed resuictions. 


tr exhibits listed under “Explanatory Notes” below, properly identified and made « part hereof, describe the 










@) Buffeient detail sor the preparation of ap sccurate cost estimate 


Informafinn concerning (he oumber and character of required exhibite and applicable re 
quirements is availahie at all FIIA Insuring Offices. 


2. Supplementary arhedales (pages 2 and 4). Schedules A. B,C. D, and E must be com 
Pleted for all applicalioos, m deiail aod accurately. 


4 Statement of resources and cotimated requirements (page 3) (a) “Construction.” Ip 
the estimated comt (4 ¢, bare Aeid cost. of sum of ail trades of subeowtracts) inctude ihe ganeral 
Contractor's politic liability, Workmen's com pensation and other insurance, aad jod overhead. 

(>) “loterest.” Amount estimated to cover loterest oo disbursements from mortgage 
during construction aoly 

(©) “Taxes.” On land, of bad and bulldings. during construction only. 

(d) “Insurance” Ao amoent sufficient only to cover premium for Gre and extended cover 
age. and other hazard insuraygre luring consiruction oaly. 

te) “Title ant reeecting exppose ” Include the actual cost of tithe asarch and title insuramen, 
furs ey*, mortgage tases of ali ginds. ead recording fees 

(D) “Organization expense.” inelude only reasoaahie e1penses pot otherwise classified, and 
Troperly focurred during {he ogganization of ihe project 


4. Eetimeted enews! opereting statement (page 3) (a) Income” Complete Schedule B 
on page 4. This must he suffigentiy detailed to show the apartment composition sed the 
expected rents hy apartment |) fe 

(b) “Vacancies.” The assume® vacancy should dep: id on local conditions, but ordinarily 
should not be taken ai less than WR. 

(@) “Operating expenses" Thege should be estimate on the basis of local expertence and 
must inchede an allowance fag repupement of equipmen! hich depreciates more rapidly (ham 
the structures themselves. Compi@e Schedule 1) on page 2 
erty should he estimated (m conformity 
Seo + ith shatlay properties ce « per 
alemen! sbowing (bw ebect show d 


(4) “Tases.” Probable tases on He completed pr 
with local rates and assessment precios. or hy © 
room of other basis Noth methots sould check 
accompany the exhibits 











© Room count. — See allow ahic room sount - pare 4 


NOTE.—Data shown in italics refers to rehabilitation projects and shall not apply to new construction projects 
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(2) 


EXPLANATORY NOTES—REBABILITATION 
Nore.—Date shown in italics refers to rehabilitation projects and shall not apply to new construction projects 


1. ORWERAL save BA IE Te 


2 REVUIRED EXHIRITS —(a) Mx order to permit on edequate examination of the projet 
(he fotiow img exhitrtts shall be rubmitted im duplicate 
(L) Legal description by which the atic of the proposed project oan be identified 
(2 Ownerett A statement as 10 tha ownerehip of the iy Compr Sree 7 
property Us te be acquired by the sponsoring gramp, copies o) @ valid option » 
@ pm rp rear edes ond (ypicel interiors of | tidings to show physical condition 
end comiguons pes properties There should be ou ffici« matte” 
iro wpe rok pastor's mals erideni from whol potnd end tm wheal direction they 
anon 
@ map shall be merted te indicate (he 9 achocis. churches, end 
aatricts tal commer ctad Sieemalad octon logaher wEh mar 
qvtorics ont anatichis enaané of cronstl Go ond from the properts to ouch eontere 
Boning ond Of soning ordinance, Lm finite sarerence must be wud misled 
bed 1 t—— eG nat be contrary (eo goning regulations or restrictions 
(©) Survey plat by registered purveyor showing wise. location and dimensions of buildinge tnelud- 
encroachments, easements deed restrictions if any, ond location, and cia of 
inieting of sewers, location, width, material ond condition of 
mets ond ihe, tom ond Aetghi of nearest wells of adjacent buildings 
>) Porm Fii-#e | Department of Labor Porm) request for deter mination of prevailing wages. 
(@) Personal frnancial statement of cach sponser IIA Form t4!7 


Sufficten detell for the preperation earurete cost satimass Infor mation congerning (he 
sehr esters pared whe end appliceble requirements te avetishie &! ail 
Insuring Offices 


at SUPE LEMENTARY SCHEDULES (pp. tend). Schedules A, B,C, D, ant EB mun 
bs compinted for all eppiications. in detatl and ecrurataly. 


f STATEMENT OF RESOURCES AND ESTIMATED REQUIREMENTS (p. 9) 
“Censtruction In the extimated cons ‘uction coal (i. ¢., bare cont, or eum of all trades or 
gubcontredie) tachude the general contractor's public liability, f° compencalion end other 
tnourence, ond job overbeod 
(b) “Indereat Amount ¢limated fo corer interest om disbursements from mortgage during con- 
rection only 
-~ “Teze” oo lend o land end Sulddimgs. during construction only 
“Ineurence An omount rufficient only to cover premium for fire end extended euperegs, 
ot ether Reser imowrance during construction ony 
(e) “ TWle and recording expense.” ae 8d agye ei enean 
Turceps, mortgage (ares of aii hinds, end recording fess. 
(1) Organisation expense Include only reasonable expenses nat etherwies cdassified, end prop- 
arly incurred during (he organisation of the project 


8. ESTIMATED ANNUAL OPERATING 27.4 TEMENT (p. 0: 40 Sionat”. on 
plete Schedule Eom page 4 Thie must be sufficrently detailed (he apart meni comporttion 
and the expected rents by apartmens ippee. 

(b) “Vacancies The eseumed vacancy should depend on lecal conditions, bul ordinarily should 
nat be (eben of ies than 7%, 


z 


(c) “Operating expenses These should be catimated on the basis of local experience end must 
ral exhibits — Thus 
«@ See: Se ae gt cuengeaht, 12S trclude on allowance for /epiece emi of apuipmen! which 64 prectales more rapidly than the structures 


nu ficten! (afar mation (0 show (he fallowtng 
id) “Tene” Probable the pleted property should be eatimated in conformity with 
tamer delineation of (he dengn, plansing, materials end construction of [aledead esate ty compariie Sab tudier now ee 


oe beth before and after alter@tons on pina bass. Both methods check, eid denanant Ghowing aioe, accom pany the 
Sree cet ae scotte PHA capuiremants ond poverming laws, ordinonces. 
bees 1 eat r rc mens ” 6 ROOM COUNT. See allowable room count on page 4. 


| EEEESESE 


SUPPLEMENTARY SCHEDULES 
SCHEDULE A 
Sources of Equity 
NOTE —Amounts of corte wormntedl te in “Land” and the respective oolumas ho samp on8 ottnen of Ge eee 
Equity” vi be ees rate Under alee See hee cnomeeenenee ayy “Archheat oe Silane he hae st 


ouened” Raquire ments.” 


—s , 


© 


Orgen Equirr 
(Exclustve of 
working capita) | Amount Nature 


— ad which must equal “Total equity” ‘ set t forth under “Resources” on p. 3)... 
SCHEDULE B 
Information Concerning Lend—Or Property, i Rehabilitation 


Present owner 


SCHEDULE C 
Equipment and Services Included in Rent 


Equipment Furnished xi Tenaga = Services s Included a 





Ranges (gas or electric). = Water (hot and cold) 

Refrigerators (gas or electric) os Space heat 

Kitchen exhaust fans Janitor service 

Attic vent fan Grounds maintenance - 

Laundry facilities..._... HP Other eet? - 

Venetian blinds 

Other (specify) ! 
SCHEDULE D 

Estimate of Annual Operating Expense 


Administrative expense jas. eon ‘fe A. 


Advertising... ...... and ash re- 
Management... 


Furniture and furnish- 


Operating expense: Pay roll for . ie 


Elevator power (if any) 

Elevator maintenance 

Fuel (heating and do- 
mestic hot water)...... 

Janitor’s supplies 

Lighting and miscella- 
neous power 

Water 


Total... =a 
ployees part t any Replacement re reserve........ 
Maintenance expense: Total operating ex- 

DasGORG cite eck, tae pense... 
i Total operating ex- 
pense per room 
: per annum... 

Grounds expense ‘(ma- 


5 pcos stesaeets - ASO terials only)... . .abg600 





(Ree comMOETN ny 
mis to erode of ail 
B,C, D, ant mum 


REMENTS (p. 5) 
"oun of all (rede: or 
ene athe 


mortgage during con. 
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® 
¥. PROPOSED SET-UP 
Project TrinOity Village Nuraber of family units . 382 Number of rooms 3996.__ 





Lacntion MOEEY” wenn gee ee ee por wuiey rent: Per family unit, @9.50 ; per room, $488. 
‘Type of buildings One and Twe Stary Row idiot , 


(Apartment, deteched. cum! 






type of sonstruction wala up 09 ele Cate, ete) 































om 


ESTIMATED ANNUAL OPERATING STATEMENT 
























MSOs 
Land... pnengpnies INCOME: (See note No. 5, explanatory notes) 
ve “ welling rent (rom schedule EB UE ne annum 
Cash (exclusive of working capital 98-280 Dwelling t $. 364 gh por 
Other equity....... 8.180 Garage rent (trom schedule E).....  .e.c---c--e---ee per annum 
Total equity... se fioy’s . Store rent rom schedule ®)....... -- per annum 
Mortgage-loan proceeds.......... ’ ae Other income (rom senedule B)..  -......-----20 per annum. 
TotaL RESOURCES (exclusive of working capital).......... 3,781,800 . 
: 
Cash working capital ............ $.. 51k cae. ¢_40b,933 
WORKINO CAPITAL shall be not lem than 1\4% of th tof the proposed ae 
crag, It not part ol the mortenge meurty I hal be devout wut ‘the me Less vacancics assumed: 
med ite tisfectory to the mort, la trol of the mortgagee for 
purpose f roe Tmeeting the cost of . wiping anus Corpechoes eubesquass te Cat temenction (Z.. % on dwellings)....... $25,511... 
Semnrestion d the entre p eo: uaits thereof and, ha construction ‘or allocation by 
the morigagye to the ortgage insurance iramium, hazard inaurance prem cE ID casi’. | cenctitinmamens 
tums ay ys ye sara che insured mortgage = Any belance not used h 2 635 
for the shove parpnsse shall be ao mnoregager upon enenpaction of the peefess te the (.£...% on other income). ....@9932.... 26, 366 
SEE TOTAL VACANCY DEDUCTION.........-<-----+- *—y75°587— 
Gross INCOME EXPECTANCY.................. $.25-27-5 


ESTIMATED REQUIREMENTS 
Land IMPROVEMENT: (within property lines only) 


(EGective gross income) 


Tora Operatine EXPENSE: (Achedule D) 


Now utilitics...............<0-..-- $..200,000 Number of rooms.4596 @ 
Landscape work........... ..... a $97.56 per annum...... $..107,152.. 
enumen pemnasbete a Reat-Estate Taxes: 
Toray. FOR LAND IMPROVEMENTS........... $.. 250,00. Estigyated assessed value: 
Construction: $965,000 oe $. ale 


PER $1,000... euis CL. 
SociaL SECURITY AND OTHER 
SPECIAL TAXES.........- ce eee 3,838... 
Torat........... Sinlaaenliiiiliptioniiinn 
CASH AVAILABLE FOR DEBT SERVICE........... $224,500 


Dwellings.._....... asbibihes 9,456,089 





Awnvat Frxep Caarors: 
Interest (1st year) % $.236,lbb _ 


ru $2 age 8 % 2%... |§ |= | Interest (Ist year)... 
: ia = Amortization @ .. ety -%o 


Arch’t, @2287 





Torat... re i cokine during first year_._ ia -- 
TOTAL FOR ALL IMPROVEMENTS ....... ...... S3g@R—g592.| Mortgage insurance - 0. 5%) ---aT OLS 
Carryine oo on F way Other fixed charges ............ ntsinictlinsinnifindpiti 
teres 2 @k % (Spectal assessments, ete.) 
7a, 800. TOTAL ANNUAL FIXED CHARGES... ; 9 206,216 


eee CASH AVAILABLE FOR INCOME TAXES, CORPO- 20, 20h 


RATE TAXES, DIVIDENDS, AND SURPLUS... 








FHA mtg. ins. "premium 














(0.5%)... _17,08 LIST OF EXHIBITS 
FHA examination ‘fee (0. 3%) — pa uiteciitgsemtinalnee 
Inspection fee. 5 2 ee 
Financing expense 1 
Title and recording er — 

TOTAL FOR CARRYING CHARGES AND Fi- 

NANCING.. sande owen . $...229,209 

TOTAL FOR ALL | IMPROVEMENTS, “CARRY- 

ING CHARGES, AND FINANCING.._.......... Sako 800 
Leoat anp OrGaniaTION write TS 
Organization expense oa 


Tora LEGAL AND ORGANIZATION expense. $......2,000_ 
TOTAL ESTIMATED REQUIREMENTS, EX- 


CLUSIVE OF LAND... .....--.---.0ceee-eee--- 
Lanp 

teatime Gy By © ecccmmmnees per sq. ft... 
TOTAL ESTIMATED REQUIREMENYS_..........-... 
Cash working capital............. 8. Sh tes 








wane 
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Total monthly 
rent for each 
unit type 


LR-DS Comb. 
LR-K-DA.. ee pee. ee 
were Tt 
LR-K-BR ; 
LR-K-DA-BR.... 
LR-K-DR-BR................... 
LR-K-2BR......... 
LR-K-DA- 2BR 
LR-K-DR-2BR.. i 
LR-K-DR-3BR.. ; t 
el-- 


TOTAL ESTIMATED RENTALS FOR ALL DWELLING UNITS 
| Geng Cts. a enitistiseinaiicnse 
------| Stores...... 





Tora ESTIMATED INCOME (at 100% occupancy)... $ 33,7 -------- 


Total number of family unite . @ average rental of s 79.50. per unit per month. 
Total number of dwelling rooms rooms 1586. ae @ average rental of $......19,15.. per room per month. 


Nors.— If the total estimate of ineomr, such as that from: stores, offices, and an: other than from dweltings, escneds 10 
orm, wach chores abowe ee t wil fol te amaierd ie Blas reso mate Extraneous lnenene anticipated | 
reotal of mundry equipament, maid and valet service. etc. shal) nol be included in project rental estimates. 


ALLOWABLE ROOM COUNT 


ge) 


| 


| sbadsdeazensit¥ie jy 


Por purposes of uniformity the Administration has established the fnllowine method of 

the Sumber of rooms which must be followed. (1) All rooms ( Rivehens aod 

Sacets bpp Le 7) shal) be located on exterior walls and have their 
wo en, 


Room Dearription 


wf 


ieee rex) Juirementa (e) lo the rehabilitation Seperenanees in the 
pt ‘aoee vator structures, Bitehens are Rot required to be located on an exterior wall 
whee adequate rentiiei ion is provided by either netural ar mechanical means. (6) Lining 
Won ves are a0 ne wired to be loealed on an exterior wall provided tbey are deBaite alcoves. 
age ad romnt to the b licheo and are bot used as entrance (7 A Biteben shall be seperated 
from other rooms by ® plete partiting and door, (3 shall from 
etches by @ partition and dour 
Qounted and its onptinnce © With he area requirement 
fetacded use luge ae indicated by ils relation to other rooms (5) VBisency Tv 
Oe 


- (ie Efficiency LU ba 
rie LU Devise DS tn K and ne BR. 


derjue' empte 
epproatmaling ¢ linear oo oF Crecbenstie a neo 
doors, minimum 3 feet by 5 fet. equipped and 

tenant operated er 


© owen SS-S- ~~ 
i 


table rome. 
Bath (epace for tub, lavatory and water closet, and their use) — 


*Nors.—This counts s¢ 2roome ONLY when other features in Item 6 are proviees ie 
ADDITION to the ares shown. 


DA=Dining Alcove. BR=Bedroom. 
DS= Dining Space. 


K = Kitchen. Comb. =Combined. 
— x ——————————— SS 
Nearevense Producing Dwelling Space 


| Number of rooms Compesition « of unit Location of unit in project 


Peturel ligh ventilation as reguiret for “Hebitadle Rooms,” and comply with al LR * (D8 end & elsewhere te 1 
-- (Kang 


R-BR en the 
& () (°) above for a drensing choest, isams (5) (8). 


DR=Dining Room. 





It is hereby represented by the ‘ilies that, to the best of his is aetotes and belief, the foregoing statements, 
schedules, and exhibits are in no way false or incorrect and that they are truly descriptive of the project or property, which is 
intended as the security for the proposed mortgage, and that the proposed construction does not violate existing zoning 


ordinances and requirements or existing deed restrictions. 
The undersigned proposes to furnish assurance of completion of the stints construction in the form of .. 
Nors.—(1). and (2) below, to be completed oly when rehabilitation “ paarery 


tient ir pcan te (1) et arc igen _ 
leiden . ie in effect) whereby title was (or will be) acquired from 


" who is not related to, employed by, or connected with any of the sponsors. 


“Nora—The following paragraph is to be ‘completed only if property was initially acquired within I year prior to date of this application. 
(2) That the entire consideration was 8.0.0. which includes expenditures to clear all liens and encumbrances, if 


any, as follows: 
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Mr. Grurck. May I add something here? I keep saying “I”. You 
understand it was not 

The CuarrMan. It wasa corporation ? 

Mr. Guiurck. No. It wasn’t a corporation. It was my father and 
myself. 

The Cuarrman. A partnership 

Mr. Grureck. My father received the payments. I didn’t receive 
the payments. I don’t know exact dates. 

The Cuatrman. When you entered into a contract with the Tri- 
City people, Mr. Polland—and what is the other man’s name—— 

Mr. Srwon. Robbin. 

The Cuarrman. Did you enter into it with the corporation or them 
individually ? 

Mr. Guiveck. With the Major Corp. 

The Cuatrman. You entered into it with the Major Corp. ? 

Mr. Guvuecx, That is right. Mr. Polland guaranteed the payment. 

‘The Cuarrman. He guaranteed it personally ¢ 

Mr. Guiueck. Personally. 

The Cuarrman. Did he guarantee—did they give you a note? 

Mr. Guvueck. Yes, sir. 

The Cuarrman. Did you sign a written contract with ther? 

Mr. Guueck. I didn’t sign any contract. It was done with my 
father. 

The Cuatrman. You and your father together—did you sign a 
contract with them ? 

Mr. Guveck. I didn’t sign the contract, no, sir. 

The CuarrmMan. Was there a contract signed ? 

Mr. Guiuecx. I imagine there was a contract with them of some kind. 
There was notes payable that he had. I don’t have them, sir. 

The Cuarrman. Was a part of the consideration 

Mr. Grvueck. I received half the money. 

The CuarrMan. Wasn’t a part of the consideration for the sale of 
this land, which land you bought for some approximately $40,000, 
sold to them for $350,000—wasn’t a part of the consideration that you 
would get them an FHA commitment? 

Mr. Guivurck. That is correct, sir—not part of the consideration of 
the sale; I mean of the amount, but there was no consideration of what 
amount of commitment I would get them. They didn’t want the land 
if they couldn’t build a building on it. 

Mr. Stmon. They didn’t want to build a building unless they had 
a section 608 commitment ? 

Mr. Guvurck. That is right. 

The Cuarrman. Would they have paid you $350,000 for land that 
you bought for $40,000 if they hadn’t been able to secure a commit- 
ment ¢ 

Mr. Guveck. I don’t believe so; not at that time. They might over 
a period of time. I believe the subdivided value of that ground would 
be pretty close to that figure. 

Mr. secre. But your option agreement with them was clearly—— 
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Mr. Guvrck. It was a verbal option. There was no written option 
agreement. 

Mr. Srmon. Wasn’t your understanding with them that they 
wouldn’t exercise the option unless there was a commitment and there 
was to be no deal if there wasn’t a commitment ? 
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Mr. Guiveck. That is correct. 

The Cuarrman. Therefore you really were trading in commitments? 

Mr. Guveck. No, sir. 

The Cuarrman. You weren’t? 

Mr. Givueck. No, sir. Anybody could get a commitment on that. 

Mr. Suwon. Why didn’t Mr. Polland try to get the commitment 
himself and save $300,000? 

Mr. Guiveck. Because he didn’t own the land. 

Mr. Stuon. Couldn’t he have bought comparable land for $40,000? 

Mr. Guurck. I don’t believe so, sir. I am certain he couldn’t, or he 
certainly would have. He has since bought a lot of other land. He 
has bought land from me. Other people have bought land. 

The Cuarrman. You handled the mortgage on this transaction ? 

Mr. Guvueck. We originated the mortgage. 

The Crarrman. As well as selling the land, you likewise handled 
the mortgage ¢ 

Mr. GiurcK. We handled it for 

The Cuamacan. Did you make any construction loans as they went 
along? 

Mr. Giurck. We didn’t, sir. We represented the mortgagee. 

Mr. Srwon. Mr. Glueck, did you also file an application with FHA 
for a mortgage on that part of this tract which went to Major Apart- 
ments? 

Mr. Guurck. Yes, sir. 

Mr. Stmon. And the same facts were prevalent there ? 

Mr. Guiurck. That is correct. 

Mr. Srwon. You got approximately $100,000 for the corporation 
which held the land and the commitment on that part of it? 

Mr. Guvrck. Not and the commitment. For the stock of the cor- 
poration. I don’t know why you keep adding I get paid for a com- 
mitment. I am not being paid for a commitment. I was paid for the 
stock of the corporation. The corporation had a commitment. 

Mr. Stmon. And the corporation had the commitment ? 

Mr. Guvueck. That is right. 

Mr. Srwon. And it had the land which cost you a total of $50,000 
in both corporations ? 

Mr. Guveck. That is right. 

Mr. Srron. And it had $1,000 worth of capital in each corporation ? 

Mr. Guueck. That is correct. 

Mr. Stwon. And it had nothing else; is that right ? 

Mr. Guvuerck. That is right. 

Mr. Srtmon. Are you acquainted with the Ironwood Apartments 
proiect ? 

Mr. Guvrck. Yes, sir. 

Mr. Srwon. Did you ever own the land on which it was constructed ¢ 

Mr. Guurck. My father and I owned it, yes. 

Mr. Suwon. How many acres were involved in the entire tract ? 

Mr. Grurck. The entire tract of ground that we owned ? 

Mr. Stmon. Yes. 

Mr. Guvrcx. I think approximately thirty-some, thirty-odd acres. 

Mr. Stwon. Who did you buy that from ? 

Mr. Guunck. We bought it ‘through an estate in Chicago. I don’t 
know. It was quite some time back. 
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Mr. Stwon. What did you pay for that ? 

Mr. Guvueck. I think we paid somewhere from $4 to $5 an acre at 
that time. It was, I don’t know—it was back in 1946. I don’t know. 

Mr. Simon. That would be twelve to fifteen thousand dollars for 
the tract ? 

Mr. Guivurcs. Roughly. 

Mr. Su1on. How many different projects were built on that 30-acre 
tract ? 

Mr. Guivurck. Well, there were 3 section 608 projects, 1 filling sta- 
tion, and a tract was sold to Sinclair Oil Co. that has not been built on. 

Mr. Stmon. How many of the 30 acres went into the 3 section 608 
projects? 

Mr. Guivurck. All but approximately, a little less than, or a little 
over three. 

Mr. Stmon. Roughly—— 

Mr. Guueckx. Approximately 27 or 28. 

Mr. Srron. What were thre three projects? 

Mr. Givueck. Ironwood Apartments, Steel City Village Apart- 
ments, or Steel City Village, Inc., and DuSable Apartments. 

Mr. Stmon. What did you receive, or you and your father, for the 
land in Ironwood Apartments? What did you get for the land that 
went into Ironwood Apartments ? 

Mr. Guveck. I think $9,000. 

Mr. Simon. $9,000 ? 

Mr. Givueck. Approximately. 

Mr. Stmon. Plus any stock in the company ? 

Mr. Guurck. No, sir. 

Mr. Simon. What did you get for the land that went into Steel 
City Village? 

Mr. Guvrck. I think approximately $50,000. 

Mr. Stmon. Any stock in the company ¢ 

Mr. Giurck. (No response.) 

Mr. Srmon. $50,000; is that right? 

Mr. Guvuecs. Yes. I now own half of the stock of the company. 

Mr. Stmon. What did you pay for that half of the stock? 

Mr. Guveck. One dollar. I mean I put my land in and sold half 
of my stock to Polland for $50,000, approximately. I say “I”—my 
father and I. ; 

Mr. Srmon. Is it accurate to say that for your land you received 
$50,000 and half the stock in Steel City Village? 

Mr. Giuecx. Approximately ; that is correct. 

Mr. Stmon. To what extent is it incorrect ? ose 

Mr. Guiveck. I mean you said $50,000. I don’t know that it 1s 
exactly $50,000. 

Mr. Smnon. With that exception, though, that is the fact? 

Mr. Guvueck. That is correct. 

Mr. Simon. And what did you receive for your land in DuSable 
Apartments ? 

Mr. Guveck. I think it was approximately $55,000. 

Mr. Stmon. Any stock? 

Mr. Guvurck. No, sir. 

Mr. Suwon. So that for 27 of the 30 acres that you paid $12,000 to 
$15,000 for, you received approximately $114,000 and half of the stock 
in Steel City Village; is that right? 
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Mr. Guvueck. For approximately that number of acres; yes, that is 

correct. 
rte Srmon. All of the other facts I stated are correct, too, aren’t 
they ¢ 

Mr. Guveck. I believe so; yes. 

Mr. Suwon. Can you tell me approximately how many section 608 
mortgages in Indiana you or your company have been connected with, 
either in financing or sponsoring, since 1946 ? 

Mr. Guveck. I gave you a list of them. I believe—I can count them. 
I don’t remember exactly. Approximately 34 or 35. 

Mr. Simon. Can you give me roughly the dollar amount? 

Mr. Guveck. I don’t have it totaled, but I would say somewhere in 
the neighborhood of $20 million to $25 million. 

The Cuatrman. Did you handle the mortgage on the Meadowbrook 
Corp. in Indianapolis? 

Mr. Guueck. Yes, sir; we originated it. 

The Cuarrman. That was for $5 million? 

Mr. Guiveck. The original mortgage was slightly smaller. It was 
increased to $5 million. 

The Cuarrman. And it was later increased—what was the total cost 
of the Meadowbrook Corp. originally ? 

Mr. Guvueck. I don’t know, sir. 

The Cuarrman. Was it eventually divided into two mortgages? 

Mr. Guveck. No, sir. 

The CHarrMan. Just the one mortgage? 

Mr. Grueck. Yes, sir. 

The CuarrMan. $5 million? 

Mr. Guveck. Yes, sir. 

The Cuatrman. Did you handle something like $26 million worth 
of mortgages? Did you carry any mortgages yourself ? 

Mr. Giueck. None of those, no, sir. 

The CuarrmMan. Are you just brokers? 

Mr. Griueck. We are approved mortgagees, but we don’t have the 
assets to carry those kind of mortgages. 

The Cuarrman. You are just what might be termed brokers. You 
make—— 

Mr. Guurck. No, we are correspondents for several insurance com- 

anies. 
; The Cuarrman. For example, all the mortgages you handle you 
cold to other concerns? 

Mr. Giveck. All the section 608’s. 

The Cuamman. Have you handled any section 213’s or 207’s? 

Mr. Guiueck. No, sir. 

The Cuarrman. Any section 203’s? 

Mr. Guvueck. A lot of section 203’s. 

The Cuatrman. That is individual houses? 

Mr. Grueck. Yes, sir. 

The Cuarrman. You have handled a lot of those? 

Mr. Guvueck. Yes, sir. 

Mr. Suwon. Mr. Glueck, were you connected with the Lynn Apart- 
ment project in Indianapolis? 

Mr. Guvrcx. The what apartments? 

Mr. Suwon. Lynn Apartments project in Indianapolis. 

Mr. Guivecx. There is a Lynn Court Apartments, 
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Mr. Srwon. That is right. 

Mr. Guiurck. We were the mortgagee. 

Mr. Suwon. Do you know whether they mortgaged out in that 
project ? 

Mr. Guveck. I don’t know. 

Mr. Simon. Do you know whether just about as the building was 
completed, an application was filed with FHA to increase the amount 
of the mortgage ? 

Mr. Guveck. I don’t know whether it was or not. It was probably 
done through our Indianapolis office. 

Mr. Stwon. You don’t know whether your office, Mid-City Invest- 
ments, applied for an increase in the amount of the mortgage just 
as the building was about to be completed ? 

Mr. Givueck. I don’t know whether they did or not. I would know— 
if you tell me they did, they did, I assume. 

Mr. Srwon. Then you wouldn’t know whether you also applied, that 
is, your company applied for an increase in the rents based upon the 
614 percent return on the increased amount of the morigage ? 

Mr. Guivueck. Our company applied ? 

Mr. Srmon. Yes. 

Mr. Guiurck. No, sir. Our company wouldn’t apply for an increase 
in rents. We didn’t. 

Mr. Srwon. Are you sure of that ? 

Mr. Guiuecx. Lynn Court Apartments might have applied for an 
increase of rents but my company did not apply for an increase. It 
might have been filed through us. I mean all correspondence and re- 
quests to FHA had to come through the mortgagee. 

Mr. Simon. I assume that somebody might have asked you to do 
it, but didn’t your company file it ? 

Mr. Giueck. On behalf of Lynn Court do you mean? 

Mr. Suwon. I don’t know on whose behalf. I would assume on behalf 
of Lynn Courts. 

Mr. Guivuecx. I don’t know. 

Mr. Simon. Did your company ask FHA to increase the rents on 
Lynn Court Apartments, based upon an increase in the mortgage 
granted, at the completion of construction ? 

Mr. Guurck. I don’t know. 

The Cxarrman. Mr. Glueck, you knew Mr. Earl Peters very well? 

Mr. Givurck. Yes, sir, I did. 

The Cuarmman. You did a lot of business with him ? 

Mr..Guivurck. No business—FHA you mean? 

The Cuarrman. You did business in Fort Wayne on Florida Apart- 
ments, did you not? 

Mr. Guueck. Yes, sir. 

The Cuarrman. You were half owner at one time? 

Mr. Guivurck. That is correct. 

The Cuarrman. And you sold him your stock, or rather his nominee, 
your $7,500 worth of stock, at the same price you paid for it? 

Mr. Guvuecx. That is correct. 

The Cuarrman. Just why did you sell that? Was that a good 
project ? 

r. Guurck. I think it is a good project. 

The Cuamman. Why did you sell your stock for $7,500? In every 

other instance here you got a big profit, but in this instance, when 
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the State FHA director was involved, you sold the stock for exactly 
what you paid for it. 

Mr. Guivrck. In the instances you mentioned we got a big profit. 
I have some stock in some that I would sell for $7,500. 

The Cuarrman. Isn’t it a fact that it was never intended that you 
should own that $7,500 worth of stock? 

Mr. Guiueck. No, sir. 

The CHatrMan. It is not? 

Mr. Guveck. No, sir. 

The Cuamman. Why did you sell it for $7,500? 
Mr. Guvurcx. Because I wanted to sell it for $7,500. 

The Cuatrman. What? 

Mr. Guurck. Because he asked to buy it and I said all right, he 
could have it, that is all. 

The Cuarrman. Did you know at the time it was illegal for an FHA 
State director to own stock or to participate in FHA projects? 

Mr. Griurck. No, sir. 

The CHarmman. You did not? 

Mr. Guvurck. No, sir. 

The CuHatrman. I hold in my hand a report dated March 17, 1952. 
What period was it that you were suspended ? 

Mr. Griueck. From April 1 to April—you mean the company was 
suspended ? 

The Crarrman. Yes. 

Mr. Guivurckx. From April 1 to April 15. 

The Cuarmman. From April 1, 1952 

Mr. Guiueck. A matter of 10 days to 2 weeks. 

The Cuarran. I hold in my hand a report from B. T. Fitzpatrick, 
Deputy Administrator 

Senator Bennerr. Mr. Chairman, before you go into that, this is 
interesting to me: The company was suspended from April 1 to 15, 
and you resigned as president during that time. Was the suspension 
lifted because of vour resignation as president ? 

Mr. Guivurcx. That is one of the reasons. 

Senator Bennett. Was there any other reason? 

Mr. Guvueck. I think it was lifted because we answered the complaint 
that had been made, to the satisfaction of FHA. 

Senator Bennett. But it wasn’t lifted solely because you answered 
the complaint. It was lifted in part, at least, because you resigned as 
president ? 

Mr. Giurck. That was one of the requirements of the removal of 
the suspension. 

May I add we were not suspended as an FHA mortgagee. We were 
merely suspended from taking further applications until such time, 
but all of our other operations were to function as an approved mort- 

agee. 
The Cuareman. I hold in my hand—— 

Mr. Grivurck. And it said until the conclusion of the investigation 
that they were making. 

The Cuareman. I have a report dated March 17, 1952, made by B. 
T. Fitzpatrick, Deputy Administrator and General Counsel of the 
HHFA, not FHA, to Ravmond M. Foley, the Administrator; subject, 
Investigation of FHA, Indianapolis Office. And I shall read por- 
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tions of this because here is an instance where the FHA and Mr. Foley 
did take some action, or make an effort take some action to clean up 
some of the irregularities that were occurring at that time. As has 
been testified by this gentleman already, he or his firm were suspended 
for a period of time. (Reading:] 


I have received the attached copy of the report of the investigation of the FHA, 
Indianapolis ottice, which copy I received late in the afternoon of March 14. The 
general report of the investigation confirms those details previously reported to 
you in various discussions by Commissioner Richards concerning the transaction 
by which the late Kar! Peters, former FHA director of the Indianapolis office. 
insured a mortgage loan for the financing of a section 608 rental project, Florida 
Apartments, in Fort Wayne, as to which Mr. Peters was in fact the real sponsor 
and owner, although his sponsorship and ownership was concealed and did not 
appear on the record. 


As you know, this transaction was the basis for Mr. Peters’ dismissal by the 
FHA earlier this year. 

Mr. Simon. Is the report the Senator read, which is dated March 
17, 1952, does that refer to Mr. Peters as the late Mr. Peters? 

Mr. Guurck. Yes, sir. 

Mr. Stmon.- When did he die ? 

Mr. Giveck. In January 1952. 

Mr. Sron. Then in June 1952, when you asked Ayres & Co. to 
change the billing on the furniture, Mr. Peters was already dead, 
wasn’t he? 

Mr. Guiureck. I beg your pardon. He died in January 1953. 

Mr. Stmon. How could they refer to him in March 1952 as the late 
Mr. Peters ? 

The Cuarrman. They may be referring to the fact they dismissed 
him. 

Mr. Stmon. This memorandum is dated March 17, 1952. 

The Cuatrman. I know. 

When did Mr. Peters die? 

Mr. Guvurck. I know he died after he was dismissed. 

Senator Bennett. Was Mr. Peters still alive when your company 
was suspended ? 

Mr. Guveck. No. 

Mr. Simon. He died before your company was suspended ? 

Mr. Guvueck. He died in January of 1952. 

Mr. Stmon. Of 1952? 

Mr. Guvrck. Yes. 

Mr. Srwon. And you didn’t ask Ayres & Co. to change the billing 
until June of 1952? 

Mr. Guceck. To correct the billing, but he had paid his share of it. 
He had paid Ayres. That is when they corrected it. 

Senator Bennett. Wait a minute. 

Mr. Guurck. May I add something further? I didn’t handle the 
bill at all. It was handled by the office. I don’t know what or how the 
correspondence with Ayres was. I know this: That we didn’t pay for 
anything but the furniture in my apartment. That is all. 

Mr. Srwon. Let’s get this straight. You wrote Ayres & Co. on June 

15, 1952, telling them that Peters should have been billed for his part 
of the furniture; is that right ? 

Mr. Guveckx. May I see the letter? I don’t know. 

Mr. Stmon. I don’t have your letter. 
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Mr. Guvrcx. I don’t have it, either. I don’t know when I wrote 
them. I mean my firm wrote them. 
soe Snmron. Do you know whether it was before or after Mr. Peters 

ied ? 

Mr. Guvrck. I don’t know. I think—I don’t know. 

Mr. Suwon. We have been advised by the president of L. S. Ayres 
& Co. that they received a letter from you, dated June 15, 1952, telling 
them that roughly half of this furniture should have been charged 
to Mr. Peters, and they also advised us that on June 22. 1952, which 
is the 7 days after your letter and 4 months after Mr. Peters’ death, 
thev received $2,629.22 from Mr. Peters. 

Mr. Guveck. Maybe Mrs. Peters paid it. 

Mr. Srwon. Very well, but what I am trying to find out is whether 
it isn’t true that the Peters part of the furniture wasn’t paid by 
anybody named Peters until after his death. ; 

Mr. Giueck. None of the furniture was paid for. 

Mr. Srvon. At any rate, you didn’t ask to change the billing until 
after he died, and Mrs. Peters paid for the furniture after that; is 
that right? 

Mr. Giurck. We had asked them numerous times over the tele- 
phone, and different things. That is why we didn’t pay the bill, 
because they didn’t correct the billing. We finally wrote them a letter 
and my understanding is we finally wrote them a letter and they cor- 
rected the bill and we paid them. 

Mr. Sroon. Is it true that you did not write them a letter until 
June 15, 1952? 

Mr. Guurck. I don’t know, but that we might have written them 
sooner. I do know that way back before then, shortly afterward, Mr. 
Boldon, who is our tax consultant, and who is a friend of the comp- 
troller of Ayres, I asked him and he said he would stop in and correct 
it. That was in the beginning, and they never did. 

Mr. Stwon. The furniture was delivered in July of 1951; is that 
right? 

Mr. Guveck. June or July of 1951. 

Mr. Srwon. Of 1951, and at any time prior to Mr. Peters’ death, 
did you or anybody else ever tell Ayres in writing that part of it should 
have been charged to Mr. Peters? 

Mr. Guturcr. I don’t know. 

Senator Bennett. Mr. Chairman? 

The Cuarrman. Senator Bennett. 

Senator Bennerr. There is one other interesting thing on this memo. 
It is completely, or comparatively unimportant, but with your letter 
cf June 15, 1952, which Mr. Glueck did not sign—it was signed by 
Carroll H. Ensilen. 

The check for $3.718.61 was enclosed. In other words, that couldn’t 
have been a letter asking them finally to correct the billing. 

Mr. Guvurck. We finally sent them the amount we thought was cor- 
rect on the billing for the furniture that we had bought. J 

The Cyaan. We are getting all the correspondence. We will 
have Mr. Ayres’ testimony and we will be able to clear this whole 
matter up. i 

Mr. Giurck. We did not pay for Mr. Peters’ furniture, sir. 

The Cuarmman. Did you ever intend to pay for it? 
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Mr. Guurck. No, sir. 

The Cuarrman. But you did order it for him ? 

Mr. Guiurckx. We were good friends. My wife and Mrs. Peters 
were good friends, they went down, they picked out the furniture and 
it wassent out tothe apartment. Ididn’teven 

The CuarrmMan. You were just good friends? 

Mr. Guiurck. We were good friends for many, many years. 

The Cuatrman. The fact he was State FHA director had nothing 
to do with it at all? 

Mr. Guvueck. No, sir. I was a very close friend of Mr. Peters when 
he was State Democratic chairman. 

Senator Bennett. Did you ever send a letter to Mr. Peters telling 
him his share of the furniture was $2,700 and would he please pay it? 

Mr. Giurck. I don’t know that I did. Iknow I told him. 

The Cuarrman. When was Mr. Peters State Democratic chairman ? 

Mr. Guiuerck. In 1930—I first knew him personally in 1933, 1932. 

The Cuarrman. Do you remember how long he was Democratic 
State chairman ? 

Mr. Guueck. He had before then and I believe he was until—— 

The Cuarman. I will continue with this letter. 

Senator Payne. Mr. Chairman, if I may ? 

The CuatrMan,. Senator Payne. 

Senator Payne. If we do not have it, will it be possible for the com- 
mittee to secure the bank statements and canceled checks—for the 
years 1951 and 1952, of the corporation that I understand finally paid 
the furniture bill ? 

(The information referred to will be found in the files of the 
committee. ) 

Senator Bennetr. That reminds me of another thing; Mr. Chair- 
man, while you are after that, I would be interested to know whether 
the corporation paid Mr. Glueck’s share or whether it was charged 
to him. 

Mr. Guivurck. The apartment was rented in the name of the cor- 
poration. 

Senator Bennertr. So the corporation bought the furniture? 

Mr. Givurck. That is correct. 

The Cuarmmayn. I will continue with this memorandum of March 
17, 1952, from Mr. Fitzpatrick to Mr. Foley. 


The most important aspect which should be called to your attention as this 
time is the action proposed to be taken in connection with Mr. Charles H. Glueck, 
president of Mid-City Investment Corp., of Gary, Ind., the original mortgagee on 
the Florida Apartments. I believe it is the most important because while others 
(particularly the architects, Allen & Kelly) may be involved in irregularities 
connected with this case, it is doubtful that the transaction could have been 
carried out without Mr. Glueck’s active participation. 

The original application was submitted by City Investments, Inc., over the 
signature of Charles H. Glueck. It listed the sponsors as Charles H. Glueck, 
J. L. Allen, and J. R. Kelly (the latter being architects). It listed the attorney 
as Robert Fleming, a brother-in-law of Mr. Peters. Shortly after the mortgage 
was endorsed for insurance and apparently before construction of the project 
was commenced, the mortgage was assigned by Mid-City Investments, Inc., to 
Teachers Insurance & Annuity Association of America. 

You will also recall that on the basis of the preliminary information it ap- 
peared that at all times of the option for the land was first taken in the name 
of Miss Jane Remel, secretary to Robert Fleming. 

Mr. Peters had at least approximately a 50-percent interest in the transaction. 
Mr. Peters’ statements were to the effect that the option price was $15,000, of 
which he put up $7,500 and Mr. Glueck a like amount. 
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Is that true, Mr. Glueck ? 

Mr. Guveck. I know I put up $7,500; yes, sir. 

The CuatrMan (reading) : 
That he subsequently bought out Mr. Glueck’s interest for $7,500. 
Is that correct ? 

Mr. Guivueck. That is correct, we bought the stock. I was also re- 
imbursed other expenses. 

The Cuamman (reading) : 


Plus a portion of the required working capital furnished by Mr. Glueck. 
Mr. Guurck. That is correct. 
The CHarrMan (reading) : 


The investigation report contains information, particularly Mr. Fleming’s state- 
ments, which indicate that Mr. Peters’ $7,500 was in the stock held by Mr. 
Glueck. 
Is that correct ? 

Mr. Gtueck. No, sir. 

The CHatrMan (reading) : 


In any event, Glueck admitted to Mr. Bremer, of FHA, that Mid-City Invest- 
ment Corp. had fronted for the Peters family on the Florida Apartments. 
Is that a correct statement ? 

Mr. Guueck. I have my letter to the FHA explaining that com- 
pletely, and if I can read it when you finish, sir, I think it will tell you 
the entire complete story. 

The CHarrman. Would you answer yes or no, whether or not you 
did front for Mr. Peters ? 

Mr. Giurck. Whether I fronted for Mr. Peters? 

The CuarrMan. Yes. 

Mr. Guiurck. No, I did not, sir. 

The Cratrman. The fact that you bought the stock for $7,500 and 
later sold it back to him or sold it to him for $7,500 was not, in your 
opinion, fronting ? 

Mr. Guveck. No, sir. I had no intentions of selling it to him when 
I bought it. 

The Cnatmrman. You had no intention of selling it? 

Mr. Giurck. No, sir. 

The Crarrman. You testified a minute ago it was a good project. 

Mr. Givueck. A pretty good project. 

The Cuarrman. Why did you sell it for exactly what you paid 
for it? 

Mr. Guveck. It is just a matter of 

The Cratrman. What was the consideration for doing it? 

Mr. Guveck. My money. I was paid back. 

The CuamrmMan. You needed your $7.500? 

Mr. Guorck. Yes. I could have used it at that time. 

Senator Payne. And the date, Mr. Chairman—Mr. Glueck, what 
was the date you purchased that stock, approximately ? 

Mr. GuurcK. 1947. 

Senator Payne. About when did you sell it ? 

Mr. Grvrcr. 1948. 

Senator Payne. And about when did you start this other project? 

The Cuarrmman. The Gary project. 

Mr. Guueck. 1949, 
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Senator Payne. 1{49. 

The Cuairman. This Florida Apartment in which you sold your 
half interest for $7,500 was a $3,500,000 project, was it not? 

Mr. Guiurck. No, sir. 

The Cuarman. What was it? 

Mr. Guueck. Three hundred thousand dollars-some-odd. 

The CuarrmMan. $300,000 ? 

Mr. Guurck. Yes, sir. 

The Cuarrmax. The Florida Apartment is a $300,000 project? The 
Florida Apartment is the $350,000 project # 

Mr. GLuecKk. $372,000. 

The Cuarrman. How many apartments were there in it? 

Mr. Guiveck. I think forty-some-odd. 

The CuarrmMan. Were there any other units that were handled on 
a similar basis that were partially owned by Mr. Peters? 

Mr. Giveck. None that I know of. 

The CuHatrman. This was a $372,600 project. I will continue 
reading: 

In any event, Mr. Glueck admitted to Mr. Bremer of the FHA that Mid-City 
Investments had fronted for the Peters family on the Florida Apartments. On 
the basis of the report of the full investigation, there is some evidence which 
would indicate a strong possibility that Peters really had practically the full 
interest. Further, it appears that before completion of the project, all of the 
stock held by Glueck, as well as that held by Allen and Kelly was assigned to 
A. Mentzler, a brother-in-law of Peters and by Mentzler in blank to Peters, and 
in the-case of Glueck, it is apparent his assignment was to Leo Levi, connected 
with Glueck, by Levi to Mentzler and then by Mentzler in blank to Peters. 


Why didn’t you sign it directly to Peters? 


Mr. GLuUEcK. aie I read this? It will explain it completely. 


The Cuarrman. Can you read just that portion of it ? 

Mr. Guueck. This is a letter to the board of directors. 

The Cuarrman. Can you read just the portion of it that explains 
this? 

Mr. Guvueck. This is a letter to the board of directors of our com- 
pany that had asked me to make a complete report to them on it. 

The Cuarrman. What is the date of that? 

Mr. Guurcrk. March 27, 1952. 

The Cuatrman. Let me finish this letter. Then I will let you read 
that with comments as I am reading this. Is that fair enough? 

Mr. Drarer. That is fine. 

The Cuarrman. (reading) : 

As you know, FHA proposes to send to Mr. Glueck a letter calling attention 
to the fact that disciplinary action is being taken with respect to Mr. Swan, of 
the FHA Indianapolis Office, because he permitted Glueck to pay for the trans- 
portation by rail and plane of Mr. and Mrs. Swan from Indianapolis to Miami 
(where they spent a week as guests of Mr. Glueck) and return. 

You testified a minute ago that was true? 

Mr. Guvurck. That is right. It wasn’t a week. It was 4 days. 

The CuarrMan. Well, whatever it was. 


The letter merely indicates the FHA policy— 


by the way, do you know where Mr. Swan is at the moment? He isn’t 
employed by you today, is he? 

Mr. Guveck. No, sir. 

The Cuarrman. Is he employed by a Mr. Litman of Indianapolis? 
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Mr. Guurck. That is what I understand. 
The CuarrMan. (reading) : 


The letter merely indicates the FHA policy— 
the reason I ask that is I think we want him as a witness— 


The letter merely indicates the FHA policy was also as to giving of gratuities 
to employees of FHA and asked Mr. Glueck to advise in the light of such in- 
formation how he proposes to conduct himself in the future relationships with 
FHA. You will recall that in our discussion of this matter on Friday after- 
noon Mr. Bovard— 


and Mr. Bovard was the General Counsel of FHA, and was a witness 
here yesterday, and I want to read this particularly— 


you will recall that in our discussion of this matter on Friday afternoon, Mr. 
Bovard expressed the opinion that no action to withdraw approval of Glueck 
as an approved mortgagee could be taken because there was nothing in the rules 
or regulations bearing on this subject. 


I think I will read that again, in view of Mr. Bovard’s testimony 
yesterday: 


You will recall that in our discussion of this matter on Friday afternoon, Mr. 
Bovard expressed the opinion that no action to withdraw approval of Glueck 
as an approved mortgagee could be taken because there was nothing in the rules 
and regulations bearing on this matter. 


In other words, the matter of paying an FHA employee’s expenses 
to Florida and back, and the matter of being involved, at least—I 
am saying involved—with the State FHA director on a project in 
which it looked as though he was the beneficiary. Now I continue: 

As a result, we then discussed the necessity for changing the rules to cover 
this type of case in the future. As I indicated Friday afternoon, I could see 
no point in sending a letter asking whether Mr. Glueck proposes in his future 
relations with FHA to observe appropriate ethical standards if FHA is not in 
a position to invoke receiver sanctions if he does not. It was my understanding 
at the conclusion of the discussion Friday that you would not believe it proper 
to do less than advise Glueck that while because of certain technicalities in 
FHA’s present rules, we could not take disciplinary action against him in this 
case; we were amending the rules to cover such cases, and that if in the future 
he followed any such course of action as he had in the case of Mr. Swan, FHA 
would suspend or withdraw his status as an approved mortgagee. 

After reviewing the report of the investigation, I am convinced that such a 
course of action would not be adequate, especially since it relates to the less 
serious violation of ethics, and ignores the greater transgressions—that Glueck 
at no time had any real sponsorship in Florida apartments, and was fully aware 
of the fact that Peters was the real owner and sponsor, and that he deliberately 
and actively aided Peters in the concealment of that essential fact. 


Do vou think that is a true statement, Mr. Glueck ? 

Mr. Guveck. I do not, sir. 

The Cuatrman. You donot? 

Mr. Guurck. No, sir. 

The Cuarrman. Did you at any time—— 

Mr. Guvurck. I know for a fact it is not a true statement. 

The Cuarrman. Did you know at any time that Mr. Peters was a 
part owner of the Florida apartments? 

Mr. Guurck. Yes, sir. When I read this thing it will certainly 
explain the entire picture. 

The CHatrMan. You knew he was an owner? 

Mr. Guiveck. Yes, sir. 
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The Caatrman. And you thought that was perfectly all right for 
him to be the beneficiary of a section 608 project and also be the State 
FHA director? 

Mr. Grueck. Yes, sir. 

The Cuarrman. You thought that was perfectly all right ? 

Mr. Giurck. Yes, sir. 

The Cuarrman. Did you think it was perfectly all right for you to 
take Mr. Swan and his wife to Florida and back and pay their ex- 
penses ? 

Mr. Guveck. As I state here I was a little younger then and didn’t 
realize. I had known Jim Swan for many years and we were good 
friends and his family, I knew them. I didn’t thing it was wrong. 
I know now that it is wrong. 

The CHarrman. If you thought there was nothing wrong about 
Mr. Peters being the beneficiary of this Florida Apartment, why did 
you go this devious route of assigning and assigning and assigning to 
2 or 3 or 4 people ? 

Mr. Guueck. I can explain all that. 

The Cuarrman. I will continue reading. 


Moreover, I believe we should have some further information as to Mr. Bovard’s 
position that no action may be taken to withdraw approval of Glueck’s company, 
Mid-City Investments, Inc., as a mortgagee, because, on examining this matter, 
I find that subsection 4 of section 1 of the FHA rules for rental housing under 
section 608 provides as follows: 

“Approval of a mortgagee may be withdrawn by notice from the Commissioner 
upon violation of the agreement mentioned in subsection 2 of this section, [which 
subsection relates to annual inspection and protection and preservation of the 
mortgaged property] and such approval may also be withdrawn at any time for 
other cause sufficient to the Commissioner, but no withdrawal will in any way 
affect the insurance of mortgages theretofore accepted for insurance.” [Em- 
phasis supplied. ] 

From the report of the investigation, I think it is a fair and reasonable con- 
clusion that Mr. Glueck knew from the beginning the purpose of the transac- 
tion—that Peters was undertaking, as the real and responsible sponsor and 
owner, to construct a rental project financed with FHA insurance contrary to 
FHA policies on employee interest cases and contrary to specific instructions 
from FHA’s Washington office. He aided Peters in the concealment of his real 
ownership of the project which, if disclosed, would have rendered ineligible for 
FHA insurance the mortgage loan his company, Mid-City Investments, Inc., 
agreed to make. 

Under such circumstances, I believe the Commissioner ought to withdraw 
approval of Mid-City Investments, Inc., as an approved mortgagee. In view of 
subsection 4 of section 1 of the FHA administrative rules, it seems to me that 
the Commissioner can do so. 

{n addition, I believe the report of the investigation discloses evidence of the 
possible violation of the laws of the United States. Accordingly, I believe the 
Commissioner should forward a copy of the report to the Attorney General 
calling attention to the possible violation, and strongly urging that, in the event 
the Attorney General determines that such a violation has occurred, that the 
appropriate United States attorney be instructed to undertake, at the earliest 
possible date, the necessary action looking toward the maximum penalties under 
the law. 

The basis for possible violation of the laws of the United States are as follows: 

1. The application for mortgage insurance submitted by Mid-City Invest- 
ments, Inc., over the signature of Charles H. Glueck, president, showed the spon- 
sors as Charles H. Glueck, along with the architects, Allen and Kelly, whereas 
Glueck. knew that the real sponsor and owner was Peters and that if Peters’ 
interest was disclosed, insurance would not be granted by the FHA. 


Do you believe that to be a true statement ? 
Mr. Guvecx. No, sir. 
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The Cuamman., It is certainly true it isn’t Allen & Kelly, isn’t it? 

Mr. Grvueck. I told you 

The Cuarrman. You have got that in your letter? 

Mr. Grurck. I have got it all in there, sir. My board was very 
thorough. 

The Cuatrman. You don’t think or you are sure you went into this 
project—— 

Mr. Guvecx. Absolutely, sir. 

The CuarrMan. But you do admit that Peters was a half owner? 

Mr. Guurck. He became a half owner, yes, sir. This all explains 
it completely. 

The Cuatrman. Was he a half owner from the very beginning? 

Mr. Guveck. I find out now he was. I didn’t know at that time. 

The Cuarrman. You find out now he was but you didn’t know at 
the time? 

Mr. GuiurcKk. I mean I knew later he was. In the beginning I didn’t. 

Mr. Stwon. Mr. Glueck, you were here in this room on June 25, 1954, 
in executive session ? 

Mr. Guvueck. Yes, sir. 

The CHarrman. At that time, when we were talking about this 
Florida deal, did you make this statement, and I am quoting from 
page 897 of the transcript: 





My understanding of that thing was very clear when I went into it. My 
understanding was that it was brought about by Allen & Kelly and Mr. Peters. 
They talked to me about it, and my understanding of it was that Mr. Peters 
wanted an apartment building, or wanted an interest in an apartment building 
at Fort Wayne and that he had contacted Washington, his superiors, to see 
whether it would be satisfactory. In the interim, awaiting their answer, Mr. 
Kelly and Allen and myself were to build the thing. 

Did you say that? 

Mr. Guivueck. Yes, sir. 

Mr. Srmon. Then isn’t what you said there—— 

Mr. Giurck. Will you read the rest of it? 

Mr. Srmon.. Yes. 


If Mr. Peters got an O. K. to go ahead he was to purchase a third of it at 
whatever the cost figures were. We did it. 

Isn’t the understanding in the beginning that he wanted it and you 
were just going to hold it for him until he theoretically cleared up? 

Mr. Guiurckx. He would have one-third of it if it was O. K. We 
were going in. If he couldn’t have it we would own it. That was my 
understanding. 

Mr. Stwon. Did you ever find out that he could have it? 

Mr. Giueck. Again, I was told that by Mr. Peters. 

Mr. Srwon. Mr. Peters told you that he had an O. K. to go ahead 
on it? 

Mr. Guveck. Yes, sir. 

Mr. Srvon. It was all right, was that what you said? 

Mr. Guveck. Yes, sir. 

Mr. Srmon. Then you went on to say: 

Prior to the time it was finally completed, he said he wanted it for his family 
and I sold my stock to him at cost for $7,500 and got paid for it. 

Mr. Grveck. That is correct. 

The Cuatrman. In other words, I again get back to why you would 
sell stock for $7,500, the amount you paid for it in a good proposition, 
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to Mr. Peters, unless it was because he was the State FHA Director. 
You certainly haven’t shown that generous attitude toward the gentle- 


man in Gary. 
Mr. Guurck. The size of the deals are a little different, Mr. Cape- 


hart. 

Senator Bennett. That was the same stock that finally got in blank 
in the hands of Mr. Peters through 3 or 4 nominees along the road and 
yet in your statement you said: 


* * * he said he wanted the stock for his family and I sold the stock to him at 
cost and got paid for it. 

It will be interesting to know why it had to go through those 3 or 4 
hands if you made a deal directty with Peters. 

Mr. Guiurcx. May I read this? 

The CuarrmMan. Without objection what I read here, and other 
information, will be placed in the record at this point. 

(The information referred to is as follows :) 


[CONFIDENTIAL] 
OFFICE MEMORANDUM, UNITED STaTes GOVERNMENT 


MakcH# 17, 1952. 
To: Raymond M. Foley, Administrator. 
From: B. T. Fitzpatrick, Deputy Administrator and General Counsel. 
Subject: Investigation of FHA Indianapolis Office. 


I have reviewed the attached copy of the report of the investigation of the 
FHA Indianapolis office, which copy I received later in the afternoon of March 14. 

In general, the report of the investigation confirms those details previously 
reported to you in various discussions by Commissioner Richards concerning 
the transaction by which the late Mr. Earl Peters, former FHA Director of the 
Indianapolis office, insured a mortgage ioan for the financing of a section 608 
rental project (Florida Apartments) in Fort Wayne as to which Mr. Peters was 
in fact the real sponsor and owner, although his sponsorship and ownership was 
concealed and did not appear on record. As you know, this transaction was the 
basis for Mr. Peters’ dismissal by the FHA earlier this year. 

The most important aspect which should be called to your attention at this 
time is the action proposed to be taken in connection with Mr. Charles H. 
Glueck, president of Mid-City Investments, Inc., of Gary, Ind., the original 
mortgagee on the Florida Apartments. I believe it is the most important be- 
cause, while others (particularly the architects, Allen and Kelly) may be 
involved in irregularities connected with this case, it is doubtful that the trans- 
action could have been carried out without Mr. Glueck’s active participation. 

The original application was submitted by Mid-City Investments, Inc., over 
the signature of Charles H. Glueck. It listed the sponsors as Charles H. Glueck, 
J. L. Allen, and J. R. Kelly (the latter being architects). It listed the attorney 
as Robert Fleming (a brother-in-law of Mr. Peters). Shortly after the mort- 
gage was endorsed for insurance and apparently before construction of the 
project was commenced, the mortgage was assigned by Mid-City Investments, 
Inc. to Teachers Insurance and Annuity Association of America. 

You will also recall that on the basis of the preliminary information it appeared 
that at all times after the option for the land was first taken in the name of 
Miss Jane Rimmel (secretary to Robert Fleming) Mr. Peters had at least, 
approximately, a 50-percent interest in the transaction. Mr. Peters’ statments 
were to the effect that the option price was $15,000, of which he put up $7,500 
and Mr. Glueck a like amount; that he subsequently bought out Mr. Glueck’s 
interest for $7,500, plus the portion of the required working capital furnished 
by Mr. Glueck. The investigation report contains information, particularly Mr. 
Fleming’s statements, which indicate that Mr. Peters’ $7,500 was in the stock 
held by Glueck. In any event, Glueck admitted to Mr. Bremer of the FHA that 
Mid-City Investments, Inc. “had fronted for the Peters family on the Florida 
Apartments.” On the basis of the report of the full investigation, there is some 
evidence which would indicate a strong possibility that Peters really had prac- 
tically the full interest, 
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Further, it appears that, before completion of the project, all of the stock held 
by Glueck, as well as that held by Allen and Kelly, was assigned to Mentzer 
(a brother-in-law of Peters), and by Mentzer in blank to Peters. In the case of 
Glueck, it is significant that his assignment was to Leo Levin (connected with 
Glueck), by Levin to Mentzer, and Mentzer in blank to Peters. 

As you know, FHA proposes to send to Mr. Glueck a letter calling attention 
to the fact that disciplinary action is being taken with respect to Mr. Swan of the 
FHA Indianapolis Office because he permitted Glueck to pay for the transporta- 
tion, by rail and plane, of Mr. and Mrs. Swan from Indianapolis to Miami (where 
they spent a week as guests of Glueck) and return. The letter merely indicates 
that the FHA policy is also opposed to the giving of gratuities to employees of 
FHA and asks Mr. Glueck to advise, in the light of such information, how he 
proposes to conduct himself in future relationships with the FHA. You will 
recall that, in our discussion of this matter on Friday afternoon, Mr. Bovard 
expressed the opinion that no action to withdraw approval of Glueck as an 
approved mortgagee could be taken because there was nothing in the rules or 
regulations bearing on this matter. As a result, we then discussed the necessity 
for changing the rules to cover this type of case in the future. As I indicated 
Friday afternoon, I could see no point in sending a letter asking whether Mr. 
Glueck proposes in his future relations with FHA to observe appropriate ethical 
standards if FHA is not in a position te invoke severe disciplinary sanctions if 
he does not. It was my understanding at the conclusion of the discussion 
Friday that you would not believe it proper to do less than advise Glueck that, 
while because of certain technicalities in FHA’s present rules, we could not take 
disciplinary action against him in this case, we were amending the rules to cover 
such cases, and that if in the future he followed any such course of action as he 
had in the case of Mr. Swan, FHA would suspend or withdraw his status as an 
approved mortgagee. 

After reviewing the report of the investigation, I am convinced that ‘such a 
course of action would not be adequate, especially since it relates to the less 
serious violation of ethics, and ignores the greater transgression—that Glueck 
at no time had any real sponsorship in Florida Apartments and was fully aware 
of the fact that Peters was the real owner and sponsor, and that he deliberately 
and actively aided Peters in the concealment of that essential fact. 

Moreover, I believe we should have some further information as to Mr. Bovard's 
position that no action may be taken to withdraw approval of Glueck’s com- 
pany, Mid-City Investments, Inc., as a mortgagee, because, on examining this 
matter, I find that subsection 4 of section 1 of the FHA Rules for Rental Housing 
under section 608 provides as follows : 

“Approval of a mortgagee may be withdrawn by notice from the Commissioner 
upon violation of the agreement mentioned in subsection 2 of this section [which 
subsection relates to annual inspection and protection and preservation of the 
mortgagd property] and such approvel may also be withdrawn at any time 
for other cause sufficient to the Commissioner, but no withdrawal will in any way 
affect the insurance of mortgages theretofore accepted for insurance.” [Emphasis 
supplied.] 

From the report of the investigation, I think it is a fair and reasonable con- 
clusion that Mr. Glueck knew from the beginning the purpose of the transaction— 
that Peters was undertaking, as the real and responsible sponsor and owner, to 
construct a rental project financed with FHA insurance contrary to FHA 
policies on employee-interest cases and contrary to specific instructions from 
FHA’s Washington office. He aided Peters in the concealment of his real owner- 
ship of the project which, if disclosed, would have rendered ineligible for FHA 
insurance the mortgage loan his company, Mid-City Investments, Inc., agreed 
to make. 

Under such circumstances, I believe the Commissioner ought to withdraw 
approval of Mid-City Investments, Inc., as an approved mortgagee. In view of 
subsection 4 of section 1 of the FHA administrative rules, it seems to me that 
the Commisisoner can do so. 

In addition, I believe the report of the investigation discloses evidence of the 
possible violation of the laws of the United States. Accordingly, I believe the 
Commissioner should forward a copy of the report to the Attorney General 
calling attention to the possible violation, and strongly urging that, in the event 
the Attorney General determines that such a violation has occurred, that the 
appropriate United States attorney be instructed to undertake, at the earliest 


possible date, the necessary action looking toward the maximum penalties under 
the law. 
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The basis for possible violation of the laws of the United States are as follows: 

1.. The application for mortgage insurance submitted by Mid-City Investments, 
Inc., over the signature of Charles H. Glueck, president, showed the sponsors as 
Charles H. Glueck, along with the architects, Allen and Kelly, whereas Glueck 
knew that the real sponsor and owner was Peters and that if Peters’ interest was 
disclosed, insurance would not be granted by the FHA. 

2. Title 18, United States Code, section 1010, which provides, in part, as 
follows: 

“Whoever, for the purpose of obtaining any loan * * * from any corporation 
with the intent that such loan * * * shall be offered to or accepted by the 
Federal Housing Administration for insurance, * * * or for the purpose of in- 
fluencing in any way the action of such Administration, makes, passes, utters, or 
publishes any statement, knowing the same to be false * * * shall be fined not 
more than $5,000 or imprisoned for two years, or both.” 

From the report of the investigation, it is noted that the letterheads of the 
attorney, Robert Fleming, brother-in-law of Peters, read ‘‘Law offices of Peters 
& Fleming, R. Earl Peters, W. Robert Fleming”; also, on the door of his law 
offices, there appears the following: “Law offices of R. Earl Peters, W. Robert 
Fleming, Arthur W. Miller.” 

The report shows that Mr. Fleming stated that Peters had no interest in the 
firm. On the other hand, the Fort Wayne News Sentinel quotes Mr. Peters, in 
explaining the fact that title to the property was originally taken in the name of 
Jane Rimmel, who was employed by the firm, as stating, “Through my Fort 
Wayne law firm, an option was procured,” ete. [Italic supplied.] 

In view of the current matters relating to the law firm of Grace & Grace in New 
York, I suggest that it would be appropriate for the Commissioner to issue 
specific instructions that FHA employees shall not have any interests of such a 
nature and shall not permit their names to be shown on letterheads or office 
directories or doors as members of such firms. 

There is some evidence in the report that, sometime prior to October of 1951, 
Mr. Bremer may have had information indicating that Peters was the real owner 
of Florida Apartments. Peters is reported to have said that when, in the course 
of a telephone conversation, Mr. Bremer apparently indicated that ownership. by 
Peters would not be in accord with FHA policy, Peters said he would carry the 
stock in the names of his relatives. The report indicates that Peters further 
stated that Mr. Bremer then told him “the transaction would get by but it wasn't 
perfect.” The report also indicates that about October of 1951, when Glueck told 
Mr. Bremer that he had “fronted for the Peters family on the Florida Apart- 
ments,” Mr. Bremer thought he had reported the matter to Mr. Redman. The 
report does not show whether Mr. Bremer was interrogated for the purpose of 
ascertaining whether Mr. Bremer did, in fact, become aware of Peters’ real 
interest in the project, and, if so, precisely when he did, or whether he ever did 
have a conversation with Peters in which he indicated that, if the stock was held 
by Peters’ relatives, the transaction would “get by.’ Also, the report does not 
show whether Mr. Redman was interrogated for the purpose of ascertaining 
whether, in fact, Mr. Bremer did at any time report to him, information or 
suspicion concerning irregularity in connection with the Florida Apartments 
project, and, if so, what action, if any, was then taken by Mr. Redman. 

Finally, I think you will wish to give consideration to the question as to 
whether the proposed suspension of Mr. Swan for 2 weeks without pay represents 
an appropriate and adequate disciplinary action by the FHA for Mr. Swan’s 
violation of the gratuity policy. In this connection, it is to be noted that Mr. 
Swan’s paycheck for a 2-week period probably does not exceed the cost of rail 
and plane fare for two persons from Indianapolis to Miami and return, which 
represents the gratuity received by Mr. Swan. This proposed disciplinary action 
may be contrasted with the action recently taken by you in dismissing an em- 
ployee of the Office of the Administrator for giving unauthorized information to 
a prospective contractor. 

B. T. FirzpaTrRick, 
Deputy Administrator and General Counsel. 
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{CONFIDENTIAL} 


Marcu 18, 1952. 
Office memorandum, United States Government. 
l'o: Raymond M. Foley, Administrator. 
From: B. T. Fitzpatrick, Deputy Administrator and General Counsel. 
Subject : Investigation of FHA Indianapolis Office. 


This will supplement my memorandum addressed to you under date of-March 
17, 1952, on the above-captioned subject. 

This afternoon I went over the matter in considerable detail with Commis- 
sioner Richards, Deputy Commissioner Walter Greene, and General Counsel 
Bovard. 

At the conclusion of our discussions, the following decisions were reached: 

1. The FHA will notify Mr. Glueck, president of Mid-City Investments, Inc., 
that the approval of that institution as an FHA mortgagee has been withdrawn 
by the Commissioner until such time as the Commissioner is satisfied that the 
FHA may rely fully upon the statements and representations of the mortgagee. 

2. The FHA Commissioner will notify the architects, Allen & Kelly, that the 
FHA will not accept any plans or specifications on which their names appear 
until the Commissioner is satisfied that they will in the future conduct them- 
selves in their relations with the FHA and its employees in accordance with 
satisfactory ethical standards, and that they will not in the future offer gifts 
or gratuities to any FHA employees. 

3. The FHA Commissioner will notify the builder, W. A. Sheets & Sons, that 
FHA will not accept any future cases on which W. A. Sheets & Sons are the 
eontractors until the Commissioner is satisfied that they will in the future 
conduct themselves in their relations with the FHA and its employees in accord- 
ance with satisfactory ethical standards, and that they will not in the future 
offer gifts or gratuities to any FHA employees. 

4. The suspension of Mr. Swan of the FHA Indianapolis office for 2 weeks 
withont pav will stand. 

5. The Commissioner will issue general instructions to all FHA employees 
that they must not allow their names to he used on letterheads, business diree- 
tories, or office doors of firms or organizations which may do business with the 
FHA. 

6. The Commissioner will tomorrow morning issue a press release indicating 
that the investigation of the Indianapolis office by the FHA has been completed, 
that in addition to the dismissal of the former director which action was taken 
earlier this year, disciplinary actions are being taken in connection with one other 
employee of the FHA office, and with several firms or organizations involved in 
the transaction through which Mr. Peters obtained insurance upon the Florida 
Apartments project, which he was the owner. 

7. The report of the investigation will be forwarded by the Commissioner to 
the Attorney General with an indication that in the case of Charles H. Glueck 
and Mid-City Investments, Inc., there is ground for belief that a violation of the 
laws of the United States has occurred—specifically, the false statement pro- 
visions of title 18, United States Code, section 1010. 

B. T. Frrzpatricx, 
Deputy Administrator and General Counsel. 





TEACHERS INSURANCE & ANNUITY ASSOCIATION OF AMERICA, 
New York 18, N. Y., March 28, 1952. 
Mr. FRANKLIN D. RICHARDS, 
Commissioner, Federal Housing Administration, 
Washington 25, D. C. 

Dear Mr. Ricwarps: I understand that Mid-City Investments, Inc., has been 
informed by the Federal Housing Administration that no further applications 
will be processed after April 1 until such time as the Commissioner feels 
that it will comply with the spirit of the rules and regulations of the FHA. 
This action was taken because of certain questions concerning the Florida Apart- 
ments property in Fort Wayne, Ind. 

Mid-City Investments have acted as our correspondent in the State of Indiana 
since 1947 and all dealings that we have had with this organization have been 
highly satisfactory. Mid-City is, at the present time, servicing $9,285,849 for us. 
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We have never found any attempt to conceal pertinent facts on the part of any 
of the employees of Mid-City and, in fact, we place full confidence in their honesty 
and integrity. 

In the particular case of Florida Apartments, Mr. Peters, State director, stated 
to me in the presence of Mr. Glueck, president of Mid-City, ruat he hoped to get 
clearance from the FHA in which case he would take over the ownership of 
Florida Apartments. About 1% years ago, he stated to me, again in the presence 
of Mr. Glueck, that he had received clearance. Under the circumstances, I saw 
no reason to question his statement and likewise think it quite natural that Mr. 
Glueck had no reason to question his statement. In other words, I believe that 
Mr. Glueck handled the matter without intending to hide any pertinent facts from 
the FHA and accepted Mr. Peters’ statements at face value. 

I believe the publicity which has recently appeared in the Gary, Indianapolis, 
Chicago, and other midwestern papers has done great damage to Mid-City Invest- 
ments without proper justification. I urge upon you the lifting of the ban as I 
am sure that Mid-City Investments will, in the future, not only comply with the 
rules and regulations of the FHA but also with the spirit underlying those rules. 


Very truly yours, 
RicHarp M. Hugp. 
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Gary, INb., March 27, 1952. 
Re Mid-City Investments, Inc., Charles H. Glueck, president, Gary, Ind. 
FEDERAL HousinG ADMINISTRATION, 
Washington 25, D. C. 


(Attention : Mr. Herbert C. Redman, Assistant Commissioner. ) 

GENTLEMEN: This will acknowledge your letter of March 20, 1952, addressed 
to Mr. Charles H. Glueck as president of the above corporation, advising that 
the certain actions mentioned and described in that letter are such as to cause 
the administration to entertain serious doubt as to the reliance and confidence 
the commissioner can place in the representations and statements of Mid-City 
Investments, Inc., and that by reason thereof, no further applications for mort- 
gage insurance submitted on behalf of Mid-City Investments, Inc., on or after 
April 1, can or will be accepted for processing until such time as the commissioner 
is fully satisfied that in any future relationship between such company and the 
Federal Housing Administration there will be full compliance with the policies, 
procedures and requirements of the administration, ete. 

Promptly upon receipt of this communication this corporation caused an 
investigation of the matters to be made and in connection therewith has obtained 
a statement from Mr. Charles H. Glueck, president of the corporation, a copy 
of which is enclosed herewith and is self-explanatory. 

Herein, also find, pursuant to your request, a list of the officers, directors, 
and stockholders of the corporation together with the number of shares of such 
stock held by each. We would appreciate it very much, if, when such list has 
served its purpose, you will return it to us. 

It is now, has been, and will continue to be, the honest desire of this corpo- 
ration at all times to cooperate with and observe all of the rules and regulations 
of the administration, as well as its policies, having to do with the insuring 
of mortgage loans. 

The directors of this corporation had no knowledge of the details of the Florida 
apartments transaction, nor of any transaction wherein Mr. Peters was involved, 
nor does any officer of the corporation have the authority to act on its behalf 
except in a proper and lawful manner and in compliance with all of the laws 
of this State and of the United States. 

It does not condone any act, or acts, of any of its officers which violate the 
regulations and policies of the Federal Housing Administration, or any other 
Government agency, nor does it condone any act or acts done in violation of 
good taste and the proprieties. 

It deeply regrets that the error in connection with Mr. Swan was made by its 
president and appropriate steps have been taken to assure this corporation 
and the administration that nothing of the sort again occur. 

To a degree the acts complained of were committed by reason of a lack of 
knowledge as to some of the policies of the administration and in particular the 
specific requirements as to the insuring of loans made to employees, officers and 
agents of the Federal Housing Administration. It is now fully advised in that 
respect and in the future, if the present relationship is permitted to continue, 
all such procedures will be scrupulously observed and adhered to. 

In view of the volume of the business that has originated through this corpo- 
ration, amounting we believe to something in excess of 4,000 applications, it 
seems to us that to withdraw recognition from the corporation as approved mort- 
gagee by reason of the errors adverted to, which were committed by the president 
of the corporation at a time when he was 33 years of age and without broad 
and extensive business experience, is and would be too drastic a step to be taken 
particularly as it could only result in the ruin of the future business of the 
corporation. 

As the corporation previously advised you orally, all of the duties pertaining 
to Federal Housing Administration business handled by this corporation have 
been imposed upon Mr. Savill, executive vice president of the corporation, for 
the past 12 months, and he will continue to supervise that work, thus relieving 
Mr. Charles H. Glueck of any duties in that regard and freeing him to handle 
other matters of the corporation. 

This corporation stands ready to make any changes in personnel or corporate 
officers that might be helpful in restoring the confidence of the Administration 
in the corporate officers and reestablishing its reliability and responsibility in 
all representations made to and all dealings had with the Federal Housing 
Administration. 
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Should any other or further information, which we may be in a position to 
furnish, be required by the Administration in giving consideration to this situ- 
ation, you have but to call upon us. 

Yours very truly, 
MiD-City INVESTMENTS, INC., 
By , 








Counsel. 

P. 8. Will you be good enough to return to us, carbon copy of letter dated 
December 10, 1947, from Charles H. Glueck to W. A. Sheets & Sons, Inc., and 
letter dated October 6, 1947, from Wayne A. Sheets, president, to Mr. Charles H. 
Glueck. 

The Cuareman. Is there anything else to go in the record ¢ 

Senator Bennett. Before Mr. Glueck reads his statement I would 
like to ask a couple of questions. He has indicated earlier that this 
statement is his answer to his board of directors. Who were his board 
of directors? May I ask the question first, did you and your father 
own the Mid-City Investment Co. ? 

Mr. Giurck. Controlling interest, yes, sir. 

Senator Bennerr. How big a controlling interest ? 

Mr. Guuecx. At that time approximately 60 percent. 

The Cuarrman. Who owned the other 40? 

Mr. Guiurck. Scattered among quite a number of stockholders. 

The CuarrMan. What are their names? 

Mr. Guiurck. We sent a list to FHA. There must have been 250 
or so. 

The Cuarrman. 250 stockholders? 

Mr. Guurck. Yes. 

The Cuatrman. Who is the largest of the 250 stockholders? 

Mr. Guvecs. I was—of the 250? 

The Cuatrman. Yes. 

Mr. Guveck. I think Judge Harvey Curtis. 

The CuarrMan. Do you have the names of the stockholders with 
you? 

Mr. Guvueck. I might have. 

Senator Bennett. I would like to ask one other question while he is 
looking for them. You then controlled the company and you then 
controlled the board of directors, so in effect, you were making a re- 
port to yourself in this letter ? 

Mr. Giueck. Well, this report was forwarded to FHA by the board 
of directors. In other words I may have written my letter to the 
board in answer. 

Senator Bennetr. You answered the letter. I see. The FHA 
moved against Mid-City Investment Co. rather than against you per- 
sonally since it was Mid-City who had the privilege of handling 
these loans? 

Mr. Guvurck. That is correct. 

Senator Bennetr. So you made a statement to the board. 

The Cuarrman. Did you say you forwarded what you are about 
to read to FHA? 

Mr. Guvueck. Yes, sir. 

The Cuatrman. Do you remember about what date? 

Mr. Guvueck. March 27, 1954. 

The Cyatrman. Mr. Kenney, will you see if you can secure that 
from FHA ? 


Mr. Kenney. Secure what, sir? 
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The Cuatrman. The document he is about to read, that he claims 
he forwarded to FHA. 

Mr. Guiurcx. A copy of it, sir. 

The Cuarrman. At what time? 

Mr. Guveck. March 27, 1952. 

The CuHarrMan. Will you see if you can get that from FHA; have 
it sent right over ? 

Mr. Kenney. Yes. The date is what on that? 

Mr. GuiurcKk. March 27, 1952. 

The Cuarrman. Now let’s have the list of the stockholders. With- 
out objection, we will place in the record the list of stockholders. 

(The document referred to follows :) 


Mid-City Investments, Inc., stockholders 
Number of shares 
Allan, James S_-. 
Anderson, Charles H__.-------- 
Anderson, Gude__- 
Aschoff, Raymond M---- 
Bain, Leslie R_-_- 
Barnes, Charles - - - ---~-- 
Barnes, Lawrence Russell 
Bartz, Mary 
Bennett, N. C___- 
Bennett, Wesley M 
Boden, William T 
Boyer, Edward H---------- 
Brayton, John M_-_-- 
Carter, Alva........-. 
I ance lcs ciretenstinish ite onaictsaidartetie'rtd 
Cassidy, Fred J_--- 
Cassidy, James E_--- 
Chambers, Clark 
nT crc a ia capes easen sh catenaceanahiasnethinessireh ww ddan: 
Cohen, Saul and Schleicher, Paul E 
Continental Illinois National Bank & Trust Co. 
C. MeDonnell as executors of the last will and testament of Margaret 
L. Grace, deceased 
Copenhaver, Phillip 
Coundiff, Homer B 
Crabb, Kenneth C 
Curtin, Jerry J. and Ella L 
Curtis, Harvey J 
Darnell, Florenz L 
Davis, Robert M 
Davisson, Lake 
Draper, A. P 
Dubin, Henry 
Enright, Margaret White and Edward M.., as joint tenants, with the 
right of survivorship and not as tenants in common 
Essmeister, Frank 
Estle, V. I 
Kvans, Harvey W 
Evanseck, George J 
Ewald, Robert F 
Ewald, Ruth M 
Friar, L. E 
Gamble, ©. ¢ 
Garneau, Emile J 
Gifford, L. W 
Gilbertz, Albert 
Glasspool », James FE ) 
Glueck, Beulah § ; 1, 003%5 
Glueck, Charles H 2, SUDM 
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Mid-City Investments, Inc., stockholders—Continued 


Number of shares 
Grabiel, Anna 
Grassman, Victor L 
Greenwald, M. L., Sam, and Ben 
Gregory, Frank — 
Greslo, Kinga 
Gronniger, John L 
Grotz, Ben_- bic 
Hackett, Fred H J 
Haggenjos, Arthur J. and Madeline C 
Haines, Frank =e 
Hayes, Edward W 
Hays, Jacob H 
Hecker, August 
Heidke, John M 
Hinkley, Charles B- 
Holscher, Henry H 
Horacek, Jean A 
Hoxsey, John D 
Hummel, George F Lt 
Hunter, Dorothy Sugden 
Jackson, Dr. Charles R 
Jewell, Ada Iverson__-_-- 
Johnson, Arthur G 
Kading, C. W_- 
Kahn, Marjorie F 
Kaveney, Owen 
Killigrew, Alvina M_ 
Knochel, George___- 
Kremer, George W 
Kroeger, F. H ‘ 
Kyle, Joseph B_- 
Lavrenz, Otto J 
Lazerwitz, Jack 
Lazerwitz, James A 
Leevack, Robert 
Leonard, Daniel 
Leopold, Howard F 
Lever, William H 
Levi, Richard A 
Levi, Robert Kahn 
Me Michael, Frank J 
Markey, John M 
Marten, Herbert T 
Marten, Paul A 
Martis, Joseph 5S 
Mashek, Vojta F 
Mayer, Samuel. 
Mever, Ravmond T 
Michaelv, George P 
Melin, Carl A 
Miller, Harold W 
Mills, Clifford C 
Mohr, Rudolph C. and Dittrich, Willibold 
Morelock, Phil D ; 
Morris, Mrs. Eleanor C 
Mowery, Kenneth C 
Mundorff, William D 
Nagle, Lorraine Curtin _- 
Nichting, Joseph J 
Nikolich, Miroslav __ 
Noe, Morris ‘ 
O’Conner, Mrs. James 
Oleska, Mary 
Oliman, George 
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Mid-City Investments, Inc., stockholders—Continued 
Number of shares 
of shares Pachter, Sidney L le oe ee 1397, 
Page, H. C 
Pavol, Frank G zt 
Peters, Clara M_.___- 
Peters, Robert H 
Petrovich, John 
Pfeiffer, Frank J 
Pfisterer, George E 
Pokern, Otto 
Punshon, Samuel 
teaven; Joanne Simon 
Richards, Delmar H 
Robinson, Frances J ; 
todgers, Blanche Dougan 
Rosenbaum brothers 
Sackley, Ralph ; 
Sakanoff, Marvin H 
Schear, Rudolph 
Scherer, Catherine_-_ 
Schickluna, Alice ! 
Schiele, Roy W 
Schmitt, Charles 
Schmitz, Joseph A- 
Schrage, Walter E 
Schreiber, Elmer : 
Schultz, Dorothy E. Ths 
Sells, Harriet C 
Sievers, Ida ea 
Sievert, C. A 
Simon, Lewis . 
Smith, Albert H 
Smith, C. Ernest 
Smith, John A- 
Smith, Joseph F 
Squire, Charles P 
Steele, Archie 
Stein, Etta Glenn- 
Stenz, Edward J 
Stern, Arthur L- vee 
Suchovsky, Anna Predaina 
Swanton, Lee A. and Coralie 
The First National Bank of Chicago, 
Angela D. Stearns 
Torrance, Moore J 
Torri, Quentin J__-- 
Torri, Anthony James E 
Van Duzer, Nora J.......-....-- 
M. L. Vehon & Co_. 
Wagner, Sam and Anna 
Weiler, Sylvester _ - - 
Wilson, Frank M 
Williams, Charles A______-_- eke 
Williams, William A. and/or Nellie B 
Wimmer, Robert N 
Witrous, Elmer J___- 
Woods, Leonard B____---_--- 
Wyngarden, Martin D_---_-- 
Zeiler, George i 
Young, Alexander 


Total 5, 6942%5 


No preferred stock. 
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The Cuairman. This shows that you owned 2,899 shares, and Beulah 
Glueck owned 1,003. Who is she? 

Mr. Givuecx. My mother. 

The Cuarrman. What did your father own? 

Mr. Guveckx. Don’t think he had any. That is my stepmother. 
She is my legal mother now. She adopted me. 

Senator Bennett. Mr. Glueck, how many directors were there? 

Mr. Guvureck. Five. 

The Coarrman. Can you give those names for the record ? 

Mr. Guvueck. Louis Glueck, Charles Glueck, Harvey Curtis, Nick 
Bikos, and Leo Levin. 

The Carman. I notice that Marvin Sakanoff is possibly the larg- 
est stockholder next to your father. 

Mr. Guveck. What name? 

The Cuarman. Sakanoff. Whois he? 

Mr. Guveck. I do not know. 

The Carman. I notice he owns 257 shares. Marvin A. Sakanoff. 

Mr. Guveck. The stock at one time had been sold, years before, on 
the Chicago Curb and there were stockholders all over. 

The Cuatrman. Who is Sidney L. Pachter, do you know him? 

Mr. Guveck. Yes, sir. 

The Cuarrman. Where does he live? 

Mr. Guiurck. Gary. 

The Cuarrman. What is his business? 

Mr. Guivurck. Real estate business. 

The CuarrMan. He is in the real estate business. 

Who is Dorothy Schultz, who I notice is a large stockholder? 

Mr. Guueck. Dorothy E. Tharp Schultz? I don’t know. 

The Coarrman. You don’t know her? 

Mr. Guveck. I didn’t sell any stock to anybody. 

The CuarrMman. But you are the president of the company, aren’t 
you? 

Mr. Guvurck. Yes, sir. 

The Cuatrrman. You wouldn’t know your largest stockholders? 

Mr. Guiueck. Not necessarily. 

The Cuarrman. You never heard of Dorothy—— 

Mr. Guvecr. I have heard of her, yes. 

The Cnarrman. Where does she live? 

Mr. Guvurcx. I don’t know. 

The Cuarrman. Doesshe live in Gary? 

Mr. Guveck. I don’t know, sir. 

The Cuarrman. Will you furnish us with the names and addresses 
of these stockholders ? 

Mr. Grurcr. Yes, sir. 

The Cuarrman. You don’t have that with you today ? 

Mr. Draper. No, sir. 

The Cuarman. Will you furnish that? Who is Lewis Simon? I 
notice he owns a lot of stock. 

Mr. Guvrcx. He isa jeweler in Gary. 

The Cuarrman. Where? 

Mr. Guveck. In Gary. 

Senator Bennetr. Wasn’t there a Mr. Simon involved in one of the 
earlier cases? Was he an owner of the land, of the 50-odd acres, on 
which you built? 
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Mr. Guueck. Yes, sir. 

Senator Bennett. Was it the same man? 

Mr. Guueck. Yes, sir. 

The Cuarrman. You are going to furnish us with the names and 
addresses of the stockholders and directors? 

Mr. Guurck. Yes, sir. 

The CHarrMan. Will you give us the directors, please? 

Mr. Draper. Louis H. Glueck, chairman, Charles H. Glueck, Harvey 
J. Curtis, Nick Bikos 

The Cuarrman. What is his business? 

Mr. Guvrck. He was a big theater operator in real estate. 

The CHamrman. In Gary? 

Mr. Givurck. Yes. 

Mr. Draper. Leo Levin. 

The Cuarrman. Wasn’t that the one I asked you about a minute ago? 

Mr. Guvueck. Yes, sir. 

The Cuamman. What you are about to read is a letter you wrote to 
your directors and sent a copy to FHA? 

Mr. Guveck. Yes, sir. 

The Cuatmrman. Did you send a letter of transmittal? 

Mr. Guivueck. Mr. Draper did. 

The CHairrman. We will get a copy of that. I should be in the 
FHA files. 

Mr. Drarer. If I may, Mr. Chairman, I would like to read this 
covering letter as a preface to the reading of this. 

The Cuarrman. Youmay. You may read the covering letter and as 
well as the statement that you made to your directors at that time. 

Mr. Draper. This letter is dated March 27, 1952, addressed to the 
FHA, Washington 25, D. C., attention: Mr. Herbert C. Redman, 
Assistant Commissioner. 

The Cuarrman. What was the date? 

Mr. Draper. March 17, 1952. 

Re Mid-City Investments, Inc.—Charles H. Glueck, president, Gary, 
Ind. 

The Cuamman. You may sit down if you care to and talk into the 
microphone. You will be more comfortable. 

Mr. Draper. (Reading) : 

Gentlemen: This will acknowledge your letter of March 20, 1952, addressed 
to Mr. Charles H. Glueck as president of the above corporation, advising that 
the certain actions mentioned and described in that letter are such as to cause 
the administration to entertain serious doubt as to the reliance and confidence 
the Commissioner can place in the representations and statements of Mid-City 
Investments, Inc., and that by reason thereof, no further applications for mort- 
gage insurance submitted on behalf of Mid-City Investments, Inc., on or after 
April 1, can or will be accepted for processing until such time as the Commis- 
sioner is fully satisfied that in any future relationship between such company and 
the Federal Housing Administration there will be full compliance with the poli- 
cies, procedures and requirements of the administration, etc. 

Promptly upon receipt of this communication this corporation caused an inves- 
tigation of the matters to be made and in connection therewith has obtained a 


statement from Mr. Charles H. Glueck, president of the corporation, a copy of 
which is enclosed herewith and is self-explanatory. 


The Crarrman. Did you talk about somebody making an investi- 
gation for the corporation? 

Mr. Drarzr. The board of directors of Mid-City Investments. 

The Cuarmman; Made an investigation, themselves? 
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Mr. Draper. Called upon Mr. Glueck to learn the details. 

The Cuartrman. Mr. Charles Glueck ? 

Mr. Draper. That is right. 

The CHarrman. To tell them the details of this Florida apartment 
and all of this business ? 

Mr. Drarer. That is correct. 


Iierein, also find, pursuant.to your request, a list of the officers, directors, and 
stockholders of the corporation together with the number of shares of such stock 
held by each. We would appreciate it very much, if, when such list has served 
its purpose, you will return it to us, 

It is now, has been, and will continue to be, the honest desire of this corpora- 
tion at all times to cooperate with and observe all of the rules and regulations 
of the Administration, as well as its policies, having to do with the insuring of 
mortgage loans. 


The directors of this corporation had no knowledge of the details of the 


Florida Apartments transaction, nor of any transaction wherein Mr. Peters 
was involved, nor does any officer of the corporation have the authority te act 
on its behalf except in a proper and lawful manner and in compliance with 


all of the laws of this State and of the United States. 
It does not condone any act, or acts, of any of its officers which violate the 
regulations and policies of the Federal Housing Administration, or any other 


Government agency, nor does it condone any act or acts done in violation of good 
taste and the proprieties. 


It deeply regrets that the error in connection with Mr. Swan was made by 


its president and appropriate steps have been taken to assure this corporation 
and the Administration that nothing of that sort again occur. 


To a degree the acts complained of were committed by reason of a lack of 
knowledge as to some of the policies of the Administration and in particular 
the specific requirements as to the insuring of loans made to employees, officers, 
and agents of the Federal Housing Administration. It is now fully advised in 
that respect and, in the future, if the present relationship is permitted to con- 
tinue, all such procedures will be scrupulously observed and adhered to. 


The CuarrMan. Read that paragraph again, will you, Mr. Draper? 
Mr. Drarer. (reading) : 


To a degree the acts complained of were committed by reason of a lack of 
knowledge as to some of the policies * * *. 


The CuarrMan. I see. 
Mr. Drap&r. If I may be permitted to say so, at the hearing before 


the Administrator, in connection with this matter, we stated that we 


were not acquainted with any such policy and the answer to that was, 
“Well you know it now.” Whereupon we said 

The Cuarrman. You mean FHA made that remark to you? 

Mr. Draper. That is correct, to me. 

In view of the volume of the business that has originated through this corpo- 
ration, amounting we believe to something in excess of 4,000 applications— 

That must be an error 

The Caarrman. Don’t you think Mr. Glueck knew it was wrong to 
enter into such an agreement with Mr. Peters and to take these people 
to Florida ? 

Mr. Draper. Mr. Chairman, if it were being done after consulting 
with me, I would advise against it. 

The Cuamman. You would have advised against it had you known 
it? 

Mr. Drarer. Thatisright. I did not know it. 








* * * it seems to us that to withdraw recognition from the corporation as ap- 
proved mortgagee by reason of the errors adverted to, which were committed 
by the president of the corporation at a time when he was 33 years of age and 
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without broad and extensive business experience, is and would be too drastie a 
step to be taken, particularly as it could only result in the ruin of the future busi- 
ness of the corporation. 

As the corporation previously advised you orally, all of the duties pertaining 
to Federal Housing Administration business handled by this corporation * * *. 

The Cuatrman. I can’t help but remark that as a 33-yeer-old busi- 
nessman he looks pretty good to me when he bought sorrething for 
$40,000 and sold it for $250,000. He doesn’t look to me like a novice. 

Mr. Draper. This was 1954. 

The Cuarrman. Isee. In fact Mr, Glueck is a pretty good business- 
man. I happen to know him. 

Mr. Gruecx. Keep in mind I was with my father in these days and 
he was pretty astute. 

The CHairMAn. We have to get a little fun into this once in a while. 

Mr. Draper. As a matter of fact, Mr. Chairman, in executive ses- 
sion, there was testimony by Mr. Glueck with regard to real-estate 
transactions and profits realized which have no connection whatever 
with FHA, which are just as fabulous as the figures which have been 
mentioned here this morning. 

Senator Bennerr. May I just make a comment? I am interested in 
this claim of innocence because of lack of experience. Wasn’t Mr. 
Glueck’s father still alive at that time ? 

Mr. Guurcr. Yes. 

Senator Bennerr. Did Mr. Glueck’s father know anything at all 
about the Florida Apartments? Couldn’t Mr. Glueck’s father have 
pointed out to him some of the dangers involved in taking Mr. Swan 
to Florida, fronting for Mr. Peters? 

Mr. Draper. I could have assumed he could if he had wished to; yes. 

Senator Bennerr. Did Mr. Glueck’s father know about the trip 
to Florida, or the Florida Apartments experience ? 

Mr. Drarer. You will have to answer that, Mr. Glueck. I don’t 
know. 

Mr. Guvueck. I think he did. 

The Cuatrman. You say you do think he did ? 

Mr. GuurcK. Yes. 

The Cuamman. Isee. You may proceed. 

Mr. Draper (reading) : 

As the corporation previously advised you orally, all of the duties pertaining 
to Federal Housing Administration business * * *. 

Senator Bennett. I hate to interrupt you. Is this a statement of 
Mr. Glueck to the directors of the corporation 

Mr. Draper. No. This is our covering letter to the Federal Housing. 

Senator Bennerr. You are still reading the covering letter ? 

Mr. Draper. Yes, it is very short, just ‘another paragraph. 

The Cuarrman. Go ahead. 

Mr. Draper (reading): * * * All of the duties pertaining to Federal Housing 
Administration business handled by this corporation have been imposed upon 
Mr. Savill, exeeutive vice president of the corporation, for the past 12 months, 
and he will continue to supervise that work, thus relieving Mr. Charles H. 
Glueck of any duties in that regard and freeing him to handle other matters of 
the corporation. 

This corporation stands ready to make any changes in personnel or corporate 
officers that might be helpful in restoring the confidence of the administration in 
the corporate officers and reestablishing its reliability and responsibility in 
all representations made to and all dealings had with the Federal Housing 
Administration. 
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Should any other or further information, which we may be in a position to 
furnish, be required by the Administration in giving consideration to this situ- 
ation, you have but to call upon us. 


That is the covering letter to the data forwarded to the Administra- 
Hep, rage Mr. Glueck has here. 


e CuarrmMan. Do you wish to read the statement ? 
Mr. Draper. Yes, please. 
Mr. Guvueck. Yes, sir. 
The Cuarrman. Are you going to read it or is Mr. Glueck? 
Mr. Draver. Mr. Glueck. It is his letter. 
Mr. Guvueck. It is addressed to the board of directors, Mid-City. 


The Cuarrman. Without objection what Mr. Draper just read will 
be made a part of the record. 


(The document referred to is as follows :) 





Gary, Inp., March 27, 1952. 
Boakp or Directors, Mip-Ciry INVESTMENTS, INC., 
Gary, Ind. 

GENTLEMEN: In compliance with your recent request for a full report and 
explanation in connection with the statements made by the Federal Housing 
Administration in their letter dated March 20, 1952, addressed to me as presi- 
dent of Mid-City Investments, Inc., the following facts are submitted. 

Early in 1947, Mr. R. Earl Peters approached me in connection with the finane- 
ing and building of an apartment project to be insured under section 608 and 
to be located in Fort Wayne, Ind. At that time, he indicated that he would 
very much like to have some interest in this project and advised that Mr. J. 
Lloyd Allen and Mr. John R. Kelley were agreeable to having an interest, and 
requested that I also participate in the transaction for the remaining owner- 
ship. He said, however, that it would be necessary for him to get approval 
from his superiors before he could participate in any degree in the ownership. 
Consequently, when the application was filed on March 29, 1947, the writer had 
a one-half interest in the project and understood that Allen & Kelley had a like 
interest with the understanding that we would transfer to Mr. Peters such shares 
of the ownership as might be agreed upon when the foregoing approval had been 
obtained. Consequently, in answer to the second paragraph of the Federal 
Housing Administration letter dated March 20, 1952, at the time the application 
was filed, the only actual sponsors involved were J. Lioyd Allen, John R. Kelley, 
and myself. It was originally intended that Allen & Kelley would build the 
project and provide the architectural services, but they found through lack of 
capital they were unable to effect the construction of the project. A contract 
was then entered into with W. A. Sheets & Sons, Inc., for the building of the 
apartment. Because there was not enough cash to fully pay the contractor’s fee, 
82 shares of the stock were issued to W. A. Sheets & Sons, Inc., and at that time 
an agreement was entered into whereby I would repurchase the stock from W. A. 
Sheets & Sons, Inc., for the sum of $8,967 by means of a letter dated October 
6, 1947, 2 copies of which are enclosed. The time for payment of the stock was 
extended in accordance with another letter from me to W. A. Sheets & Sons, 
Inc., dated December 10, 1947, two copies of which are enclosed. I do not have 
in my possession the original of these letters with the acceptance of the agree- 
ment shown thereon. With the issuance of the 32 shares of stock to W. A. Sheets 
& Sons, Inc., it meant that on October 1, 1947, J. Lloyd Allen and John R. Kelly 
held 124 shares, W. A. Sheets & Sons, Inc., held 32 shares, and I held 144 shares. 

In the early part of February 1948, Mr. Peters advised me that he had approval 
from Washington to own this project and that he had arranged to acquire Allen 
& Kelley’s 124 shares of stock. On or about that time, I surrendered my certifi- 
eate for 144 shares, and new stock certificates were issued to HB. B. Mentzer, Mr. 
Peters’ nominee, for 11 shares and to Leo Levin, my nominee, for 138 shares. 
This left me in control of 133 shares of stock which was 2 shares less than one- 
half of the remaining stock after accounting for the 32 shares issued to W. A. 
Sheets & Sons, Inc. The reason for the extra two shares to Mr. Peters was to 
give him the controlling interest because of the fact that he was closer to the 
project than I. The reason my stock was issued to Leo Levin was because of an 
action taken to stop the building of the project. Inasmuch as I had considerable 
real-estate holdings, I did not want them attached in any manner, and upon advice 
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of counsel, I made the stock transfer to Leo Levin. Before the project was com- 
pleted, Mr. Peters asked we whether or not I would sell him my interest in the 
project inasmuch as he had obtained the approval previously mentioned in this 
letter from his superiors, and inasmuch as he had acquired Allen & Kelley’s 
stock. I therefore agreed to sell him my stock at cost which approximated 
$11,000. A few months after the complet’on of the project or on about November 
80, 1949, I resigned as president of the Florida Apartments Corp., and on Decem- 
ber 1, 1949, my stock was surrendered by Leo Levin to Mr. Peters’ nominee. I 
have received the full payment therefor. The reason I did not resign immediately 
upon completion of the project around September 1949 was to avoid the necessity 
of preparing and processing and presenting resolutions, etc., supporting a change 
in corporate officers and because I had not at that time surrendered my stock. 

It was never my intention to deliberately conceal Mr. Peters’ connection with 
this project from the Federal Housing Administration, and the expression 
“*‘fronting for the Peters family” referred to in my conversation fith Mr. George 
Bremer, Zone Commissioner of the Federal Housing Administration, in October 
of 1951, referred to “fronting” so far as the local people of Fort Wayne were con- 
cerned. In connection with my repurchase agreement with W. A. Sheets & Sons, 
Inc., it was not necessary for me to buy this stock from Sheets inasmuch as Mr. 
Peters had all the other shares of stock and it was my understanding that he 
would purchase the 82 shares from W. A. Sheets & Sons, Inc., at the figure 
agreed upon. 

The allegation by the Federal Housing Administration as to my financing of 
a trip to Florida for Mr. and Mrs. James F. Swan is correct. Mr. and Mrs. 
Swan were personal friends of both my wife and me, having visited each others’ 
homes on numerous occasions over a period of years. In December of 1949 I 
told Mr. Swan that I was going to Florida for a few weeks and hoped to clear 
up a sinus condition from which I suffer. I also suggested to him that he come 
down for a visit with the thought that it would also be a benefit to his sinus 
condition. Mr. Swan told me he could not afford the trip and I advised him 
that I would take care of the expenses. I asked Mr. Peters if it would be appro- 
priate for me to enterain Mr. Swan and his wife in my home as guests and he 
stated he saw no objection to it. Thereupon, Mr. Swan and his wife came down 
to Florida with Mrs. Glueck and I met them there and they were my guests 
for 4 or 5 days. I would like to state that I did not deny paying Mr. Swan’s 
transportation expenses when questioned by the Federal Housing Administra- 
tion’s investigator, but merely stated in answer to his specific question that I 
did not go to Florida with Mr. Swan. I realize, now, that even though Mr. and 
Mrs. Swan were personal friends of ours, it was an unwise thing to finance their 
Florida trip, and you have my assurance that actions of this sort have not and 
will not be repeated. I regret that I did not deem these matters to be of such 
importance as to require my reporting them to the corporation. 

In conclusion, let me state that in any of the situations discussed at length in 
this letter, it was never my thought or intention to place either Mr. Peters or 
Mr. Swan under obligation to me for the considerations shown them, nor have 
I ever knowingly attempted to conceal from or mislead the Administration in any 
matter or matters pertaining to the business of the Administration. 

Yours very truly, 
CHARLES H. GLUECK, 
President. 

Mr. Guveck (reading) : 

1300 BroapWway, 
Gary, Ind. 

GENTLEMEN: In compliance with your recent request for a full report and 
explanation in connection with the statements made by the Federal Housing— 

The Cuarrman. What is the date of that? 

Mr. GuurcKk. March 27. 

The CHatrmMan. 1952? 

Mr. Guvueck. Yes, sir. 

* * * in their letter dated March 20, 1952, addressed to me as president of 
Mid-City Investments, Inc., the following facts are submitted. 

Early in 1947, Mr. R. Earl Peters approached me in connection with the 


financing and building of an apartment project to be insured under section 608 
and to be located in Fort Wayne, Ind. At that time, * * * 
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The Cuarrman. He approached you? 

Mr. Guvurck. Yes, sir. 

The Cuarrman. He was the State FHA Director and approached 
you? 

Mr. Guivurck. Yes, sir. 

The Cuarrman. And you live in Gary and this is Fort Wayne? 

Mr. Guveck. Yes, sir. 

The Cuairman. What would he be approaching you for? 

Mr. Giueck. We were financing projects all over the State. 

The Cuarrman. You were financing all over the State? 

Mr. Guiunck. Yes, sir. 

The Cuarrman. Let me ask you this: Was it common practice for 
FHA officials to ere section 608 projects 

Mr. Guurck. You mean to urge that they be built? 

The Cuatrman. Yes, urge people to get into them. 

Mr. Guiurck. Yes, sir. 

The Cuairman. Visit with people and sell them on the idea of 
getting into them ? 

Mr. Guurck. Yes, sir. 

The Cuarrman. They did do that to you and did in this instance ¢ 

Mr. Giueck. I will continue right on with it. 

The CuatrmMan. I meant you to answer the question. 

Mr. Guivurck. Yes, sir. 

The Cuatrman. Did you ever have an FHA official show you how 
you could mortgage out ? 

Mr. Guveck. No, sir. 

The Cuarrman. What did they do? What argument did they use 
in selling you on the idea of going into section 608 projects then ? 

Mr. Guiurck. Well, they sold me—I mean a lot of people were sold 
on the idea that the Government needed, urgently dental that type of 
housing, and that they could be built with little or very little equity. 

Mr. CuatrmMan. You mean little or no equity ? 

Mr. Guvecx. I don’t know the wording or anything like that, but 
that it took very little capital to create them, and that they felt they 
would be good investments on top of it. 

Senator Bennett. Is this the only case in which Mr, Peters ever 
approached you with respect to a section 608 ? 

Mr. Guvrck. In what manner do you mean, sir? 

Senator Bennerr. You have just read to us that Mr. Peters 
approached you, and is this the only case in which he had ever 
approached you? Was it common practice for him to approach you 
and suggest section 608’s ? 

Mr. Giurck. We were in section 608. We were making section 608 
mortgages at that time, sir. 

Senator Bennetr. Could you answer my question ? 

Mr. Guveck. He talked to me at different times, urging us to try 
to get financing for section 608’s so they could have more of them in 
the State. 

Senator Bennett. Did he bring other prospective section 608 build- 
ers and ask you to help them get financing? 

Mr. Guveck. No, sir. 

The Cuarmrman. Let me ask you this, I find on these sheets of sec- 
tion 608 projects which you furnished us that you handled, you have 
the Meadowbrook Corp., Indianapolis? 
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Mr. Guveck. That is correct. 

The Cuarmman. That was $5 million. Did Mr. Peters suggest that 
you handle that one? 

Mr. Guveck. No, sir. 

The Cuarrman. Did any other—— 

Mr. Guveck. Let me put it this way: Originally an application 
had been submitted. Several other people had tried and couldn’t 
place the loan, and we got into it then and were able to arrange the 
permanent 

The CHarrman. Do you own any portion of Meadowbrook ? 

Mr. Guvurck. No, sir. 

The Cuarrman. Do you own any stock in it ? 

Mr. Guueck. No, sir. 

The Cuarrman. Did you ever own any stock ¢ 

Mr. Guvurck. No, sir. 

The Cuarrman. All you did was handle the mortgage ? 

Mr. Guiurck. We processed and sold the mortgage to the John 
Hancock Life. 

The CuHarmman. How much money did you make for doing that? 
It was a $5-million project. 

Guurck. I would say somewhere around—I don’t remember 
exactly, sir, but I think it was about 5¢ of 1 percent commission. 

The Cuairman. For handling the mortgage as a broker ? 

Mr. Guveck. That is right, plus 

The CratrMan. You didn’t get any fees? 

Mr. Guurck. Yes, sir. Plus service. We get close to $12,000 a 
year for servicing it. 

The Cuamman. How long do you get that ? 

Mr. Guveck. For the life of the mortgage. That is with John 
Hancock Life Insurance Co. 

The CuatrmMan. You will get $12,000 a year for 30 years? 

Mr. Guvurck. No. It declines on the balance. 

The Cuatrman. That is part of the fee ? 

Mr. Guvueck. It isa quarter of 1 percent. 

The Cuamman. Who are the owners of that corporation? Who 
did you deal with ? 

Mr. Guurck. Well, originally it started out with Allen and Kelley 
and George Sadler. 

The Cuarrman. That is the architects, Allen and Kelley ¢ 

Mr. Giurck. Yes, and George Sadler. 

The CHatrman. They are ‘the same architects that are involved 
in the Florida apartments in Fort Wayne ? 

Mr. Guvurck. Yes. 

The Cuamman. Where are their headquarters / 

Mr. Givurck. Indianapolis. 

The CuairmMan. They live in Indianapolis? 

Mr. Guvrck. That is right. 

The Cuarman. Yet they were in Fort Wayne on this Florida 
project? 

Mr. Guvrck. They do work all over the country. 

The Cuarman. They were the original owners. Then who got 
into it ? 

Mr. Guveck. Tom Mahaffie. 

The Cuatrman. Who is Tom Mahaffie / 
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Mr. Guveck. Indianapolis businessman. 

The CHatrman. What business is he in ? 

Mr. Guiveck. In several, I guess, in the automobile business, tinance 
business, smal]-loan business, and insurance business, I believe. 

The Cnarrman. Whoelse was in it ? 

Mr. Guveck. Allan Joens. 

The CuatrmMan. What is his business ? 

Mr. Guveck. He is an auto dealer. 

The Cuarrman. Who else was in it ? 

Mr. Giurck. There is another auto dealer. I can’t remember his 
name, sir. 

The Cuarrman. Whoelse? 

Mr. Guvueck. That is all that I know. 

The Cuarrmman. That is all that you know of ? 

Mr. Guveck. That is all that you know of? 

Mr. Guurck. That is right. 

The Cuarrman. That is all that you ever had any contact with ? 

Mr. Guiveck. That is right, sir. 

The Cuarrman. The former Attorney General was never in it, for 
the State of Indiana ? 

Mr. Guvurck. I beg your pardon. He was with them on the thing, 
in a very minority interest. Now whether he has any interest—I don’t 
think he has any interest now. 

The Cuarrman. What was his name? 

Mr. Guvueck. Emmit McMannamon. 

The CuarrmMan. He was Attorney General for the State of Indiana ? 

Mr. Guveck. I don’t know whether he was at that time or not, sir. 

The CuatRMan. He was ata later date? 

Mr. Guiveck. Ata later date he was. 

Senator Benner. Did Allen & Kelley develop or build their busi- 
ness by a process of starting section 608’s or starting interest in section 
608’s and finding people w ho would go in with them ? 

Mr. Guvurck. I don’t know, sir. 

Senator Bennett. How many section 608’s on this list were pro- 
jected o far as you know by Allen & Kelley ? 

Mr. Guveck. As architects? 

Senator Bennerr. Well, as originators or original sponsors. 

The Cuarrman. Architects, originals sponsors, either one. 

Mr. Guivueck. I don’t know, sir. 

The Cuatrrman. How many would you think? 

Mr. Guurck. I would take a guess at maybe, as architects, half a 
dozen. As sponsors, I don’t know of anyone except Meadowbrook 
and Florida Apartments. I don’t know of any. 

Senator Bennett. Excuse me. I think he should be on reading this. 

The Cuarrman. Go ahead. 

Mr. Guveck. (reading) : 

Early in 1947 Mr. Peters approached me in connection with the financing and 
building of an apartment project to be insured under section 608 and to be 
located in Fort Wayne, Ind. At that time, he indicated that he would very 
much like to have some interest in this project and advised that Mr. J. Lloyd 
Allen and Mr. John R. Kelley were agreeable to having an interest, and requested 
that I also participate in the transaction for the remaining ownership. He said, 
however, that it would be necessary for him to get approval from his superiors 
before he could participate in any degree in the ownership. Consequently, when 


the application was filed on March 29, 1947, the writer had a one-half interest in 
the project and understood that Allen & Kelley had a like interest with the 
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understanding that we would transfer to Mr. Peters such shares of the owner- 
ship as might be agreed upon when the foregoing approval had been obtained. 


The CHarrMan. Aneeyer from whom ? 
Mr. Giueck. From his superiors. 


The Crarrman. You mean from FHA here in Washington ! 
Mr. Guvurck. That is right. 


The Cuatrman. Did Peters ever tell you that he did secure such 
approval ? 


Ir. Guureck. You will hear that. He did several times. 


Consequently, in answer to the second paragraph of the Federal Housing 
Administration, letter dated March 20, 1952, at the time the application was 
filed, the only actual sponsors involved were J. Lloyd Allen, John R. Kelley, and 
myself. It was originally intended that Allen & Kelley would build the project 
and provide the architectural services, but they found through lack of capital 
they were unable to effect the construction of the project. A contract was then 
entered into with W. A. Sheets & Sons, Inc., for the building of the apart- 
ment. Because there was not enough cash to fully pay the contractor’s fee, 32 
shares of the stock were issued to W. A. Sheets & Sons, Inc., and at that time 
an agreement was entered into whereby I would repurchase the stock from W. A. 
Sheets & Sons, Inc., for the sum of $8,967 by means of a letter dated October 6, 
1947, 2 copies of which are enclosed. 


Senator Bennerr. Was it your stock that was sold to Sheets or 
Allen & Kelley’s stock ? 

Mr. Griurck. No, it was part of the corporate stock that was 
taken. 

Senator Bennerr. You took half and Allen & Kelley took half? 

Mr. Givurck. You will see the ownership as I go on. 

Senator Bennerr. You took half originally, Allen & Kelley took 
half. Did you increase the incorporation, provide more stock to turn 
over to Sheets ? 

Mr. Guiureck. No. We didn’t issue it originally that way, sir. 

I will read you the way the stock was actually issued, sir. 


The time for payment of the stock was extended in accordance with another 
letter from me to W. A. Sheets & Sons, Inc. dated December 10, 1947, two copies 
of which are enclosed. I do not have in my possession the original of these 
letters with the acceptance of the agreement shown thereon. With the issuance 
of the 32 shares of stock in W. A. Sheets & Sons, Inc., it means that on October 
1, 1947, J. Lloyd Allen and John R. Kelley held 124 shares, W. A. Sheets & Suns, 
Inc., held 32 shares, and I held 144 shares. 

In the early part of February 1948—— 


The CHatrman. You say “I”; did you hold those personally, not 
Mid-West? 

Mr. Guurck. Personally. 

The Cuarrman. You held them personally. The corporation didn’t 
hold them ? 

Mr. Guiurck. No, sir. 


In the early part of February 1948, Mr. Peters advised me that he had ap- 
proval from Washington to own this project and that he had arranged to acquire 
Allen & Kelley’s 124 shares of stock. On or about that time, I surrendered my 
certificate for 144 shares, and new stock certificates were issued to E. E. Mentzer, 
Mr. Peters’ nominee, for 11 shares and to Leo Levin, my nominee, for 133 shares. 
This left me in control of 133 shares of stock which was two shares less than 
one-half of the remaining stock after accounting for the 32 shares issued to W. A. 
Sheets & Sons, Inc. 


Senator Bennett. Why did you nominate Mr. Levin? 
Mr. Guveck. I will continue and explain that. 


The reason for the extra two shares to Mr. Peters was to give him the con- 
trolling interest, because of the fact that he was closer to the project than I. 
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The Cuarrman. Mr. Peters was closer ¢ 

Mr. Guiueck. Yes. He lived in Fort Wayne. 

The Cuarrman. He was the FHA director, too. 

Mr. GLuEcK (reading) : 

The reason my stock was issued to Leo Levin was because of an action taken 
to stop the building of the project. Inasmuch as I had considerable real estate 
holdings, I did not want them attached in any manner, and upon advice of 
counsel, I made the stock transfer to Leo Levin. 

Senator Bennetr. Why was the building attached ? 

Mr. Guivrck. It wasn’t attached. There was a neighbor who filed an 
injunctive proceeding to stop an apartment building. 

The CuarrMan. Why did you say you assigned the stock to Levin / 

Senator Bennerr. So he wouldn't appear in the proceedings. 

Mr. Guueck. In the proceedings, because of real estate titles et 
cetera that were in my name. 

Before the project was completed, Mr. Peters asked me whether or not I would 
Sell him my interest in the project inasmuch as he had obtained the approval 
previously mentioned in this letter from his superiors, and inasmuch as he had 
acquired Allen & Kelley's stock. I therefore agreed to sell him my stock at 
cost which approximated $11,000. A few months after the completion of the 
project * * * 

The Cuarrman. Did he give you a check for the $11,000 ? 

Mr. Giveck. I don’t remember. 

The Cuarrman. Did he pay you in cash / 

Mr. Guivureckx. No. I was paid—actually the money came from my 
mother and she was paid back by check, somewhere. She was paid 
by check. I know that. 

The CuarrmMan. You say the money came from your mother? 

Mr. Guvurck. She gave me the money and I had to pay it back to her. 

The Crarrman. I was wonde ‘ring about Mr. Peters. Your mother 
gave you the $11,000 for Peters ? 

Mr. GrivrcK. She advanced the money for me. 

The CuarrmMan. For Peters? 

Mr. Guvrcx. For me, originally. 

The Cuarrman. Now my question was, how did Peters pay you 
$11, 000, by check or in cash ? 

Mr. Giveck. I don’t remember. He didn’t pay me in cash. I don’t 
know. 

The CuatrmMan. Did he give you a check ? 

Mr. Guiveck. I thinkso. I don’t remember. 

The CratrMan. Remember, you are under oath. 

Mr. Guurck. I know that. That is why I say, sir, I don’t remember. 

The Cuatrman. Could you furnish us with—of course you wouldn’t 
have the canceled check. 

Where did you deposit it ? 

Mr. Guiveck. I don’t know. 

The Cuatrman. Where do you normally deposit? Where would 
you have normally deposited it? Are you sure he paid you the $11,000? 

Mr. Guvrck. Yes, sir. 

Senator Bennerr. Did you turn around and pay your mother? 

Mr. Guvrck. Yes, sir. I don’t know whether it was turned right 
over to her or what but I know she was paid off. 
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The Cuarman. You are a pretty big company and you handle a 
lot of money. Mid-West Investments handled $27 million in mort- 
gages. 

r. Guvrck. This is not a company matter. This was a personal 
matter. 

The Cuatrrman. Your mother loaned you the money originally to 
put into this Florida Apartments where Peters was involved ¢ 

Mr. Guveck. Yes. 

The Cuarrman. Then when Peters paid you back you paid your 
mother back ¢ 

Mr. Guveck. That is right. 

The CuHarrman. But you can’t remember. You are certain Peters 
paid you? 

Mr. Guvecs. Absolutely. 

The CuHarrman. Where would you have deposited the money ? 

Mr. Guveck. I might be able to find the record of the transaction, 
sir. I would be glad to look it up and report back here by letter, the 
information. It is along time ago and I don’t know. 

The Cuarrman. Where did you normally bank during that period ? 

Mr. Guveck. Gary National, Gary Trust, and Fidelity Trust Co. 

The Cxarmman. In Indianapolis? 

Mr. Guiurck. No, two Gary werd and Fidelity in Indianapolis. 

Mr. Simon. You did your banking in Fidelity Trust ? 

Mr. Guvurck. Yes, sir. 

The Cuarrman. There should be a deposit in 1 of those 3 banks for 
$11,000-some from Peters to you, from Peters’ credit ? 

Mr. Grveck. I don’t know. 

The CuHarrman. If it isn’t in those three banks, where would have 
deposited it? 

Mr. Guvueck. I told you, Senator, I will be glad to look up the entire 
transaction. 

Senator Bennerr. Mr. Glueck, I think this is serious because if you 
can’t identify the repayment, then the inference might be taken that 
Mr. Peters never repaid you, and that in effect you made him a gift of 
that. 

Mr. Guiurck. That is not true, sir. 

Senator Bennetrr. Then I think you have a serious obligation. 

Mr. Guveck. This happened 7 years ago. 

The CHarrMan. You have a serious obligation, I think, to prove to 
this committee that the document proves that he did pay you. 

Mr. Guvrck. Very well. If I may, with the committee’s consent, 
I will look it up and write the committee under oath and send you the 
exact statement of the transaction. I am perfectly willing to do that. 

The CHatrmMan. We could very easily, of course, secure the infor- 
mation from the three banks. 

Mr. GuorcKk. Senator, I am not trying to hide a thing. 

The CHatrman. I know you are not. You see, this isn’t a pleasant 
task, I assure you. 

Mr. Guiurck. No, sir; it isn’t. 

The Crarman. We didn’t start it. 

Mr. Guceck. It isn’t a pleasant task for me to have to talk about 
people who aren’t here and who can’t answer for themselves. 

The CHarmman. Of course. 
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Senator Bennett. Is you mother still alive? 

Mr. Givueck. Yes, sir. 

The Cuarrman. But we have the responsibility to investigate this 
matter. We are investigating the FHA and its activities, and, of 
course, that means the employees and the people dealing with them. 
We have had much testimony to the effect that there have been a lot 
of irregularities. 

Mr. Guveck. I understand, sir. 

The Cuamman. We are not trying to persecute you or anyone else. 
We are simply trying to get the facts. 

It was against the rules and regulations and illegal for an FHA 
Director or employee to participate in a section 608 project or any other 
project. 

Mr. Givurck. There were never any written rules and regulations 
that we knew about. They never came tous. We were never told that 
until 1952 and there was no way for us to know. I have every reason 
to take a man’s word for it. When the State director says to me he 
has permission—— 

The Cuarrman. I am not blaming you. Some of the testimony we 
are trying to get from you has to do with the other people. We are 
trying to find out the truth or the falsehood that there have been a 
lot of dealings on the part of FHA officials in these projects in which 
they have made money, against the rules and regulations of the Gov- 
ernment. 

Mr. Guvrck. Could I continue? 

The Cuarrman. Of course, after your participation at Fort Wayne, 
with Mr. Peters, which you are now explaining, and after paying Mr. 
Swan’s expenses down to Florida—— 

Mr. Giurcx. That is right. 

The CHarrman. The following year you picked up about $400,000 
profit on your land deal in Gary. We are interested in the events that 
took place. 

Mr. Guueck. The bulk of those commitments had been received way 
before Mr. Swan. 

Mr. Srwon. But the year after your Fort Wayne deal on Florida 
apartments ? 

Mr. Guiurck. Yes. That was one of the early section 608’s in In- 
diana. 

The Cuarrman. Will you proceed ? 

Mr. Guiveck. Yes, sir. 


A few months after the completion of the project on or about November 30, 
1949, I resigned as president of the Florida Apartments Corp., and on December 
1, 1949, my stock was surrendered by Leo Levin to Mr. Peters’ nominee. I have 
received the full payment therefor. The reason I did not resign immediately 
upon completion of the project around September 1949 was to avoid the necessity 
of preparing and processing and presenting resolutions, etc., supporting a change 
in corporate officers and because I had not at that time surrendered my stock. 

It was never my intention to deliberately conceal Mr. Peters’ connection with 
this project from the Federal Housing Administration, and the expression ‘front- 
ing for the Peters family” referred to in my conversation with Mr. George 
Bremer, Zone Commissioner of the Federal Housing Administration in October 
of 1951, referred to “fronting” so far as the local people of Fort Wayne were 
concerned. In connection with my repurchase agreement with W. A. Sheets & 
Sons, Inc., it was not necessary for me to buy this stock from Sheets inasmuch 
as Mr. Peters had all the other shares of stock and it was my understanding 
that he would purchase the 32 shares of stock from W. A. Sheets & Sons, Inc., at 
the figure agreed upon. 
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The allegation by the Federal Housing Administration as to my financing of 
a trip to Florida for Mr. and Mrs. James F. Swan is correct. Mr. and Mrs. Swan 
were personal friends of both my wife and me, having visited each others’ 
homes on numerous occasions over a period of years. ‘n December of 1949 I 
told Mr. Swan that I was going to Florida for a few weeks and hoped to clear 
up a sinus condition from which I suffer. I also suggested to him that he come 
down for a visit with the thought that it would also be a benefit to his sinus 
condition. Mr. Swan told me he could not afford the trip and I advised him that 
I would take care of the expenses. I asked Mr. Peters if it would be appropri- 
ate for me to entertain Mr. Swan and his wife.in my housé as guests and he 
stated he saw no objection ‘to it. 


The Carman. Did you tell him you were going to pay their ex- 
penses ¢ 
Mr. Guiveck. No, sir, I didn’t. 


Thereupon, Mr. Swan and his wife came down to Florida with Mrs. Glueck 
and I met them there and they were my guests for 4 or 5 days. I would like 
to state that I did not deny paying Mr. Swan’s transportation expenses when 
questioned by the Federal Housing Administration’s investigator, but merely 
stated in answer to his specific questions that I did not go to Florida with Mr. 
Swan. I realize, now, that even though Mr. and Mrs. Swan were personal friends 
of ours, it was an unwise thing to finance their Florida trip, and you have my 
assurance that actions of this sort have not and will not be repeated. I regret 
that I did not deem these matters to be of such importance as to require my 
reporting them to the corporation. 

In conclusion, let me state that in any of the situations discussed a length in 
this letter, it was never my thought or intention to place either Mr. Peters or Mr. 
Swan under obligation to me for the considerations shown them, nor have I ever 
knowingly attempted to conceal from or mislead the administration in any matter 
or matters pertaining to the business of the administration. 

Very truly yours, 
CuaRLes H. GLUECK, 
President. 


Now, I would like, if I may, to read just this brief letter from Mr. 
Richard M. Hurd, who is vice president 

The Cuarmman. Mr. Richard M. Hurd. 

Mr. Guorck. Hurd. 

The Cuarrman. Who is he? 

Mr. Guvureck. He was vice president of Teachers Insurance & Annu- 
ity Association. 

The Cuarrman. Where are they located ? 

Mr. Guurck. New York City, and they are the ones that made the 
mortgage—— 

The Cuatrman. On Florida Apartments? 

Mr. Guueck. On Florida Apartments. 

The Cuarrman. They are the ones that finally purchased the mort- 
gage? 

Mr. Guivueck. They took it by assignment from me originally. 

The Cuarrman. You want to read a letter 

Mr. Guivueck. A copy of a letter to Mr. Franklin D. Richards, Hous- 
ing Commissioner, Washington, D. C., dated March 28. 

The CuarrmMan. You may read the letter. 

Mr. Guurck (reading) : 

Dear Mr. RicHarps: I understand that Mid-City Investments, Inc., has been 
informed by the Federal Housing Administration that no further applications 
will be proeessed after April 1 until such time as the Commissioner feels that it 
will comply with the spirit of the rules and regulations of the FHA. This action 


was taken because of certain questions concerning the Florida Apartments prop- 
ery in Fort Wayne, Ind. 
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Mid-City Investments have acted as our correspondent in the State of 
Indiana since 1947 and all dealings that we have had with this organization have 
been highly satisfactory. Mid-City is, at the present time, servicing $9,285,849 
for us. We have never found any attempt to conceal pertinent facts on the part of 


any of the employees of Mid-City and, in fact, we place full confidence in their 
honesty and integrity. 


In the particular case of Florida Apartments, Mr. Peters, State director, 
stated to me— 
The Cuatrman. Who was that? 


Mr. Guiurcx. Mr. Peters, State director. [Continues reading :] 


stated to me in the presence of Mr. Glueck, president of Mid-City, that he hoped 
to get clearance from the FHA in which case he would take over the owner- 
ship of Florida Apartments. About 111% years ago, he stated to me, again in 
the presence of Mr. Glueck, that he had received clearance. Under the cir- 
cumstances, I saw no reason to question his statement and likewise think it quite 
natural that Mr. Glueck had no reason to question his statement. In other words, 
I believe that Mr. Glueck handled the matter without intending to hide any 
pertinent facts from the FHA and accepted Mr. Peters’ statements at face value. 

I believe the publicity which has recently appeared in the Gary, Indianapolis, 
Chicago, and other midwestern papers has done great damage to Mid-City 
Investments without proper justification. I urge upon you the lifting of the 
ban as I am sure that Mid-City Investments will, in the future, not only comply 


with the rules and regulations of the FHA but also with the spirit underlying 
those rules. 


Very truly yours, 
RicHArD M. Hurp. 

The CuarrmMan. You are still handling FHA mortgages ? 

Mr. Guiueck. Yes, sir. 

The CHarrMaAn. You were suspended and reinstated ¢ 

Mr. Giurck. Yes, sir. 

The Cuarrman. And today you are still handling mortgages? 

Mr. Guiueck. Yes, sir. 

The CuHarrMan. Senator Bennett. 

Senator Brenner. In the letter that you wrote to your directors 
which you just read to us, you said very flatly, not only that you took 
the Swans to Florida, but you discussed the propriety of that with 
Mr. Peters before you made the arrangement. 

Mr. Giurck. The propriety of staying in my home. I didn’t say 
anything to Mr. Peters about paying their expenses. 

Senator Bennerr. A week ago you couldn’t remember whether you 
paid their expenses down or whether your wife paid their expenses, 
whether they got on the train and rode in your wife’s accommodations, 
or how they wot down there. Can you remember now ? 

Mr. Guveck. Yes, sir. 

Senator Bennett. Did you buy the tickets ? 

Mr. Guvueck. No, sir. 

Senator Bennett. Did your wife buy the tickets? 

Mr. Guvurck. Yes, sir. 

Senator Bennett. Did she buy them with your money ¢ 

Mr. Guurck. Yes, sir. 

Senator Bennerr. It was necessary a week ago for Mr. Simon to 
say to you, “Does your wife have an income independent from yours?” 
And you said, “A small one. I mean she could write a check for me 
and has an account wherever she wants it.” 

Mr. Stuon. When your wife goes to Florida with the wife of a Government 


employee and the Government employee, wouldn’t you know whether she bought 
the tickets? 
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And you said: “I wouldn’t know.” 

Now, weren't you kind of hedging a little a week ago? 

Mr. Draper. Senator, may I ask what page of the transcript 

Senator Bennerr. Pages 904, 905, and 906. 

Mr. Giureck. Senator, I wasn’t hedging as to whether expenses had 
been paid. I didn’t know the details of how they were bought, because 
I didn’t go down with them. I met them there. I came down from 
New York. 

Senator Bennerr. Let me read another part of your answer. I 
am on the bottom of page 905: 

Mr. Stmon. Did you pay the expenses of the trip? 

Mr. GLurEcK. I think my wife and his wife and he came on the train together. 
They had a drawing room and what I don't know—and I don’t know whether 
she bought the tickets or he paid for his. He got on the train in Indianapolis. 

Mr, Griurck. I said he got on the train in Indianapolis and I found 
out since he got on at Chicago. I didn’t mean to— 

Senator Bennerr. I was present when this was going on. You 
made, or you left the impression very clearly that a week ago you 
didn’t know whether your wife, with your money, had paid the train 
fare for Mr. and Mrs. Swan to Florida, and yet in the letter you wrote 
to your board of directors you said very flatly that you had paid their 
expenses. 

Mr. Giurck. I have since refreshed my recollection. I didn’t 
know what I was going to be asked here and since that time I looked 
up some of these things; these things happened 6 or 7 years ago and I 
didn’t remember them, the details of them all. 

Senator Benner. The thing that puzzles the Senator from Utah 
is that you were coming up here to discuss this problem with the com- 
mittee. A week ago you couldn’t remember. Didn’t you review this 
statement you had made to your board of directors on this subject 
before you came up here? 

Mr. Guunck. No, sir. 

Senator Bennerr. Mr. Glueck, did you write that statement you 
made to the board of directors ? 

Mr. Guurck. Yes, sir. 

Senator Bennerr. Did you have lrelp? 

Mr. Guurck. Yes, sir. 

Senator Bennerr. Who helped you? 

Mr. Guurck. Mr. Savill in my office. Some of the men in the office 
helped me phrase it and get it together. 

Senator Bennerr. Did you have legal counsel? Since Mr. Draper 
wrote the covering letter, which rather surprised me, did Mr. Draper 
help you write that statement ? 

Mr. Guvecr. I don’t know whether he did or didn’t. 

Senator Bennett. Did you help him, Mr. Draper? 

Mr. Draper. I don’t have any recollection as to whether I did or 
not. I may have checked the letter over with regard to its grammar 
and punctuation, and something of that sort. 

Senator Bennerr. Why did they come to you? 

Mr. Drarer. Beg pardon ? ' 

Senator Bennerr. Why did they come to you to write the covering 
letter ? 

Mr. Draper. I represented Mid-City, Senator, for 20 years, but not 
in connection with any FHA finance matters, or anything of the sort. 
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The Cuamman. Who does represent you on FHA matters? Who 
is your attorney on FHA matters? 

r. Gturck. We don’t have any FHA matters, other than—— 

Mr. Draper. I know nothing about this FHA situation. 

Senator Bennett. Both these letters were written the same day ? 

Mr. Guvurcx. That is correct. 

Senator Bennett. I would expect that an officer of the Mid-City 
Corp. would address the FHA, and instead of that, the corporation’s 
attorney addresses the FHA and encloses a letter written to the board 
of directors on the same day. So how much time did the board of 
directors have to consider your letter before Mr. Draper wrote to 
FHA? Asa matter of fact, they didn’t consider it. 

Mr. Drarer: Senator, let me say that I had talked with—whether 
it is Administrator or Assistant Administrator, or who—some mem- 
ber of the Administration, on several occasions, with regard to this 
situation. To the corporation it was very serious, and I had talked by 
en and I think I had talked personally—I wouldn’t swear to 
that. 

Therefore, in communicating with the Administration, the corpo- 
ration turned these matters over to me and I forwarded them to the 
Administration. I think Mr. Redman, whom I had met, on occasion 
being in Washington, I think in this matter. 

I don’t see any particular significance. 

Senator Bennerr. Thereis none. Iam just curious. This isa letter 
addressed to the board of directors but a copy of it was sent to FHA 
on the day which it was written. Certainly the chances are the board 
of directors didn’t see it. Did they see the letter ? 

Mr. Guvurck. Yes, sir. They were in solid meeting there for a full 
day. 

canter Bennett. Did they reply to the letter? Was there any 
reply from the board of directors to you to that report ? 

r. Guureck. They passed a resolution, certain resolutions, and I 
tendered my resignation after that, which they accepted. 

Senator Bennett. Did you tender your resignation on that date? 

Mr. Guiurck. No, sir. 

The Cuarrman. Mr. Glueck, I have got two more questions and 
then we will be through. One: In the memorandum I read to you with 
respect to the charges or investigation by Mr. Fitzpatrick, he advised 
Mr. Bovard to turn the whole matter over to the Attorney General. 
Do you know whether or not any action was taken by the Attorney 
General ? 

Did they ever contact you? 

Mr. Guvurck. I have no knowledge of anything on it, sir. I don’t 
even know Mr. Bovard. 

The Cuarrman. They filed no suits against you? 

Mr. Guvueck. No, sir. 

The CHarrman. As far as you know, nobody ever came nosing 
around from the Attorney General, asking you any questions? 

Mr. Giurck. Not that I know of. 

The Cuarrman. Now one more question and then we will be finished : 
Under date of June 24, 1949, filed June 29, 1949, the Tri-City Village, 
Inc., as the mortgagor, and yor company, Mid-City Investments, as 
the mortgagee, filed an app i FHA in order to secure a 


ication with 
mortgage insured loan on the Tri-City Apartment. 
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That was the day Mr. Polland signed the application for the mort- 

agor and you, for Mid-City Investments, signed it for the mortgagee. 

= “Sources of equity,” Tri-City Village put down $300,000 for 
land. 

Bear in mind that was on June 24, 1949. Did they own the land on 
that day ? 

Mr. a No, sir. 

The Cuarrman. They did not own the land on that date? 

Mr. Giurck. No, sir. 

a CuarrMan. What were the circumstances of the land on that 
date 

Mr. Guveck. I still owned the land, sir. 

The CuarrmMan. But nevertheless—— 

Mr. Guveck. May I add this? 

The Cuarmman. Yes. 

Mr. Guivueck. All applications were based on a proposed mortgagor. 
As a matter of fact, nothwithstanding any question to the contrary, 
When FHA issued a commitment, the commitment was then to a pro- 
posed corporation, and in that commitment they stated the amount 
of replacement reserve that that would be necessary to put in the 
articles of incorporation, so of necessity you could not form the cor- 
poration completely until the commitment had been issued. 

The Cuarrman. This was signed by Alfred Polland on behalf of 
Tri-City Village, Inc? 

Mr. Soumen. That is right. 

The CuHarrman. You have handled a lot of section 608 projects. Are 
you familiar with this form, an application for mortgage insurance to 
the FHA? 

Mr. Guvueck. Yes, sir. 

The Cuarrman. That is the only application you file with FHA 
when you want to get a project insured ? 

Mr. Guvrck. Under section 608, yes. 

The CrHatrman. That is all you would file. In other words FHA 
depended upon all the facts and figures that were placed in this appli- 
cation in making a decision as to whether they would or would not 
make a commitment ? 

Mr. Guvurck. I don’t believe so, sir. I think they depended on their 
own cost valuations. 

The Cuarrman. What was the purpose of filing this? 

Mr. Guurck. That was requested te them. They would have to 
have some form. That is merely the builder’s estimate. 

The Cuarmrman. Where it says “Source of Equity”—you have had a 
lot of experience and have already testified to this material, and that 
is why I am asking you—did this mean anything where it said “Equity, 
land, $300,000” ? Did that mean anything? 

Mr. Givuecx. It was merely the builder’s estimate, the owner’s esti- 
mate of the value of his ground that he was putting in there. 

The CHatrMan. It meant he owned it, did it not? 

Mr. Giuseckx. No, He would have to own it before he started to build 
the project. I could take actually—— 

Mr. Cuarrman. There is nothing here that says he doesn’t own it. 
It says he does own it. 
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Mr. Grueck. It says Tri-City Village, Inc., would own that before 
the FHA would insure their commitment. 

The Cuamman. There is nothing there that, says they will. Here 
it says they do own it, period. 

Mr. Giureck. This is a proposed corporation will own it. 

The CuHatrman. Who did own it at the time? 

Mr. Guiveck. I did, sir. 

The CHatrMan. You owned it? 

Mr. Guivurck. My father and I owned it. 

The Cuarman. And yet Mr. Polland of the Tri-City Village, Inc., 
signed this document that he owned it. 

Mr. Guvrck. I don’t think he signed a statement that he owned it, 
sir. 

The Cuarrmman. Well, then, I give up. I don’t know what you mean 
when you put down “land, $300,000,” where it says “Equity.” I don't 
know. 

Mr. Giurck. These are all underestimated requirements. Every- 
thing in here is underestimated, and it says right at the head of it, 
“Proposed setup.” 

The CHaimman. Proposed what ? 

Mr. Guveck. Setup of the whole project, right dh the top of the 
page, where you see that, on page 3 of the application. It says “Pro- 
posed setup.” 

The Cuarrman. This is page 2, my dear sir, that I am talking about. 
This is on page 2. 

Mr. Giveck. “Tri-City Village, Alfred Polland.” Tri-City Village 
would own the land. 

The Cuarrman. But they didn’t own the land and they stated in an 
application to FHA that they did own it. 

Senator Bennett. Mr. Chairman, we had better get somebody from 
FHA down here. 

The CHatrMan. We are going to, The man that ought to tell us 
about it is Mr. Powell, but he hides behind the fifth amendment. He 
was the head man for 20 years, running this business. He is the man 
that ought to tell us, because he is the top man, but heis a fifth- 
amendment fellow. 

I want to say this: This is not the only one we have had like this. 
We are trying to find out if this meant anything. Do you think this 
meant anything? You are an experienced man—you testified. Did it 
mean anything? 

Mr. Giveck. In what way, sir? 

The CxHarrman. Does it mean what it says, “Application for mort- 
gage insurance”? 

Mr. Guocrck. Let me put it this way: The FHA didn’t necessarily 
need the information on that application to process. They did their 
own processing. They took the plans and specifications 

The Cuarmman. What did they have them filled out for? 

Mr. Guveck. I don’t know. 

The CuatrmMan. Well, it isa nice way to do business. 

Mr. Drarver. Mr. Chairman, may I correct your impression that Mr. 
Glueck is an old hand at testifying. 

The Crarrman. I don’t mean testifying. I meant an old hand on 
section 608’s. 
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Mr. Drarer. He has testified twice—today and last Friday. 

The. Cuatrman. I didn’t mean an old hand at testifying. I meant 
he was an old hand on section 608’s. 

Mr. Guurck. They told me life would begin at 40, but I didn’t think 
it would begin * with this. 

The Cuamman. He is a personal friend of Mr. Peters. He was 
doing very well. He lived in this apartment. How close were they 
together? * 

Mr. Guurck. Next door. 

The Crarrman. He has financed 26 or 27 million dollars worth of 
section 608 projects. 

Mr. Guvurck. Felix McWhorter lived next door, sir, too, so he was 
very close. I mean a lot of people lived there. 

The Cuamman. But you didn’t loan Felix McWhorter $7,500. 

Mr. Guiueck. I didn’t loan Mr. Peters $7,500, either. 

The CHarrmMan. You didn’t enter into any deals with Mr. Mc- 
Whorter, either; he wasn’t the FHA State director. 

Any other questions 

Thank you very much, Mr. Glueck. We appreciate your testimony. 
We will relieve you, at least for the time, from your subpena. 

Is there anybody that has any questions this morning? 

Does anybody w ant to testify ? 

Now we are going to recess until 10 o’clock Monday, July 12, a 
which time we will start these hearings again, and we will have ioe 
ings each day that week. We will be able to give you the names of 
our witnesses on Monday and Tuesday, July "12 and 13, about the 
middle of next week. 

We have got to catch up now with our testimony and our details, 
so unless there is objection, we will now recess this hearing until 10 
o’clock on July 12. 

(Whereupon, at 12:30 p. m., Friday, July 2, 1954, the committee 
recessed to Monday, July 12, 1954, at 10 a.m.) 
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MONDAY, JULY 12, 1954 


Unirep States SENATE, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10: 10 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Ives, Bush, Payne, Goldwater, and 
Lehman. 

Also present: William J. Simon, general counsel F. H. A. investi- 
gation. 

The Cuarrman. The committee will please come to order. Our 
first witness will be Mr. Gustave M. Berne, Rockway Crest Apart- 
ments, Far Rockway, N. Y. 

Mr. Berne, will you be sworn, please ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God ? 

Mr. Berne. I do. 

The Cuarrman. Who is he? 

Mr. Berne. He has the figures. 


TESTIMONY OF GUSTAVE M. BERNE, ROCKWAY CREST 
APARTMENTS, FAR ROCKWAY, N. Y. 


Mr. Suwon. Will you give the reporter your full name and address, 
please ? 

Mr. Berne. Gustave M. Berne, Beechlane, Great Neck, N. Y. 

Mr. Stmon. Your occupation, please. 

Mr. Berne. Iam a builder. 

Mr. Stwon. I gather you were a lawyer who found there was more 
money in the building business and gave up practicing law? 

Mr. Berne. That is right. 

Mr. Srmon. I would like to ask you some questions with respect to 
the Rockway Crest project in New York. Are you the sponsor of 
that project? 

Mr. Berne. Yes, sir. 

Mr. Stwon. Who owns the land on which the project is built ? 

Mr. Berne. I do. 

Mr. Stmon. When did you purchase the land ? 

Mr. Berne. I signed a contract for that land in September 1949, 
and took title—I think it was January 1950. 

Mr. Srwon. What did you pay for the land ? 

Mr. Berne. The total cost of the land was—including title charges 
and legal fees—about $280,000, or thereabouts, and the land included 
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a piece that was used for a shopping center, which we value at about 
$50,000, so that the cost ascribed for the land that was leased to the 
Rockway Crest Corp. is about $237,000. 

Mr. Srwon. You did not sell that land or turn it in to the spon- 
soring corporation but merely leased it to them for 99 years, is that 
right ? 

Mr. Berne. That is correct. 

Mr. Srmon. And that land lease is now ahead of the Government- 
insured mortgage on the property ? 

Mr. Berne. That is correct. 

Mr. Srwon. It is a prior lien to the Government mortgage ! 

Mr. Berne. That is correct. 

Mr. Stuon. In connection with the FHA application, did the FHA 
put a valuation on that land? 

Mr. Berne. Yes, they did. 

Mr. Stmon. At what amount did FHA value the land ? 

Mr. Berne. They valued it in three parcels if I may speak for the 
whole project. They valued it at $1,636,000. 

The Cuamrman. That is the land you paid approximately $237,000 
for? 

Mr. Berne. That is right. 

The Cnamman. And FHA appraised it and put a value on it of 
$1,636,000? 

Mr. Berne. Yes, sir. 

The CHarrman. Did you have a 99-year lease on the land? 

Mr. Berne. That is correct. 

The Cuatrman. How much is the rent each year? 

Mr. Berne. Four percent of $1,636,000. I think it is $65,440—do 
you want me to figure it out ? 

The Cuarrman. That is close enough. 

In other words, approximately $65,000 for 99 years? 

Mr. Berner. That is correct. 

The Cuarrm \n. On land that you paid approximately $237,000 for? 

Mr. Berne. That is correct. 

The Crarrman. And FHA allowed you in your application to ap- 
plication to appraise it at $1,636,000 ? 

Mr. Berne. That is correct. 

The Cuarrman. And that is the first lien on the building that now 
sits on the land? 

Mr. Berne. It comes ahead of the FHA-insured mortgage. 

The Cuatrman. What did FHA do about that? 

Mr. Berne. About what, sir? 

The Cuatrman. I mean, didn’t they object to having you own the 
land and have it come against the collateral ? 

Mr. Berne. No, sir, that was the standard procedure in New York 
State. 

The CuatrmMan. Did you agree that in case FHA has to repossess 
the building to sell them the land? 

Mr. Berne. Under the FHA form of lease, they have the right, if 
they foreclose the mortgage, to buy the land at $1,636,000. 

The Cuarman. In other words, they have to pay $1,636,000 to you, 
now, for the privilege of repossessing your building, if the time ever 
comes when they have to repossess it ? 

Mr. Berne. That is correct. 
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Mr. Simon. Mr. Berne, were you able to put a mortgage on that land 
apart from the FHA mortgage on the building ? 

Mr. Berne. That is right. 

Mr. Simon. What is the amount of that mortgage ? 

Mr. Berne. $1,600,000, 

Mr. Stwon. Are you personally responsible for the repayment of 
that mortgage? 

Mr. Berne. Iam not. 

Mr. Srwon, Is the reason you were able to get a $1,300,000 mortgage 
on land that you only paid $237,000 for because it was ahead of the 
FHA mortgage, and the Government would have to pay $1,636,000 for 
it if they ever wanted to take it over / 

Mr. Berne. Unquestionably. 

Mr. Srwon. And your mortgage is at 4 percent interest, is that 
right ? 

Mr. Berne. That is right. 

Mr. Stmon. So although you still own the land you already have 
taken out $1,063,000 more than you paid for the land itself ? 

Mr. Berne. Not exactly, but over $1 million. 

Mr. Simon. Now, the corporation that owns the building and has 
the lease for 99 years on the land, there are three of those corporations, 
are there not ? 

Mr. Berne. That is correct. 

Mr. Simon. What is the capital stock in each of them ? 

Mr. Berne. $1,000. 

Mr. Stmon. I take it that in connection with construction, you 
might have advanced money by way of loans to those corporations 
but those loans have been repaid to you, have they ? 

Mr. Berne. They were advanced by others, guaranteed by myself, 
but they have been repaid. 

Mr. Suwon. So the only capital or investment of any kind that you 
have in the three corporations is the total of $3,000, is that right? 

Mr. Berne. Not at the present time. I know what you are trying 
to get at. As of the date I completed the project, that is correct. Sub- 
sequently there were losses, but go ahead. 

Mr. Srwon. What was the amount of the FHA mortgage on those 
three buildings? 

Mr. Berne. $14,486,100. 

Mr. Simon. What was the cost to you of constructing the buildings ? 

Mr. Berne. You will understand there are some judgments by ac- 
countants in this next figure—items they capitalize and items they 
charge off as expense, but with that done to the best of the account- 
ant’s ability, the construction cost—you want it exactly, don’t you? 

Mr. Srwon. Yes, sir. 

Mr. Berne. The construction cost as figured by the accountants is 
$13,475.485.04. 

Mr. Srmon. That is approximately $1,370,000 less than the mort- 
gage? 

Mr. Berne. No, sir. You are including again the mortgage pre- 
mium assignment. 

Mr. Stmon. What was the amount of the mortgage premium ? 

Mr. Berne. The mortgage premium was $360,321.61. 

Mr. Simon. That was part of the proceeds of the mortgage? 
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Mr. Berne. It was part of the proceeds of the project. I don’t think 
it was part of the proceeds of the mortgage. I won’t argue with you 
about terms. I wouldn’t call it a part of the mortgage. It was part 
of what I got out of the operation, yes, sir. 

Mr. Stwon. Mr. Berne, w hy did the purchaser of the mortgage pay 
you a premium for it? 

Mr. Berne. Well, at that time, the Government-guaranteed FHA 
mortgages were being sold by one banker to the next, at 104. That 
meant that the mortgage was worth four points over par, so that the 
banks were paying builders a premium to get mortgages on property 
they thought was desirable. 

The CuatrMAN. The mortgages were guaranteed by the Federal 
Government and were the same as a Government bond from that stand- 
point? 

Mr. Berne. Well, they weren’t quite, Senator, but at that time they 
were worth approximately four points over par. 

The Cuarrman. Anyone who bought them could not lose any monev 
as long as the Federal Government remains solvent and stays in 
existence, is that correct ? 

Mr. Srwon. And that accounts for the four points premium, doesn't 
it, Mr. Berne? 

Mr. Berne. The initial offer was four points. Are you interested 
in details? You will notice there is $336,000 less than four points, four 
points would have been $580,000. 

Mr. Stmon. But the premium resulted from the fact that these were 
Government-guaranteed obligations ‘ 

Mr. Berne. Yes, sir. 

Mr. Stmon. And the amount of the mortgage, plus the premium 
you got because it was a Government obligation, was $1,370,000 less 
than the cost of the building; is that right? 

Mr. Berne. $1,370,000 more than the cost of the buildings. 

Mr. Stmon. That is right. 

Excuse me. And that $1,370,000 by which the mortgage and pre- 
mium exceeded the cost of the building is in addition to the more than 
$1 million that you got out of the land ¢ 

Mr. Berne. That is correct. 

Mr. Stmon. And I take it, of course, that the mortgage amortization 
payments on the mortgage are—you hope at least to be | paid out of the 
income from the property and if nothing happens in the next 30 years, 
you or your family will own the $15 million project, is that right? 

Mr. Berne. That was my hope. It hasn’t eventuated to date. As 
1 explained to you, the first couple of years of operation were disas 
trous and all that surplus has gone bac k into carrying the property so 
at the present time, in addition to using up the whole surplus, I have 
advanced moneys above that, but that is not the usual experience. 
Mine was a very sad experience in operation. 

Mr. Srmown. I take it you have the option at any time just to walk 
away from the property and let it default if you want to? No per- 
manent responsibility. 

Mr. Berne. There is no permanent responsibility, no, sir. 

Mr. Sraron. So as of the start of this project, you had $1 million out 
of the land and you either had or could have taken out $1,300,000 on 
the mortgage, and the only one who was then bearing any further 
risk was the United States Government; is that right ? 
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Mr. Berne. I wouldn’t want to answer that middle question about 
whether I either had or could have taken out—it was in the corpora- 
tion. 

Mr. Srwon. But the risk beyond the extent to which you are willing 
to try to carry the building is the risk of the Government, is that cor- 
rect ¢ 

Mr. Berne. That is correct. 

Mr. Stmon. Now, who represented you in your application to FHA 
for a mortgage commitment ? 

Mr. Berne. Lowell, Smith & Evers, Inc. 

Mr. Stmown. Is that a law firm ? 

Mr. Berne. That is a mortgage brokerage firm. 

Mr. Stmon. Did George Grace represent you as a lawyer in filing 
your sepoceton with FHA? 

Mr. Berne. George Grace represented me as a lawyer. I don’t 
know whether he was the lawyer for me or for the brokerage firm. 
I think at that time he was acting for the mortgage company. He was 
their attorney. 

Mr. Stmon. Do you know whether or not he is one of the owners of 
that mortgage company ? 

Mr. Berne. I don’t know. 

Mr. Srmon. He has testified that you paid him a fee of $12,500. 

Mr. Berne. That is correct. 

Mr. Stmon. And also permitted him to buy some stock which you 
then bought back from him at $37,500 more than you paid for it, is 
that right? 

Mr. Berne. I want to be precise. When you say “he” if you in- 
clude my corporations, that is correct. I didn’t buy back the stock. I 
explained to you what the setup was. One of the corporations bought 
back his stock and it showed a profit to him of $37,500, besides which 
the firm of Grace & Grace got a fee of approximately $12,500. In 
trying to check my records—I don’t want to drag out the record. I 
want to be precise—in trying to check my records, I have found it is 
$12,400. I don’t know why that is. My recollection was that I agreed 
to pay him $12,500. 

Mr. Srmon. At any rate, Mr. George Grace received from you or 
your corporation, a total of either $50,000 or $49,900, on this project ? 

Mr. Berne. I am not trying to fence. I want to be precise. Grace 
& Grace received $12,400. George C. Grace, for the sale of the stock, 
received $37,500 more than he paid for it. 

Mr. Stwon. When was this application filed ? 

Mr. Berne. I think it was filed in May 1949. 

Mr. Stwon. When was the project completed ? 

Mr. Berne. The final completion would be about July 1952. 

Mr. Sraron. Who was the FHA State director in New York, in May 
1949? 

Mr. Berne. Thomas Grace. 

Mr. Srmon. He is the brother of George Grace ? 

Mr. Berne. That is correct. 

Mr. Stmon. Was he a partner in the law firm of Grace & Grace? 

Mr. Berne. I wouldn’t know that. It was my impression he wasn’t. 

Mr. Son. Did you ever go up to their offices ? 

Mr. Berne. Yes, sir. 

Mr. Sturon. Was his name on the door ‘ 
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Mr. Berne. I think it was. 

Mr. Simon. It was on the door ? 

Mr. Berne. I have checked since and I think it was, yes. 

Mr. Suwon. Do you know whether he received any part of this 
$50,000 ? . 

Mr. Berne. I only know I was told he received no part of it. Sev- 
eral times we discussed the situation and I wasn’t so much interested 
in Tom Grace, I never considered him to be a partner of the firm, as 
I wanted to make sure that George Grace for himself had a right to 
buy this stock and that it shouldn’t go to Grace & Grace. In the 
course of those conversations I was told that Tom Grace had no inter- 
est in the final—that is what George told me—second that he had a 
right to buy the stock forms in spite of the fact that he was a partner 
in the firm of Grace & Grace. We checked on that. 

Mr. Suwon. Last week in an executive session of this committee, 
Mr. Thomas Grace testified that in 1949 while he was State director, 
he received $19,000 from the law firm of Grace & Grace, and in 1950 
he again received $19,000 from the law firm. 

Did you know that ¢ 

Mr. Berne. No,sir. Iam surprised. 

Mr. Srwon. But you did know that George Grace was the brother 
of Tom Grace ? 

Mr. Berne. Certainly. I knew the brothers. And I knew Pat 
who just died. They were friends of mine. 

Mr. Srwon. Mr. Berne, you were a lawyer with very extensive 
experience in building matters, weren’t you ? 

Mr. Berne. I had experience, yes, sir. 

Mr. Sruon. Why did you need to hire George Grace to represent 
you in this FHA application ? 

Mr. Berne. I didn’t need him to represent me. The story is this: 
In March 1949 George Grace came to me—first of all, let me say that 
in the middle of 1947 or thereabouts, I started to do business with 
Lowell, Smith & Evers. 

Mr. Srwon. Did you know then that George Grace was one of the 
stockholders or partners? 

Mr. Berne. I don’t know it now except what you tell me. If you 
say so, It 1s so. 

Mr. Srwon. I only know that he testified under oath. 

Mr. Berne. Then it is so. 

George and I became pretty friendly. He never represented me 
and I had no need for a lawyer with George’s experience. He was 
representing the bank at all times. 

In March 1949 he came to me and told me there was a piece of prop- 
erty down in Rockway that he wanted to buy. He had the same yen 
that some other lawyers had to go into the building business and 
wanted to know whether I would go in with him. It was about the 
time that I had just gotten through or was about to finish up with 
another job and told him I would be interested in going ahead with 
the job. I went down to Rockway, I liked the property, and the deal 
we made then was that depending on how we developed the property, 
I would give him some interest in the property. 

Our initial] intent was to build some one-family houses on a portion 
of the property and at the very start we negotiated with Herman 
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Stichman, the director of the New York State Housing Authority, to 
do a job guaranteed by New York State Housing Authority. 

At about this time we heard that the section 608 program was going 
to go out and to protect ourselves in case we didn’t work out a deal 
that we found satisfactory with the others, we filed a section 608 appli- 

cation, but at that time the agreement was not to hire George Grace 

but that George Grace who showed me the property would participate 
in the venture. The exact extent of his participation was indefinite 
because we didn’t know how much money it would take. 

He told me he would get $10,000 to $25,000 as his share of the 
capital. 

fr. Srwon. Mr. Berne, at the time you received this FHA appli- 
cation, did you contemplate or at least hope that you would be able 
to build this building for less than the amount of the mortgage ? 

Mr. Berne. Yes, sir. 

Mr. Srwon. Was it a common understanding among the builders in 
New York that you could build these buildings for less than the 
amount of money that FHA would guarantee ? 

Mr. Berne. It was a common understanding that any capable build- 
er who knew his business, unless he hit very bad conditions, would be 
likely to end up with a margin out of the mortgage, yes, sir. 

The Crarrman. You say ‘the FHA people knew that ? 

Mr. Berne. That is an easier question to answer when you are 
across the table. I had no way of knowing what was in their minds. 

The Cuatrman. Do you think they encouraged it? 

Mr. Berne. I think they knew it but I cannot speak for what was 
in their minds, Senator. 

The Cuairman, It was common gossip in New York City that the 
proceeds of the mortgage could be and should be and would be greater 
than the total cost of the project? 

Mr. Berne. I think an honest answer is “Yes.” 

Mr. Srwon. Was it also understood that you had to hire the right 
lawyer to file the application ¢ 

Mr. Berne. No, sir. 

Mr. Stwon. Do you know any reason why George Grace should 
have represented about 25 section 608 builders ¢ 

Mr. Berne. I am not answering your question directly. I don’t 
know of any reason why he should have. I don’t think that George 
Grace got any more from the FHA office than any one of the mortgage 
brokers doing business around that office. I think if you will compare 
the results—well, I don’t want to be argumentative. I just want to 
answer your questions. 

Mr. Srwon. Mr. Berne, a statute Congress passed provided that 
these mortgages should be 90 percent of the estimated cost, and in 
1947, Congress amended the law to provide that the estimated cost 
should be as close as possible to the actual cost. Do you know of any 
reason why, in view of that statute by Congress, it should be common 
for people to be able to build these buildings for substantially less than 
the amount of the mortgage ? 

Mr. Berne. Yes. They were included in the FHA cost allowances, 
and an allowance of 5 percent for architects which you never paid- 

Mr. Srwon. What did you actually pay the architect? 

Mr. Berne. About 1 percent. 
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Mr. Stmon. As a matter of fact, there are a lot of buildings this 
size, where the architect gets a half of 1 percent ? 

Mr. Berne. I don’t know. 

Mr. Stmon. You paid yours 1 percent ? 

Mr. Berne. I paid 1 percent. 

Mr. Srmon. At the time you filed your FHA application, did you 
have a commitment from an architect to do this job for 1 percent ¢ 

Mr. Berne. Certainly at the time I filed my amended application I 
had that commitment, yes. 

Mr. Smon. Did you put in your application that your estimated 
architect’s cost would be 5 percent? 

Mr. Berne. No, sir. I did not regard that as an estimate at all. 
I regarded that as an allowance—to my understanding and I think it 
was a common understanding, Mr. Simon, that they gave you an allow- 
ance of 5 percent for architect, and 5 percent for builders’ fee. 

The Cuatrman. In other words, that was 10 percent which took up 
the difference between 90 and 100; is that the idea? 

Mr. Berne. Not exactly. 

The CuarrmMan. We can find nothing in the law which gave them 
the right to simply allow 5 percent. knowing that the man was only 
going to spend one-half of 1 percent. Do you consider that good busi- 
ness ¢ 

Mr. Berne. You want my opinion? 

The CHatrman. Yes. 

Mr. Berne. I think it was good business. I think it was because 
I think it was the policy of the Government at that time to encourage 
the construction. I would rather not express an opinion on that, Sen- 
ator. I would prefer to answer as to the facts. 

The Cuatrrman. Were you your own builder in this instance? 

Mr. Berne. Yes. 

The Cuarrman. Did you take the full 5 percent builders’ fee? 

Mr. Berne. In the FHA application, it was 5 and 5; yes, sir. 

The CuHatrmMan. What did you actually pay yourself for building it? 

Mr. Berne. Nothing. 

The Cuarrman. Then you got 5 percent free? You got 5 percent 
free as far as the mortgage was concerned. 

Mr. Berne. This was an allowance for 5 percent for the building 
and 5 percent for the architect. 

The Cuarmman. Then, you did it yourself? 

Mr. Berne. That is right. 

The Cuarmrman. You were doing you own work on your own project 
which you still own? 

Mr. anes That is right. 

The Cuarrman. In other words, you still own this building? 

Mr. Berne. Yes, I do, and I think it is very valuable. I hope some- 
day it will be free and clear and worth $15 million or $16 million. 

The Cuarrman. Which you will be getting for a $3,000 investment ? 

Mr. Berne. That is not strictly so. The answer I gave was $3,000 in 
stock. The investment as you know was well over $1 million. 

The Cuarrman. But you got the investment back. It was repaid to 
you. It was paid back to you? 

Mr. Berne. Oh, yes. The present investment, however, may be—— 

The CuHartrman. It is $3,000. 

Mr. Berne. I have put in more money since then. 
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The Cuarrman. You have increased the capitalization ? 

Mr. Berne. I haven’t increased the capitalization. I have made 
loans. 

The Cuarrman. Loans are not capital. 

Mr. Berne. Then it is $3,000; is that correct ? 

Mr. Srwon. I would like to show you an application for an FHA 
loan and ask you if you signed the original application. 

Mr. Berne. Yes, sir; that is my signature. 

Mr. Srwon. On page 3 in the left-hand column there is a pla 
called “Estimated requirements.” 

Do you find that? 

Mr. Berne. Yes, sir. 

Mr. Stwon. Under “Fees,” there is a place for achitects’ fees. 

Mr. Berne. That is correct. 

Mr. Srwon. Did you fill in 5 percent there ? 

Mr. Berne. I signed the application in which 5 percent had been 
filled in, yes. 

Mr. Simon. Doesn’t that say that you were estimating your require- 
ments for architests’ fees at 5 percent ? 

Mr. Berne. I don’t think so, Mr. Simon, no more than the fact 
that it said, “Builders’ fee, 5 percent.” 

I can only say what we thought was tlie situation, all of us, includ- 
ing, I think, the FHA. We regarded that as being in the nature of 
an allowance and every single application that I know of, no matter 
what the builder expected to do, no matter what the architect got, 
had that 5 and 5 figure. 

The Cuatrman. In other words, you considered that a sort of bonus 
that FHA was giving you to get you to build so you would build these 
projects ? 

Mr. Berne. We regarded that as an allowance; yes, sir. 

The Cuarrman. In other words, if you spent 1 percent on archi- 
tects’ fees and nothing on builders’ fees then you would have 9 percent 
of a $10 million project, which would be $900,000. 

Mr. Berne. I think it was the intent to have an allowance of 5 
percent for the builder and 5 pare for the architect and since they 
were giving you 90 percent of the total it worked out so that if you were 
fairly goo 

The CuarrmMan. Do you know anything in the law that gave FHA 
the right to allow you 5 pent architects’ fees, knowing that you 
were only going to spend 1 ¢ 

Mr. Berne. I don’t know. 

Mr. Stmon. Mr. Berne 

Senator Busu. Could we ask whether the FHA indicated to you 
in any way whether it was proper for you to put in the 5 percent? 

Mr. Berne. Yes, sir. The HA at that time said the allowances 
were 5 and 5, just as now, under the section 207 program, they said 
the allowances were 3 and 5—I think it has been reduced now. 

Senator Busu. In effect, they encouraged you, they invited you to 
put in those figures; is that right? 

Mr. Berne. I think that is right. Nobody put in any less and no 
one was permitted to put in any more. They said they would allow 
youadSanda5. 

Mr. Srwon. Was anything ever put in writing to that effect, Mr. 
Berne? 
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Mr. Berne. Not that I have ever seen; so, sir. 

Mr. Stwon. You know of nothing you have seen in writing that 
Says you can have a 5 percent architects’ fee even though you pay the 
architect 1 percent ? 

Mr. Berne. I do not. 

Mr. Srmon. The application that you signed said that these were 
your estimated requirements. Now, if that 5 percent wasn’t your re- 
quirement for architects’ fee, why didn’t you amend the application to 
state the true fact? 

Mr. Berne. Mr. Simon, that was the allowance given us by the FHA 
and that is the figure that went into every application. Five and five. 

Mr. Srmon. So far as the printed portion of the application is con- 
cerned, the answer that you gave was incorrect, wasn’t it ? 

Mr. Berne. I don’t think so. 

Senator Busu. I don’t think that is necessarily incorrect. It says 
what his requirements were. He said those were his requirements, and 
in accordance with the encouragement which the FHA gave him to put 
those figures in, his willingness to go ahead with the project was 
dependent upon that requirement—it doesn’t say he was going to 
snend it, he said it was a requirement to go ahead with the deal. Is 
that not right ? 

Mr. Srwon. Well, he said he knew at the time he signed this that he 
was going to pay the architect 1 percent. 

Senator Busu. Well, technically I think he is still correct. He has 
signed this in accordance with the encouragement of the FHA man- 
agement, as being a requirement for going ahead with the deal. It 
doesn’t say he was going to spend it all, as I understand it, now. 

The Crarmman. Does the Senator think it is right to make an 
application for a mortgage on the basis that you are going to spend 
5 percent, spend 1, and then get an additional 4 percent on—what was 
the total amount of this mortgage. $14,600,000, and have the Federal 
Government guarantee a mortgage for $600,000 more than the man 
actually spent? 

Senator Busn. I didn’t say it was right or wrong. All I said was 
that he was invited to state what his requirement was. It didn’t say 
that he intended to spend it all, or that if he didn’t spend it all it 
would be refunded. 

Now, it seems to me, the point I am trying to make is, the way that 
application is worded invited him to put in the full allowance. 

The Crarrman. There is nothing in printing. He filled it in. 
Have you ever seen one of these? 

Senator Busu. No. 

The Cuamman. Well, take a good look at it. There is nothing in 
there about 5 percent. They fill that in themselves in longhand or 
on the typewriter. ; ; 

Senator Payne. May I ask Mr. Berne a question, Mr. Chairman? _ 

Senator Busn. It doesn’t say, “estimated expenses,” it says, “esti- 
mated requirements.” me i : 

The Carman. I understand that but the point is they fill in the 
5 percent; “5” isn’t a part of the printed document. 

Mr. Berne. I understand that, Senator; yes. : 

Mr. Srvon. I take it what we are concerned about is whether esti- 
mated requirements means requirements for getting the application 
approved or requirements for building the building. 
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Senator Busu. I think it is subject to that interpretation. 

Senator Payne. Mr. Berne, were you familiar with law pertaining 
to section 608’s ? 

Mr. Berne. Not withthe law. Inever read the law. 

Senator Payne. You never read the law so you weren’t familiar 
with it ? 

Mr. Berne. I have never read the law. 

Senator Payne. You have never read the amendment put into the 
law in 1947. 

Mr. Berne. I should’t even say I have never read the law. I have 
read parts of the law. When they were being discussed, I was close 
enough to the industry that I would read the pertinent parts of the 
law, as I am reading them now, but I was no longer practicing law. 
I doubt whether very many lawyers practicing law were really familiar 
with the law and the legal implications and details. They knew what 
it provided, a 90-percent mortgage on a fee or a leasehold. They knew 
the provisions but I doubt whether very many people were really 
familiar with the law. 

Senator Payne. You do not recall reading the amendment put into 
the law in 1947? 

Mr. Berne. That amendment I did not read. 

Senator Busu. Mr. Chairman, I would like to make my position as 
clear as I can on this. My criticism is of that document which says 
“requirement” rather than “expenses” and that the using of the word 
“requirement” invited the contractors to do just what they did, en- 
couraged by and approved by the FHA management. 

The Cuatrman. We have listened to many, many builders now in 
executive session and we haven’t found one yet who paid the 5 percent. 
More generally it is about one-half of 1 percent. 

Senator Busu. But they all regard it as a requirement. 

The Cuatrman. Now, what we have to find out is, was the 5 percent 
a requirement for getting the contract, or was it a requirement for 
building the buildings? 

Senator Busn. How did you interpret that ? 

Mr. Berne. I thought it was in the nature of an allowance, sir. If I 
made any other answer I wouldn’t be telling the truth. 

The CuarrmMan. Let me say this for Mr. Berne. He was in executive 
session before us and we haven’t had anybody who is more frank and 
cooperative. I want to record to show that. 

Mr. Berne. Without being argumentative, because I have been 
warned to keep my big mouth shut, but you know in the law that is 
now being discussed, you’ve got the same 10 percent allowance, where 
the man is his own contractor, and aucsiate I ever met—and I say 
this—it is no more sincere or truthful than the other statements I have 
made but just as true, everybody in the building industry I know re- 
gards that as an allowance. I don’t know of a single man who feels 
1e Is misrepresenting anything to put down 5 and 5. 

Now, you go to section 207. They say you can’t have 5 and 5. You 
put down 2 and 5 or 3 and 5. 

With the FHA doing that, that may well be, but I don’t think— 

The Cuatrrman. You see, the thing I don’t understand is, it says 
“estimated requirements.” You filled this in. You filled in estimated 
requirements, knowing when you filled it in that you were going to 
pay 1 percent. 
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Mr. Berne. Well, it was filled in on every form and the mortgage 
broker who brought you the form—incidentally, this form was usually 
filled in by the mortgage broker and brought to you but that is no 
excuse forme. I signed it. I am not trying to say I didn’t know what 
it said. If you raised the question they gave you the same answer: 
“This is the allowance permitted by the FHA in every single applica- 
tion.” Whether it is right or wrong is not for me to say, but I can 
say that was no intent to deceive anybody and we certainly weren’t 
deceiving the FHA when we put in 5 and 5. 

The Cuarman. FHA approved this from this document ? 

Mr. Berne. That? 

The Cuarrman. They knew you put in 5 percent builder’s fee and 
5 percent architect’s fee, because there it is. It looks to me as though 
FHA participated in a grand scandal to the extent of millions and 
millions of dollars by allowing 5 percent architect’s fees, knowing that 
the people were only spending one-half of 1 percent, or 1. 

Talk about a Teapot Dome or an RFC and mink coats, they are 
Concer einen contributions of one penny compared to this sort of 
thing. 

Senator Busxu. I wanted to ask a question along that line if I might. 

Do you think, Mr. Berne, that the FHA knew that contractors 
were spending considerably less than 5 percent for architect’s fees? 

Mr. Berne. Yes, sir; I think they did. 

Senator Busu. They did? 

Mr. Berne. I am trying to avoid, Senator, debate about this thing, 
because it would do nothing but bring the building down on my head, 
but I think, as I said to you in your office, Senator—and I don’t know 
as much about it as you do—I think that was the intent of the law. 

The Cuarrman. To do what? 

Mr. Berne. To encourage construction. 

The Cuatrman. I don’t think there is any question but what, when 
Congress passed the law, that they wanted to encourage construction. 
Otherwise they wouldn’t have passed the law. But I don’t think it was 
ever the intention of the Congress and the Senators and the Congress- 
men, when they passed this law, that the Federal Government would 
guarantee any mortgages for costs that never occurred. 

Mr. Berne. Do you want me to answer that, Senator ? 

The CHarrman. Yes. 

Mr. Berne. I think, Senator, that section 608 may have been car- 
ried by its useful period, but when section 608 was first brought into 
the law, it was during the war years. The only section 608 I had any 
connection with prior to Wave Crest was in Baltimore during the war 
years, and I think there, sir, it was recognized—we were later fooled ; 
these properties became very valuable—but I think at that time it was 
contemplated these buildings we were building up in war areas would 
have no value beyond the war years, and I think it was the attitude 
that, “If we allow these people 5 and 5, so the mortgage actually covers 
their cost, it will be less than public houses and clear construction.” 

That was my impression. 

The Cuatrman. Let me say this: We are discovering in our execu- 
tive sessions that they are mortgaging out of defense housing on sec- 
tion 207’s and cooperative housing—the pattern doesn’t seem to be any 
different on those than on section 608. 
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Mr. Berne. I never did a section 213. If you questioned me if I 
did, I said positively not. 

The Cuarrman. The same thing is happening in your instance here. 

In other words, the proceeds of the mortgage are greater than the 
total cost of the project—under section 213’s, under 207’s, under defense 
housing. Weare finding that out in our executive sessions. 

Mr. Berne. I am surprised about the section 207’s. I didn’t think 
the section 207’s—you asked me that question in your office. 

The CHarrman. It looks like the ingenuity of these gentlemen is 
beyond imagination. It is really a great lesson in ingenuity to sit in 
on these executive sessions. 

Senator Lenman. May I ask a question, Mr. Chairman ? 

The Cmarrman. Yes. 

Senator Lenman. What is the normal architect’s fee? 

Mr. Berne. If you had 1 building here, Senator, the normal archi- 
tect’s fee would run to 5 percent and maybe over. That is the gimmick 
here. You see out of these buildings, there were actually 38 buildings 
out of 2 planned, so if you employed this architect to do just 1 build- 
ing, he couldn’t afford to do it for 5 percent because of the repetition. 
He did better here with the 1 percent than he would have done on 7 
or 8 percent, if it were just 1 building without repetition. That is the 
reason why you find in the big section 608’s that the architect’s fees— 
I am surprised here that they ran as little as one-half percent, but 
1 percent was a liberal payment. I am a liberal payer in the profes- 
sion, and I felt that 1 percent was adequate. 

The Cuatrman. I want to place in the record at this point a wire 
from George Grace. 

It says: 

Dear SENATOR: Sudden death of my brother, Patrick, makes the appearance 
»f my brother, Tom, and myself impossible for Monday. I would appreciate 
adjournment until some future date. 

Mr. Grace called me this morning, and we arranged for him to ap- 
pear a week from tomorrow. I wanted it known that it is not his fault 
that he is not here today. 

Senator Lenman. If you did not have FHA’s guaranty, what would 
the ordinary fee of this building have been ¢ 

Mr. Berne. It would depend on the size of the project and whether 
he gave you a guaranteed price. If he just gave out the contract 
a fee basis where he wasn’t guaranteeing anything, on a job as large as 
this you could have gotten it for 4 or 5 percent, maybe less. 

I imagine today in the highly competitive market he might do it for 
three, if there was not a firm contract. 

You must remember, Senator, we were taking the risk. 

As I understand it, 1 out of 6 or 1 out of 7 of these jobs ended in a 
profit and others broke even and others brought less substantial money 
in. But I certainly—and I am not trying to conceal this fact—cer- 
tainly when I went into this project I had every hope that the amount 
of the mortgage plus the premium would exceed the cost of the project. 

Senator Lenman. But ordinarily if you had to employ a builder-— 

Mr. Berne. Ona firm price? 

Senator Lenman. Well, on a firm price or on a cost-plus basis. 

Mr. Berne. Well, on a firm price, if you want the guaranty, I 
don’t think you could have gotten—well, I want to be careful about 
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that—no, I don’t think you would have gotten the builder to take a 
firm contract at this particular time at the mortgage price, consider- 
ing the risk he would take. 

Senator Lenman. You were an experienced builder, and you want- 
ed to build this building yourself. Undoubtedly that was the pro- 
cedure in many of these projects. Have you any idea what percent- 
age of the projects were built through the employment of outside 
builders to do the actual construction work ? 

Mr. Berne. I don’t know of a single job that was built by giving out 
a firm contract to a general contractor. 

The CuarrmMan. You say you do not know of any ¢ 

Mr. Berne. That is right. 

The CHarrman. Well, we have had them in executive session. 

Mr. Berne. In New York, Senator? 

The Cuarrman. I don’t remember that. 

Mr. Berne. I don’t know of any. 

The Cuatrman,. You see, Mr. Berne is primarily a lawyer who went 
into the building business. 

Senator LenmMan. Do I understand that the greater number of these 
contracts were taken by lawyers or others who did not qualify as con- 
struction men or builders in the general accepted sense ? 

Mr. Berne. I was a builder, Senator. I regard myself as a very 
capable builder. There were jobs where people who weren’t builders 
who heard about the big profits we made came in and financed jobs 
with some builder, but in all the jobs I know, at least one of the im- 
portant persons was an active, and in most cases, a competent builder. 

I don’t think an outsider coming in without a partnership with the 
builder would find it easy going in section 608’s in our territory. 

The Cuarrman. Unless there are further questions, thank you very 
much. 

Our next witness will be Mr. Sidney Sarner. 

Senator Lenman. May [ask one question. 

The Cuarrman:; Senator Lehman. 

Senator Lenman. You testified you bought this property, I believe, 
in 1948 or 1949. 

Mr. Berne. The contract was signed in 1949 and paid in 1950. 

Senator Leaman. What reason can you give for the great increase 
in the value of the land between the date of its acquisition by you and 
the date in which it was valued at $1,636,000—$100,000 

Mr. Berne. There were several factors involved. One factor—I 
think I bought it very cheap. I think the property was then assessed 
at $636,000, and I think the property was worth $700,000 or $800,000 
in its raw state. 

In addition to which there was the question of title, because of the 
California land cases, which detracted considerably from the value, 
and I straightened that out with the city. The boulevard went through 
and I think we did a pretty good job. Without going into detail, 
I think you could show that the property was worth—now I don’t want 
to become argumentative again, but I think it would show that it 
was probably worth what the FHA appraised it at. 

Senator Leuman. Even assuming, now, that you bought it very 
cheap. Let’s say the property was worth $600,000. There would still 
be a gap of $1 million in the appraised value of the land by the FHA 
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between the time you acquired it and the time it was appraised or 
valued for mortgage purposes by the FHA. 

Now was there any great development out in that area which would 
justify increase of that sort ¢ 

Mr. Berne. No, sir, but I think the property had just been under- 
valued. 

The Cuamman. Mr. Berne, I have one question: Were you sur- 
prised when FHA gave you a commitment in which they said they 
would pay you some $1, 600,000 for this land if and when they ever 
had tore possess the building ? 

Mr. Berne. No, sir. 

The CHarrMan. You were not. 

Mr. Berne. We could figure it on this basis. We compared it to 
what they were allowing in similar areas. 

The Cuamman. Why didn’t they make you put this land in the 
corporation as part of the $3,000—you put up $3,000 in cash. Why 
didn’t they make you put the land in the corporation until such time 
as the FHA was paid off ? 

Mr. Berne. I don’t know, sir. At that time, in New York City they 
were m: king mortgages on leaseholds. 

The Cuarman. You owned the land, you were the builder, you 
were going to own the project, you do own the project, and yet they 
permitted you to appraise this land, or they appré aised ‘it for 
$1,600,000, they agreed that you could have a 99-year lease at $65,000 
a year, approximately and if they—FHA—ever had—if they ever 
had to repossess the building, they would have to pay $1,600,000 for 
the privilege of repossessing what really amounts to their own prop- 
erty. 

Mr. Berne. That is correct, except I don’t go along with that state- 
ment that it amounts to their own property, but that is right. 

The Cuatrman. Well, they guaranteed the mortgage to begin with. 

Mr. Berne. Yes, sir. 

The Cnarrman. And yet you were able to talk them into giving you 
a contract providing if they ever had to repossess that property, they 
would pay you $1,600,000 ? 

Mr. Berne. I didn’t talk them into it. 

The Cuarrman. You didn’t? 

Mr. Berne. No, sir. 

The Cuarrman. They entered into a contract to do it 

Mr. Berne. That is right. 

The Cnatrrman. They ‘did it of their own free will ? 

Mr. Berne. Yes, sir. 

The Cuatrman. They voluntarily did it? 

Mr. Berne. Yes, sir. I don’t know of a single conversation with 
the appraisers that it was going to be $1,636,000 and there was no con- 
ference afterward. 

The Cruatrman. Has that any connection with the fact that the 
FHA State director’s brother was your lawyer ? 

Mr. Berne. I do not think so. 

The Cuarmman. Thank you very much. 

Our next witness will be Mr. Sidney Sarner of the Linwood Park 
Apartments, Teaneck, N. J. 

Mr. Sarner— 
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Mr. Marcus. My name is George I. Marcus. I appear as counsel 
for Mr. Sidney Sarner. Before Mr. Sarner is sworn, I would like to 
make a statement for the record. 

The Cuarrman. When we finish, we will permit you to make the 
statement. 

Mr. Marcus. Then Mr. Sarner will not testify. 

The Cuarrman. That is perfectly all right. 

Will you be sworn? Do you solemnly swear that the testimony you 
are about to give will be the truth, the whole truth, and nothing but 
the truth so help you God ¢ 


TESTIMONY OF SIDNEY SARNER, LINWOOD PARK, TEANECK, N. J., 
ACCOMPANIED BY GEORGE I. MARCUS, COUNSEL 


Mr. Sarner. I do. 

The CuarrMan. Will you be seated. 

This statement you have, is it a prepared statement ? 

a Marcus. No; I am prepared to make it without having it pre- 

ared. 
. The Cuatrman. How long will it take you? 

Mr. Marcus. About 5 minutes. It may be less than 5 minutes. 

The Cuatrman. If you are permitted to make this statement, will 
Mr. Sarner then eet 

Mr. Marcus. It will be up to him to determine whether he will con- 
tinue. 

The CHarrman. Will he testify after you have made the state- 
ment ? 

Mr. Marcus. I don’t know yet. 

The CHarrmMan. May we ask him a few simple questions? 

Mr. Marcus. You can ask him his name and address. 

The Cuarrman. That is all? 

Mr. Marcus. That is all. Because I want to say this to you, sir. 
We appeared before the executive session. We were trying to be very 
fair, make statements to Mr. Simon, which were taken down; Senator 
Bennett was present. I assumed when I got my record that that testi- 
mony, until it was made public, was going to be confidential. My 
record so indicated. It was marked “Confidential.” 

The following day that testimony was turned over to Mr. McKenna, 
and Mr. McKenna and you, sir, made statements to the press which 
appeared either locally, and throughout the Nation, whereby my 
client, by innuendo, insinuations, and conclusions, not based upon fact, 
made it appear as though he was one of the outstanding builders who 
had received a windfall, unnecessarily, in cahoots with the FHA or 
something of that sort. 

We have not been charged with any crime. We know of nothing. 
Our records are open and free, and if there is any insinuation, I don’t 
want Mr. Sarner to be subjected to conclusions which you yourself 
make. 

As I was sitting here, whereby, by inference and innuendos you ap- 
pear on the record that a fellow who forms a corporation with a mere 
capital of $3,000 can build a big project. Now you yourself know that 
that can’t be done. You know that you have to put up capital. 

The Cuarrman. Waitaminute. It wasdone. Period. 

Mr. Marcus. It wasn’t done, sir. 
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Mr. Simon. Let’s get it under oath. 

Mr. Marcus. You won’t get it under oath. 

The Cuarrman. Will you be sworn in to prove that it wasn’t done. 

Mr. Marcus. I don’t have to be sworn in. 

The CuatrmMan. Will you be seated. 

Mr. Marcus. I will be seated, sir. 

The Cuarrman. Let me say for the record that we have the testi- 
mony of the man himself, the owner, Mr. Berne, who testified that the 
only capital that was ever put into that corporation was $3,000. 

It hasn’t been 30 minutes ago that he testified to that fact. 

Now this gentleman comes in here—were you sitting there listening 
to the testimony ¢ 

Mr. Marcus. I was listening, but you didn’t give him a chance to 
prove the fact that he had put up FHA fees and other loans and other 
moneys. A builder just doesn’t go in on a $3,000 capitalization and 
build a project. 

The Cuarman. We brought that out. Wesaid that he loaned him- 
self a lot of money that was repaid. And the fact remains that the 
total capital, the sum total of all the capital that was ever put into 
that corporation was $3,000. 

Mr. Marcus. And he could have lost every cent of investment that 
he put in. 

Senator Lenman. May I ask this question: What is the accusation 
made by counsel, whose name I do not know, that after this witness, 
Mr. Sarner, was examined at executive session, any statement was 
given to the press or any of the facts disclosed at the executive session 
made public or allowed to be made public. 

The CuarrmMan. I don’t know of any. 

Mr. Marcus. It was done so by Mr. McKenna and Mr. MeKenna 
had a copy of the record. And this was only local newspapers. 

The Cuarrman. Without objection we will place into the record at 
this point the newspaper stories from the Bergen Evening Record of 
Tuesday, June 29, 1954, of the Hudson Bergen Dispatch of Tuesday, 
July 6, 1954, and the East Bergen Bulletin of Thursday, July 8, 1954. 

Mr. Marcus. It appeared in the Newark News, the Telegram and 
other newspapers. 

(The newspaper stories referred to follow :) 


[Bergen Evening Record, Tuesday, June 29, 1954] 


LiInwoop PARK aT Fort LEE CiTep In Sirt—BuI_pers Gor $1,318,425 in WIND- 
FALL, SENATE PROBERS ANNOUNCE—POWELL Is CALLED 


WASHINGTON, June 29 (INS).—The Linwood Park Apartments of Fort Lee, 
N. J ., were used yesterday as an example of how builders collected million-dollar 
windfalls under the Federal Housing Administration’s section 608 rental housing 
program. 

The Fort Lee project, which has offices in Teaneck, N. J., was one of 27 put 
into the record of the Senate Banking Committee at an investigating session 
by Deputy Housing and Home Finance Administrator William F. McKenna. 

McKenna said operators of Linwood Park raked in $1,318,425 in windfall 
profits on a $13,000 investment in the project. In addition, he testified that 
$1,270,000 in loans were made by the firm to affiliate companies and FHA allowed 
Linwood to collect about $1 million in rentals before starting payments on the 
loan. 

He said: “Nevertheless, former Assistant (FHA) Commissioner Clyde L. 
Powell authorized these projects to charge any tenant who wanted to use tele- 
vision antenna service, $40.” 
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GIVEN ANOTHER CHANCE 


Meanwhile, Senate investigators gave the ex-Government official a new chance 
today to abandon his refusal to tell what he knows about the multimillion dollar 
Federal Housing Administration scandals. 

Senate Banking Committee Chairman Homer FE. Capehart (Republican of 
Indiana) summoned Powell as a witness at the full-scale hearings. Capehart 
expressed hope that the fired chief of the FHA’s rental housing unit will help 
to determine why there was no crackdown on builders who parlayed shoestring 
investments into million dollar profits 

In his first appearance on April 19, Powell claimed the fifth amendment anc 
refused to answer committee questions on grounds of possible self-incrimination. 
Capehart said he thought the witness was making a mistake. 


CALLED KEY FIGURI 


Subsequently Senator Harry F. Byrd (Democrat, of Virginia), called Powell 
the key official in scandals and declared that it was Mr. Powell whose losses in 
gambling first attracted the attention of the FBI. 

Capehart said: “Powell ought not to hide behind the fifth amendment” in his 
second appearance, but the lawmaker said he had no indication whether the 
veteran FHA official was ready to talk to the committee. 

The Indiana Republican said: “He might not want to discuss his actions after 
working hours but he should be in a position to answer questions about his work." 

Powell’s name figures in yesterday’s testimony concerning the construction 
of the Linwood Park project, one of the cases placed in the record by McKenna 
to show how builders collected multimillion dollar windfalls as inflated FHA- 
insured loans far in excess of construction costs. 


KNEW OF WINDFALLS 


McKenna stressed that FHA officials knew builders were making excessive 
windfall profits on apartment projects yet took no action to stop them. Records 
supplied the committee indicated frequent violations of FHA rules and regu- 
lations 

Moreover, McKenna said it is now too late to begin prosecution of the cases 
because the time allowed by law has run out. He said that there is evidence 
that officials discouraged action on some violations of the home repair program. 

To back his assertions, McKenna told how FHA helped a group of Britishers in 
New York to escape heavy English taxes by means of a $336,000 windfall on a 
$3,380 investment in the Oakland Gardens project, Bayside, Long Island, N. Y. 

Another case disclosed that a group of New York builders raked in $167,410 
on a mere $30 investment in the $1,926,800 Hill Development Co., project, also 
located in Bayside. 


[Hudson Bergen Dispatch, Tuesday, July 6, 1954] 


AskKs Rerunp To LiNwoop TENANTS ON “WINDFALL” OF MANAGEMENT— 
Biscnorr AsKs FHA To ApvIse on RECOVERY 


Jules Bischoff, 1053 Anderson Avenue, Palisade, president of Fort Lee regular 
Democratic organization, yesterday pointed out that he is directing a telegram to 
William F. McKenna, Deputy Administrator of Housing and Home Finance 
Administration, Washington, D. C., concerning McKenna’s recent statement be- 
fore Senate’s Banking Committee relative to alleged violations of FHA rules aud 
regulations. 

Bischoff alleged that McKenna’s statement indicates that Sarner Management 
Co., developers and operators of Linwood Park Apartments, Fort Lee, has “ex- 
tracted rental fees, in excess of regulations, which base rentals on actual con- 
struction costs.” Bischoff, in his telegram, seeks to determine from McKenna 
what action, if any, is being taken to obtain refunds on overcharges for all past 
and present tenants of the project. 

Bischoff, who was a resident of the project for 4 years, also asks advice as to 
what action tenants can take “either individually or in concert to recover over- 
charges pocketed by the developer and management company.” 

The message goes on: 
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MILLION IN RENTALS 


“The excessive windfall profits enjoyed by the Sarner Management Co. are 
moneys out of the pocket of each and every past and present tenant, whose rental 
fee was to have been based on actual construction costs by FHA regulations. 
Recent public press statements at the hearing now in progress by Senate Banking 
Committee reveal that Sarner Management Co. raked in at least $1,318,425 in 
windfall profits and collected over $1 million in rentals before making a payment 
on the Government FHA loan. 

“As a tenant of Linwood Park for 4 years I do not intend to forgo any action 
that may be necessary to return to the pockets of the tenants the moneys right- 
fully theirs. Already many of the present and past residents of Linwood Park 
have shown their desire to take a common action to force Sarner Management 
Co. to make restitution of that percentage of the FHA construction loan which 
was pocketed by him as a windfall profit. Competent legal counsel is now under 
consideration and preparing to advise procedures which may be necessary to 
recover the overcharges on rentals. 

“T wish to clearly state now that Sidney Sarner, head of the management com- 
pany, will in all probability charge me with politics and denying all. I have 
fought for fair treatment of the 1,200 families of Linwood before, and on this 
latest revelation I will fight again. I have been fighting for correction of the 
grossly inadequate existing rent control laws and under these laws I and my polit- 
ical party have been subjected to political persecution. No sympathy can be 
shown to a management whose unfair treatment of tenants; his unruly and dis- 
respectful attitude to the governing body of Fort Lee and the State tenement 
housing regulations and a record of abject contempt of the basic American right 
of freedom from political persecution. 

“IT do not claim that we of the Democratic Party were the only ones who suf- 
fered at the hands of the Sarner Management Co., for many families whose only 
sin was to have children or who requested some adequate service, are victims of 
being forced out of their apartments.” 


[East Bergen Bulletin, Thursday, July 8, 1954] 
TENANTS MAY SEEK TO ReEcOvVER RENT FROM LINWOOD PARK 


The Sarner Management Co., owners and operators of the huge Linwood Park 
development in Fort Lee, face court action in an effort by tenants, both present 
and past, to recover what are alleged to be overcharges in rentals by the man- 
agement. 

Jules Bischoff, president of the Fort Lee Democratie organization, who was 
a resident of Linwood Park for 4 years, this week made public a letter he has 
written to William F. McKenna, deputy administrator of the Housing and Home 
Finance Administration, at Washington, D. C., in which he indicates that a 
concerted action on the part of former and present tenants may seek to force 
restitution of excess rentals. 

The move is an outgrowth of the recent revelation by McKenna that the owners 
of Linwood Park were among the builders of multifamily apartment houses 
throughout the Nation who received millions of dollars in “windfall” profits 
from Government loans on these properties. 

McKenna’s recent statement indicated that Sarner management received excess 
mortgage amount to $1,318,425 and were authorized to collect more than $1 
million rentals before being required to make a payment on their FHA mortgages. 

Bischoff, in his letter to McKenna, declares that tenants of Linwood Park, 
like tenants in other developments throughout the country, are getting together 
to try to recover what they claim to be excess rentals, based upon inflated mort- 
gage payments. There has been a widespread movement throughout the United 
States, on the part of tenants of apartment houses involved in revaluations, to 
establish the fact that they overpaid their rents because these were based upon 
excessive or inflated mortgages or construction costs. 

In his letter, Bischoff asks McKenna what the tenants, past and present, of 
Linwood Park, can do to recover on their claimed overpayments. 

Bischoff now makes his home at 1053 Anderson Avenue, Fort Lee. In his let- 
ter he says, in part: 

“As a tenant of Linwood Park for 4 vears I do not intend to forego any action 
that may be necessary to return to the pockets of the tenants the moneys right- 
fully theirs. Already many of the present and past residents of Linwood Park 
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have shown their desire to take a common action to force Sarner Management 
Co. to make restitution of that percentage of the FHA construction loan which 
was pocketed by them as a windfall profit. Competent legal counsel is now under 
consideration and preparing to advise procedures which may be necessary in 
order to recover the overcharges on rentals. 

“I have fought for fair treatment of the 1,200 families of Linwood before, and 
on this latest revelation I will fight again.” 

Mr. Srmon. Mr. Sarner, will you give the reporter your full name 
and address. , 

Mr. Sarner. My name is Sidney Sarner. 

The Cuarrman. You feel publicity was given to this subject, which 
was wrong? 

Mr. Sarner. Absolutely. 

The CHairman. Here is the place then to disprove what was said. 
We will give you every opportunity in the world now to disprove 
anything 

Mr. Marcus. I cannot disprove Mr. Simon’s questions and innuen- 
does. I have tried to do that and the record is here. We are per- 
fectly satisfied, if we did anything wrong, that the proper forum 
should take care of it but I am not going to permit it in here, for you 
to publicize, or shoot your mouth off and say that there are so many 
builders who got windfalls. There was nothing unnormal for an 
architect to be allowed 5 percent or a builder 5 percent for building 
a project. 

The Cuamman. Will you please be seated. When we want you, we 
will ask for your testimony. You know so much about this whole 
business, we will possibly subpena you and let you testify in your 
own right. 

Will you proceed ? 

Mr. Simon. Will you give the reporter your full name and address ? 

Mr. Sarner. Sidney Sarner, 325 East Clifton Avenue, Tenafly, N. J. 

Mr. Srmon. Were you served with a subpena requiring you to bring 
with you today a letter that you testified you received from FHA tell- 
ing you you had to build a shopping center ? 

Mr. Sarner. I am here on the service of the subpena. 

Mr. Srwon. Well. 

Mr. Sarner. May I answer your question, first. I will now stand 
upon my rights and refuse to answer by reason of the fifth amendment 
of the Constitution of the United States. 

Mr. Suwon. Were you served with a subpena requiring you to pro- 
duce that letter ¢ 

Mr. Sarner. I have the subpena with me and that is why I am here. 

Mr. Srmon. Do you have the letter with you? 

Mr. Sarner. I refuse to make any further answer. This is my 
answer, and it is ditto, right down the line. 

Mr. Srmwon. Senator, may I ask Mr. Marcus to be sworn. 

The Cuatrman. Mr. Marcus, will you be sworn? ; 

You solemnly swear that the testimony you are about to give will 
be the truth, the whole truth and nothing but the truth, so help you 
God? 

Mr. Marcos. I do. 

Mr. Sron. Mr. Marcus, in the executive session to which you 
referred, did you say that you represented Mr. Sarner in this matter? 


Mr. Marcus. I did. 
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Mr. Srwon. And did you say at that time that Mr. Sarner had 
received a letter from the FHA requiring him to build a shopping 
center ? 

Mr. Marcus. The record speaks for itself. 

The CHarrMan. Please answer the question. 

Mr. Marcus. I refuse to answer it. 

Mr. Srmon. On what grounds, sir? 

Mr. Marcus. I refuse to answer it on the grounds that you have no 
authority to ask that question and the record speaks for itself. 

Mr. Simon. Have you ever seen a letter from the FHA to Mr. 
Sarner telling him he had to build a shopping center ¢ 

Mr. Marcus. I refuse to answer. Whatever relationship I have with 
my client is confidential. 

The Cuarrman. Well, you are pretty cocky, beyond that I would 
say here this morning 

Mr. Marcus. Well, I am entitled to be. 

The CHarrman. You have been giving we Senators a lecture and 
you have been saying you knew a lot of things. 

Mr. Marcus. I happen to know a lot of things, and I think you are 
misinterpreting a lot of things. 

The Cuatrrman. You may know a lot of things but I'll tell you, you 
don’t impress us when you bring your client in here and have him 
take the fifth amendment. 

Mr. Marcus. I didn’t intend to make an impression on you sir, and 
it doesn’t concern me whether I impress you or not. I am defending 
a client. 

Mr. Srtmon. Mr. Marcus, as you know, you did say in the executive 
session—not under oath—that your client had received, and you had 
seen, a letter from the FHA telling him to build a shopping center, and 
I now ask you the same question while you are under oath. Did your 
client reecive that letter ? 

Mr. Marcus. What I have said is a matter of record and I don’t 
intend to answer it. 

Mr. Srwon. But I am now asking you under oath the same 
question 

Mr. Marcus. I don’t care what you do, Mr. Simon. I have asked 
you for a courtesy and you haven’t given me the courtesy. 

The Cuarrman. What is the courtesy you have asked for? 

Mr. Marcus. I have asked him for 1 day’s adjournment of this 
hearing. I sent you a telegram. I called the office for 3 hours trying 
to get an adjournment for 1 day and you wouldn’t do it. 

The Cuamman. All right; we will adjourn your testimony until 10 
o’clock tomorrow morning. 

Senator Payne. Mr. Chairman, just before you adjourn I have had 
a chance to look at those press clippings that Mr. Marcus has intro- 
duced and you have made part of the record. He has made statements 
to the effect that testimony coming out of the executive hearing was 
made available to the public by both you and by Mr. McKenna. If 
I am able to read English language plainly there isn’t one single item 
referred to in these clippings pertaining to anything that either the 
chairman of this committee or Mr. McKenna in executive session have 
ever released. It refers to testimony of Powell, himself, when he 
appeared before this committee and refused to testify, and then Mr. 
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McKenna in open session here, proceeded to outline this as one of the 
projects. 

Now, you read the press items again but I think your statement here 
is absolutely unjustified, Mr. Marcus, and is not in keeping with what 
this committee has been trying to do through its chairman, to be fair 
to people, and to see that they are not unfairly treated in any way, 
shape, or manner. I think the chairman of this committee is entitled 
toan apology from you. 

The Cuamman. I think the best proof—of course, we want it to be 
fair—was that we ordered the clippings put in the record so every- 
body can read them. 

I have no recollection of giving out any information whatsoever that 
was taken in executive session and I certainly can’t swear that it wasn’t 
because it may well have been. If it was given out it was given out 
contrary to my instructions and I personally have no recollection of 
giving it out. If it was given out, it was contrary to my instructions 
and whoever gave it out should be and will be subjected to severe criti- 
cism by this committee, if we find that it is true. 

Senator Lenman. I glanced over these very casually, but I too, like 
Senator Payne, find no reference as referred to. I do find references 
to testimony on cross-examination of Mr. Powell. 

The CnarremMan. That was ina public hearing, though. 

Senator Lenman. Ata public hearing? 

The Cuarrmman. We will excuse you until 10 o'clock tomorrow 
morning. 

Mr. Marcus. I want to go back and get some records. Could you 
make that Wednesday ? 

The Cuatrrman. Would you rather come back at 10 o’clock Wednes- 
day, that will give you more time ? 

Mr. Marcus. May I talk to my client? 

The Cuarrman. You bet you may. 

Mr. Marcus. My client has just conferred with me and he has indi- 
cated to me that as far as his testimony is concerned, he is going to 
stand on his privilege. ' 

The Cuarrman. Even though he came back tomorrow or Wednes- 
day, he would still stand on the fifth amendment ? 

Mr. Marcus. That is correct. 

The Cratrman. Under those circumstances, then we will excuse 
you—just a minute, please. 

Mr. Srron. Before you are excused, I would like to make a record 
on whether the witness is producing the letter. There is no privilege 
against producing a letter. 

Mr. Marcus. I am not producing any testimony or I am not pro- 
ducing any correspondence or any records. 

Mr. Stwon. On what grounds, Mr. Marcus, do you refuse to produce 
the written record ? 

Mr. Marcvs. On the ground that any correspondence I have had 
between my client—for and on behalf of my client’s interests is con- 
fidential and I don’t want to disclose my files. 

Mr. Srron. I am talking about a letter received allegedly from the 
Federal Housing Administration, an agency of the Government. 

Mr. Marcus. Now, wait a minute. Mr. Simon, you know, as a 
matter of fact, you have had the files of the FHA. You also know 
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that every commitment that was issued by the FHA, and if you read 
the first commitment you will see that as a condition for the commit- 
ment they said a shopping center should be built. 

Mr. Simon. I would like to have you produce it. We have sub- 
penaed you to produc e what you now again say exists. 

Mr. Marcus. The files of the FHA are available to you I am sure 
and you have had possession of them. 

The Cnarrman. Very well, the gentleman refuses to testify and 
hides behind the fifth amendment. 

The next witness will be Mr. Fred C. Trump of the Beach Haven 
Apartments, Jamaica, N. Y. Mr. Trump. 

Is Mr. Trump present? Mr. Trump is under subpena. 

Is there anyone here who knows anything about Mr. Trump? 

Mr. Berk. Mr. Trump made a plane about 9:30 from New York. 
He is probably a little late. 

The Cuarrman, Are you his attorney ¢ 

Mr. Berk. No, sir. 

The CHarrman. Inasmuch as this gentleman over here says that 
he knows Mr. Trump left New York at 9:30, or at least that is his 
best judgment, I suggest that we recess, then, until 2 o’clock, at which 
time we will hear Mr. Trump. Maybe something has happened to the 
plane and he has been delayed. 

I am sure he will be here. 

We will now recess until 2 o’clock, at which time we will hear Mr. 
Fred C. Trump, Beach Haven Apartments, Jamaica, N. Y. 

(Whereupon, at 11:10 a. m., the hearing recessed to reconvene at 
2 p. m., the same day.) 


AFTERNOON SESSION 


The CuarrmMan. The committee will please come to order. 

Our first witness will be Mr. Trump. Will you please come forward, 
Mr. Trump. 

Will you be sworn, please ? 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth and nothing but the truth, so help 


you God? 


TESTIMONY OF FRED C. TRUMP, BEACH HAVEN APARTMENTS, 
JAMAICA, N. Y., ACCOMPANIED BY OREN G. JUDD AND MATHEW 
J. TOSTI, COUNSEL 


Mr. Trump. I do. 

The Cuarrman. Thank you, sir. 

You may be seated. 

Now, if you will give your name and address to the reporter, we will 
appreciate it very much. 

Mr. Trump. Trump, T-r-u-m-p, Fred C. Business address, 8931 
161st Street, Jamaica. 

The Cuatrman. Then you are the attorney ? 

Mr. Jupp. Yes, sir, both of us. I am Mr. Orren G. Judd, 655 Madi- 
son Avenue, New York City, attorney for Mr. Trump. 
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Mr. Tosti. Iam Mathew J. Tosti, 8931, 161st Street, Jamaica, N. Y., 
general counsel for Mr. Trump. 

Mr. Srmon. Mr. Judd, we would like to ask you some questions 
about the Bond Haven Apartments project. 

Mr. Jupp. Mr. Simon, if I may make a statement at this time, we 
have a statement prepared which outlines the facts that I think are 
material and if we can proceed with that and you ask any additional 
questions about it. 

The Cuatrman. We will be very happy to have you place in the 
record your statement when we get through asking the questions. 

Mr. Jupp. If we could present the statement orally. 

The Cuarrman. In answer to the specific questions you can use that 
portion of the statement which answers them and then when we are 
through today we will be very happy to have you put the full state- 
ment in the record. 

Mr. Stuon. Mr. Trump, who is the owner of the land on which the 
Bond Haven Apartments project is located ? 

Mr. Trump. It is the Beach Haven Apartments, in Brooklyn. 

Mr. Srmon. Excuse me. 

Mr. Trump. William Walter and the Bank of Manhattan & Co. as 
trustee. 

Mr. Stmon. They are trustees for whom ? 

Mr. Trump. Members of my family. 

Mr. Srwon. Did you place the land in trust? 

Mr. Trump. Yes. 

Mr. Srwon. When did you first acquire the land ? 

Mr. Trumr. About 10 yearsago. In 1944. 

Mr. Srmon. What did you pay for it? 

Mr. Trump. I have here, in view of the fact the land-cost question 
came up at our last meeting, I prepared a one-paragraph statement 
here. 

Mr. Stmon. Could you just tell us what you paid for it? 

Mr. Trompe. It wouldn’t tell the right story. There have been a 
lot of stories in the newspaper about what we did pay for it, which 
were not so. 

The Cuarrman. What did you pay for it? 

Mr. Trompe. We paid approximately $200,000 for the land. 

Mr. Srwon. From whom did you buy the land ? 

Mr. Trump. We bought it from, I believe, three different owners. 

Mr. Stwon. Who are the three owners? 

Mr. Trump. One would be Brooklyn Development Corp. One I 
believe is the Bronx Realty and the third I don’t remember—and the 
city of New York, also. 

Mr. Smon. How much of the land did you buy from the Brooklyn 
Realty Co. ? 

Mr. Trump. The Brooklyn Realty Co., we bought, subject to prob- 
ably 5 or 8 to 10 years’ back taxes, back assessments and penalties—— 

Mr. Sion. How much? 

Mr. Trump. They had owned the land since 1891. 

Mr. Stmon. How much did you buy from them and how much did 
you pay them for it? 

Mr. Trump. In area, I don’t know. We paid them, I would say— 
what did the land cost? Do we have a breakdown here? Brooklyn 
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Development, we purchased a part of the land from Brooklyn Develop- 
ment Corp. We bought that subject to all penalties, bad title, and 
everything. They wanted $34,500 for a deed, and they were not 
interested in what the penalties were and what the back taxes were, 
as they had owned it since 1891. 

Mr. Suwon. How much did you pay the Bronx Co. / 

Mr. Jupp. I think he was going on with what the amount of the 
taxes were and other items in connection with it. 

Mr. Suwon. I want to know what he paid for it and then what the 
taxes were. 

Mr. Trump. You want to know what I paid Brooklyn Development? 

Mr. Stmon. That is right. 

Mr. Trump. We paid the city of New York $44,000 in taxes on the 
original piece, which were back taxes. 

r. Suwon. How much did you pay the prior owner of the land for 
the land ? 

Mr. Trome. That is what we paid; $44,000 in back taxes. 

The Cuairman. You didn’t pay the prior owner anything; you just 
bought it for the unpaid taxes ? 

r. Trump. We gave them $34,000 for a deed, subject to bad title, 
subject to 4 or 8 or 10 years back taxes, assessments, and penalties. 
They were about to lose it to the city of New York, 1 believe, on tax 
lien sales, 

Mr. Srmon. You said you bought this in three tracts, is that right? 

Mr. Trump. Yes. 

Mr. Suwon. The first tract you bought from this Brooklyn Co.? 

Mr. Trompe. That is right. 

Mr. Srmon. The second tract you bought from the Bronx Realty 
Co.? 

Mr. Trump. Yes. 

Mr. Simon. How much did you pay Bronx Realty ? 

Mr. Trume. Bronx Realty also had had title land in the bed of a 
creek and we paid—it says $59,000 but I think we paid them $75,000. 

The Cuarrman. $75,000? 

Mr. Trump. Yes. 

Mr. Jupp. $75,000 includes what you paid the city of New York. 

Mr. Trump. I see; $75,000 total for the particular land covered by 
the Bronx Realty contract. 

The Cuarrman. From who did you buy the third tract? 

Mr. Trump. The city of New York. 

The Cuarrman. What did you pay for that? 

Mr. Trump. There were clouds on the title. They didn’t actually 
own it. We needed them to join in a deed. We paid them $16,300 
plus $3,506. 

The Cuarrman. That totals about $180,000 for the land and taxes, 
is that right? 

Mr. Trump. I think it is less than that, but we have a few other 
items here that you don’t have here. We paid a broker’s commission 
on the deal of $5,000, in January 1945. We had a title bill of $767, 
a surveyor’s bill of $750, and this sheet here—well, it is about $185,000 
without taxes from 1944 to the date we started building on there in 
1950. 

Mr. Stmon. You bought the land in 1944, didn’t you? 

Mr. Trump. We bought some of it in 1944. 
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Mr. Simon. You paid approximately $180,000 for the land and the 
taxes that were then delinquent; is that right ? 

Mr. Trump. I would say about that, that is right, that is what this 
sheet says. 

Mr. Sr1on. When did you give the property to your children? 

Mr. Trump. August 10, 1949. 

Mr. Srwon. Did: you file a gift-tax return on the gift ? 

Mr. Trump. Yes, we did. 

Mr. Srwon. And what value did you place on the land for the gift- 
tax purposes / 

Mr. Trump. At the time we placed a value, when we bought this 
entire pare el, some 10 years ago—— 

Mr. Srwon. What was the value you placed on it in 1949 for the 
gift-tax return ? 

Mr. Trump. In 1949, the assessed value of the entire parcel. 

Mr. Simon. What is the value placed on it in your gift-tax return? 

Mr. Trump. We placed a value of $180,000 in the gift-tax return 
which was a little more than the assessed valuation of the land. 

Mr. Srwon. Did the Treasury accept that valuation ? 

Mr. Trump. No, they didn’t accept it. 

Mr. Sruon. At what valuation did you ultimately settle with the 
Treasury ? 

Mr. Trump. $260,000. 

Mr. Stwon. When did you reach that settlement with the Treasury ? 

Mr. Trump. October 1952 

Mr. Stmon. That valeabidd was made in October 1952, as of August 
1949, is that right? 

Mr. Trump. Yes. 

Mr. Srwon. What did FHA value this land at? What was the FHA 
valuation of the land for your lease purposes ? 

Mr. Trump. With the completion of the Beach Haven project they 
valued it as improved land with 60 units built on that. No relation to 
when we bought raw acreage. 

Mr. Sruon. Wait a minute. The land is owned by this trust, isn’t 
it? 

Mr. Tromp. Yes. 

Mr. Srwon. And the trust has no interest in the building, has it ? 

Mr. Trump. That is right. 

Mr. Sron. The building is owned by Beach Haven Apartments 
Corp., isn’t it? 

Mr. Trump. That is right. 

Mr. Stwon. And the trust has leased the land for 99 years to the 
corporations; is that right? 

Mr. Trump. Yes, with a renewal for 99 more. 

Mr. Stmon. And that lease comes ahead of the FHA mortgage, 
doesn’t it? 

Mr. Trump. Yes. 

Mr. Stmon. Now, for the purpose of fixing a rental on that 99-year 
lease, FHA put a valuation on the land, didn’t they? 

Mr. Jupp. If I may interrupt, Mr. Simon, it seems to me the FHA 
put a recapture provision, which is not the same as putting a value on 
the land because the rent that they fixed would not give an adequate 
return on that recapture. 

The CHarrman. What was the recapture, then? 
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Mr. Trump. The recapture on the 6 parcels—there were 6 corpora- 
tions there—the recapture totals I believe about $1,500,000. 

The Cuarrman. They put a value of $1,500,000 on that which cost 
you $180,000 upon which you paid gift tax on a valuation of $260,000, 

Mr. Trump. Only if we build 1,860 apartment units. If we don’t 
we don’t get a dime. 

The Crarrman. Then, this trust arrangement that you set up for 
your children rented the land to the corporation that owned the build- 
ing for how much a year? 

Mr. Trump. For exactly the rent set up by the FHA. 

The CHarrman. How much was that? 

Mr. Trump. $60,000 a year. 

The Cuatrman. In other words, they rented it for $60,000 a year 
for 99 years? 

Mr. ‘Trump. That is right. 

The CHarrMan. With the right to renew for another 99 years? 

Mr. Trump. Yes. 

The CHarrman. So if FHA has to repossess the building, FHA 
agreed to pay you how much? 

Mr. Trump. That is a very “iffy” question. We have already paid 
$1 million off on the FHA mortgage. 

The Cuarrman. My point is, if FHA has to repossess the building 
do you enter into a contract with FHA that they would pay you X 
amount of money / 

Mr. Jupp. The question implies that FHA agreed to buy it. I under- 
stand FHA had a right to buy it. 

Mr. Stmon. The Senator didn’t say that. If FHA exercises its 
option to buy it, what do they have to pay for it ¢ 

The Cuatrman. Let me put it the other way around. If FHA has 
to come in and repossess the buildings on this land, which are now 
sitting on the land, which you are holding in trust for your children, 
where they are getting $60,000 a year, for 99 years, if FHA has to 
repossess the land, how much are they to pay you for the land ¢ 

Mr. Trump. That would be the recapture price which I believe totals 
$1,500,000. 

The Cuarrman. In other words, if FHA must repossess the build- 
ing they pay the trust you set up $1,500,000. 

Mr. Trump. That is right, but the “X” is not there. That is an 
“iffy” question which will never happen because we have already, in 3 
years, paid off on the Beach Haven mortgage, close to $1 million. 

The CuatrmMan. I understand that. Let me ask you this, then: 
Why didn’t you turn the land in, as part of the Beach Haven Manage- 
ment Corp. ¢ 

Mr. Trump. Fora very sound reason, Senator. 

The Cuatrman. Why? 

Mr. Tromp. If we turned that in and mortgaged the fee, our rooms— 
where you throw the land in—the room size is much smaller, and with 
small rooms, the Beach Haven at Brighton project would not be the 
outstanding project in the city of New York which it is today, be- 
cause our room size would be too small. 

The Cuarrman. The mortgage includes $1,500,000, does it not, for 
the value of the land ? 

Mr. Trump. No, it doesn’t include that, Senator. If we threw the 
land in, we would have killed the project because our rooms then would 
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be as small as a lot of other projects and we wouldn’t have 100 percent 
rental as we are today. 

Mr. Srwon. That certainly isn’t true if you put the land in at any- 
thing remotely approaching what you paid for it. 

Mr. Trump. What we paid in 1944, Mr. Simon, has no bearing what- 
soever on what land is worth. Suppose we paid too much for it? 

The Cratmrman. When did you declare a $260,000 gift tax valua- 
tion on it, what year ? 

Mr. Trump. That was as of—— 

The Cuatrman. 1949? Had the project been started at that time? 

Mr. Trump. No, no. 

The Cuatrman. When was the project started ? 

Mr. Trump. In the latter part of 1949. 

The Cuarrman. Did you know you were going to build this project 
in 1949 when you declared a gift tax of $260,000 on it? 

Mr. Trumr. We had a project in mind but we never knew it was 
going to be built. The gift tax was delayed 2 years. 

Mr. Smon. Mr. Trump, didn’t you file the application with FHA 
6 months before, or several months before the tax valuation ? 

Mr. Trump. Yes. That is filed with FHA, But many applications 
expire and the projects are never built. This project never would have 
been built if I wasn’t able to secure a partner after the gift of the land. 

Mr. Srwon. But you filed the application on April 29, 1949, is that 
right? 

Mr. Trump. I don’t know. I'll take that date, yes. 

Mr. Stmon. It was in April, at any rate, wasn’t it ? 

Mr. Trump. I see. 

Mr. Stwon. Isn’t that right? 

Mr. Trump. If you have it there. Approximately, yes. 

Mr. Srwon. I will be glad to show it to you if that refreshes your 
recollection. 

Mr. Trump. Yes. 

Mr. Srwon. As a matter of fact, if you will look on the reverse side 
Mr. Trump, you will find it is dated August 10, 1948, a year before 
the gift. Is that your signature on the back side there ? 

Mr. Trump. I believe that was for a different project that was never 
built. 

Mr. Stmon. It was on the same land though, wasn’t it ? 

Mr. Trump. We had filed for another project and we didn’t build 
that project. 

Mr. Stmon. On the same land ? 

Mr. Trump. On the same land, that is right. And this gift tax— 
the deed of trust was drawn a year and a half prior to August 1949, 
by an attorney who died in the middle of the picture. That is what 
delayed turning it over to the children. 

Mr. Stwon. In any event for gift-tax purposes in August 1949, you 
and the Treasury agreed to a valuation of $260,000, your children get 
a $60,000 a year rent, and if FHA ever wants to recapture the land 
they have to pay $1,500,000 for it ? 

Mr. Trump. The trustees, the Bank of Manhattan Co. 

Mr. Stwon. That is right, isn’t *t ? 

Mr. Trump. Yes. If they recapture. That is if the mortgage is in 
default. That is the only time they can recapture. That “if” will 
never happen. 
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Mr. Simon. What was the cost of section 1 of this project ? 
Mr. Trume. That is construction cost, is that the idea 
Mr. Srmon. That is right. The construction cost. 
Mr. Trump. Could I read Mr. Simon, please 
Mr. Srmon. I would be grateful if you tell me what the cost was. 
Mr. Trump. A very small statement here on land cost. It is just 
eight lines. I think it might be misinterpreted, what was said here 
this afternoon. 
The Cuairman. We don’t want anything to be misinterpreted, I as- 
sure you of that. 
Mr. Trume. I am sure you don’t. 
Land Cost: The question of cost of land is only useful to create misleading 
newspaper headlines and television and radio stories. 
Now, I say that with due respect to this committee. I have no com- 
laint, but this project has been highly publicized as the land costing 
$34,000 and leasing it to my children at $60,000, but not by this com- 
mittee. 
But the cost of land 10 years ago—— 
The Cuarrman. It didn’t cost $34,000, what did it cost ? 
Mr. Trump. $200,000. 
The Cuamman, Your complaint that it is not $34,000 but nearly 
$200,000 ? 
Mr. Trump. Yes. 
The Cuarrman. You have no complaint about the fact that you 
did lease it for 99 years at $60,000 a year. 
Mr. Trumr. And no complaint about this committee, Senator.. No 
complaint at all. 
Senator Lenman. When you set up the trust for your children, 
did you turn over the land or did you turn over the contract ? 
Mr. Trump. Only the land, Senator, was turned over. We had 
owned the land several years prior to that. 


Ten years ago when the bulk of the land was purchased— 


oh, I see. The question of land is only used to create misleading head- 
lines. 





Ten years ago when the bulk of the land was purchased I might have gotten 
it for nothing. On the other hand I might have paid $2 million for it. The 
value of the land, today, with the Beech Haven improvement on it would not 
be altered 10 cents by what I paid for it 10 years ago. 

The Cuarrman. But the fact still remains that the Federal Gov- 
ernment guaranteed 100 percent and more, that building that went 
on there, that made that land valuable, isn’t that true, too? 

‘Mr. Trump. I wouldn’t say that exactly, Senator. 

The Cxuamman. You wouldn’t? Well, who did guarantee the 
mortgage ? ; 

Mr. Trump. Without the guaranteed mortgage, built up, that land 
would be worth much more today than what the FHA allowed me. 

Now, I just have three lines. 

It is assessed today at approximately $1,350,000 by the city of New York. 
That is the land. It was assessed when I bought it 10 years ago at approxi- 
mately $165,000. 

It is worth over $1.2 million more. 

The Cuamman. My big complaint on this is that you should have 
represented the land as a part and parcel of the corporation that owned 
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the building until FHA’s mortgage was paid off. That is all. I 
don’t care what you do as a private enterpriser. 

Mr. Jupp. Isn’t that a complaint against FHA rather than against 
the builder who was operating under FHA regulations? 

The Carman. It is not a complaint against him, particularly, 
it is a complaint against FHA, it is a complaint against the whole 
business. 

Mr. Trump. I say here in the last line: 

I am proud of this contribution to the city of New York, through my efforts 
in developing this land to its best use. 

In other words, raising the assessed value from $165,000 10 vears ago 
to $1,350,000 today. 

Mr. Srwon. Mr. Trump, what was the cost of the construction of 
section 1? 

Mr. Trump. You want actual cost with interest on the advances? 

The Carman. Is there any cost other than actual costs? You 
have just one set of costs, don’t you? 

Mr. Trump. There isa difference, Senator. 

Mr. Sron. We want all the money you paid out to anybody to 
construct section 1. 

The Cuamman. When all the bills were paid, what was the total? 

Mr. Trump. How about real-estate taxes on the land during con- 
struction. Interest on buildings. 

The Cratmman. You have the figures. Just tell us the total cost 
after it was all paid. 

Mr. Trump. We have here Beach Haven Apartments 1, schedule of 
construction costs, and it totals $4,015,783. 

Mr. Stuon. You don’t want to be misunderstood, testifying under 
oath, that you paid that money out, do you, Mr. Trump? 

Mr. Trump. No, I will explain this to you, Mr. Simon. 

Mr. Staon. What were your costs ¢ 

The Crarrman. Your actual costs we want. Not the fees that you 
didn’t pay such as these architects’ fees and builders’ fees. What did 
it actually cost you in dollars and cents, please? Give us that, will you 
please ? 

Mr. Simon. Did it cost you $3,627,332 ? 

Mr. Trump. I would say roughly $3,627,332, without figuring 
builders’ fees, which we took ourselves. 

Mr. Srmon. Did you pay any builders’ fee? 

Mr. Trump. We absorbed—we did the work you would ordinarily 
pay a builders’ fee for and we are entitled to the builders’ fee because 
the project was built. We performed the service. 

Mr. Stwon. When you mow your own lawn, does anybody pay you 
a fee for it. 

Mr. Trump. Let me put it this way, Mr. Simon, and I think it will 
be very clear. 

Mr. Simon. T think it isclear. You own the building, is that right? 

Mr. Trump. Let me put it this way—I know you don’t want this to 
be misinterpreted. We have had enough misinterpretation—not by 
your committee—on this particular project. If I am over cautious, I 
hope you will bear with me. If a tailor has one of his men make a 
suit of clothes, that suit will cost X dollars. If the boss tailor makes a 
suit of clothes, he can’t sell that suit cheaper. That suit is worth just 
as much as though he paid a man to make the suit. 
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The Cuarrman. That may be true, but we are not asking for that. 

Mr. Trump. When he sells the suit he will be compensated for his 
services but the suit is worth exactly what the other suit was worth 
that he had made. Now, whether we supervised the work ourselves 
or paid someone to do it we are entitled to the builders’ fee. 

The Cuarrman. I would agree 100 percent with you if you were 
selling the project but you still own the project. You are working 
for yourself. You still own it. 

Mr. Trump. We might sell it. And then that builders’ fee will be 
reflected for tax purposes. But until that time, the tailor doesn’t re- 
port his suit and we don’t report our builders’ fee. 

The Cuatrrman. What was your cost, Mr. Trump, on section 1? 

Mr. Trump. Without builders’ and architects’ fees 

The Cuarrman. Including everything you paid everybody no matter 
whom you paid or what it was for. 

Mr. Trump. But without builders’ and architects’ fees allowed by 
FHA regulations. 

The Cuarrman. If you paid them we want it included. If you 
didn’t pay them we don’t want it included. 

Mr. Trump. The only reason we didn’t pay them is because we per- 
formed the work ourselves. 

The CuarrMan. We want every cost you paid. 

Mr. Trump. The paid-out cost, $3,627,000. 

The Cuarrman. What was the proceeds of the mortgage ? 

Mr. Trump. The mortgage was $4,140,700. 

Mr. Strwon. That was the face amount of the mortgage, is that 
right ? 

Mr. Trump. Yes. 

Mr. Srwon. What was the total proceeds of the mortgage ? 

Mr. Trump. Do you mean the difference between the two? 

Mr. Stmon. No; the proceeds. 

Mr. Trump. Oh, I see, “mortgage premium received: $55,856.” 

Mr. Srmon. Then, the total proceeds of the mortgage was a little 
above $4,196,000 ? 

Mr. Trump. Yes, I’d say that, yes. About $4.2 million. 

Mr. Stuon. What was the cost of section 2? 

The Cuarrman. What is the difference between the cost and the 
mortgage, of section 1? $600,000? 

Mr. Trump. This was before the architects’ fee and the builders’ fee, 
but both are allowed by the FHA regulation. 

The CHarrmMan. We understand that just as well as you do. We 
want to know exactly how much you did pay out in dollars and cents. 
We know that FHA allowed builders’ fees and architects’ fees, but just 
exactly how much did you pay out? ’ 

Mr. Srwon. The difference between the cost of the building and the 
proceeds of the mortgage is roughly $568,000, is that right ? 

Mr, Trump. If you included the mortgage premium, Mr. Simon—I 
believe that should be taken out—that was due to a plentiful money 
market. It had no bearing on construction cost at all. 

Mr. Stmon. Mr. Trump, in the figure you have given us of $3,627,000, 
you include a $53,000 FHA fee, don’t you ? 

Mr. Trump. Yes. That is an inspection and appraisal fee during 
construction. 
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Mr. Stmon. And that is also a fee for FHA to insure the mortgage, 
isn’t it? 

Mr. Trump. Well, we call it an FHA appraisal and inspection fee. 

Mr. Srwon. The only reason you paid FHA a fee was to get their 
insurance on the mortgage, didn’t you ? 

Mr. Trump. To get their insurance on the mortgage? I wouldn’t 
know. They charged a fee and we paid it. What it was for I don’t 
know. 

Mr. Stmon. Why did you go to FHA at all, if what you wanted 
wasn’t their insurance of the mortgage? 

Mr. Trump. Conventionally you can’t get a mortgage in the amount 
that FHA Government-insured will give. The same bank that will 
take a Government-insured mortgage wouldn’t loan you uninsured. 

Mr. Srmon. Of course. The reason you went to FHA and the 
reason you paid them $53,000 was because you wanted an FH A-insured 
mortgage, is that right? 

Mr. Trump. That is a necessary construction cost, like you pay a 
bricklayer oracarpenter. It is just as necessary. 

Mr. Stmon. You paid the $53,000 to get their FHA commitment, is 
that true? 

Mr. Trump. Yes, and we included it in construction cost. 

Mr. Srmon. And because you had an FHA commitment, which 
meant the United States Government guaranteed the mortgage, you 
got a premium, is that right ? 

Mr. Trump. No, that doesn’t work that way, Mr. Simon. 

Mr. Simon. Do you know of any mortgages in the amount of 
$15,000,000, conventionally, where the banks gave premiums ? 

Mr. Trump. Where the banks gave premiums ? 

Mr. Stmon. Yes, on $15,000,000 conventional loans. 

Mr. Trump. I wouldn’t know. 

Mr. Stmon. Do you know of any? 

Mr. Trump. No. All I know about is my Beach Haven project. I 
am not qualified to say. 

Mr. Srwon. Do you think the banks would have given you a pre- 
mium if it hadn’t been guaranteed by the United States Government 
in the case of Beach Haven? 

Mr. Trume. That I don’t know. 

The Cuarrman. The answer is “No” and it doesn’t make any differ- 
ence one way or another. 

Mr. Srwon. They wouldn’t have made a 90-percent mortgage let 
alone give you a 4-percent premium. 

Mr. Trumpe. The money market was plentiful at that time. A little 
later we had to pay a point and a half to get mortgages. FNMA has 
a lot of mortgages they can’t sell at a 10 percent discount. It has 
nothing to do with the insurance. 

Mr. Srwon. You think you could have gotten a premium at the 
same time without an FHA guaranty. 

Mr. Trump. I don’t think I could have gotten the bank to go in on 
$15,000,000. That is the first thing. 

Mr. Srron. What was the cost of section 2? 

Senator Lenman. Before you answer that, you gave the figure of 
three-million-six-hundred-and-some-odd-thousand dollars. Does that 
include the builders’ fee ? 
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Mr. Trump. No, that doesn’t include the builders’ fee and it does not 
include a 5-percent architects’ fee. We took care of inspections for 
the architect and supervision for the architect. 

Senator Lenman. Are you builders? 

Mr. Trump. Yes. 

Senator Leuman. If you hadn’t built this yourself, your corpora- 
tion, would you have had to employ a builder ? 

Mr. Trump. Yes, we would have had to employ a builder. 

Senator Lenman. What would you have had to pay them? 

Mr. Trump. A builder might have charged anywhere from 7 to 10 
percent to build the project, with much higher costs than what we 
paid also—construction costs. 

Mr. Stmon. What was the cost of section 2, Mr. Trump? 

Mr. Trump. That is roughly 25 percent. If you multiplied that by 
4 you would have the picture all the way through but we have 6 sections 
which vary in size. This would give you the same picture multiplying 
it by 4. 

The Cuatrman. What would the total be of the 4 projects? 

Mr. Tromp. Well, you multiply that by 4. The total mortgage was 
$16 million so the picture would be about the same. 

The Cuarrman. How much was the difference between the mort- 
gage proceeds and the actual cost on this first one? $600,000 ? 

r. Trump. Is that exclusive of architects’ and builders’ fees? 

The Cuamman. That is right. Six-hundred-and-some-odd-thou- 
sand dollars? Then, you multiply that by 4 and get $2,400,000? Is 
that the difference between the proceeds of the 4 mortgages and the 
actual cost that you received ¢ 

Mr. Tostt. About $2 million it would come out in round figures. 

The Cuarrman. Something over $2 million? 

Mr. Tostr. Pretty close. 

Mr. Srwon. I figure the difference between the mortgage proceeds 
and the total cost is $2,686,900. 

Mr. Trump. You have $500,000 mortgage premium my associate 
tells me. 

Mr. Stmon. And I also allowed you an equal amount for FHA fees 
to earn the mortgage premium. 

Mr. Trump. We still would have had to pay FHA fees if we got no 
premium on the mortgage or if we paid a point and a half penalty 
we would have had to pay the same FHA fees so that has no bearing on 
the amount of mortgage premium. 

The Carman. Do you still own the property? 

Mr. Trump. We own the property, yes. 

The Cuarrman. Are you operating it? 

Mr. Trump. Yes. 

The CHarrman. Is it successful at the moment? 

Mr. Tromp. It is highly successful. 

The Cuamman. Have you made money on the operation of it? 

Mr. Trump. I wouldn’t know. We haven’t made operating profit 
and depreciation. We have amortized our payments, but there has been 
no operating profit. 

The CuamrmMan. What did you do with the difference of some $2 
million between the actual cost of these four projects and the mortgage 
proceeds ? 
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Mr. Trump. We have on hand about $3,500,000. 

The CHamman. $2,600,000 coming from the mortgaging out and 
the other coming from operations ? 

Mr. Trump. Partial depreciation over three or four years. 

The Cuamrman. But you have about $3,500,000 cash. Have you 
declared any dividends? 

Mr. Trump. I don’t think we are getting it right. We also took in 
rents. 

The Cuarrman. Have you declared any dividends? 

Mr. Trump. No, we haven't declared any dividends whatsoever and 
I haven’t drawn a salary. 

The Cuatrman. What do you do with the $3,500,000. 

Mr. Tromp. We have that in the bank at the present time. 

The CHarmman. Do you ever loan that to yourself? 

Mr. Trump. I have loaned it to myself for periods not to exceed 
probably 90 days. 

The CHarrman. How much is the most you have borrowed at any 
one time from that fund? 

Mr. Tromp. Maybe $500,000 or $700,000. 

The CHarrMan. Do you invest the balance in Government bonds or 
anvthing like that? 

Mr. Trumpe. We had some invested. From time to time we invested 
it. I believe short-term notes or something like that. 

Mr. Tostr. There is a tax problem involved in New York State that 
they wouldn’t know about. There is a local tax problem involved in 
investing money in a real-estate company in New York which you may 
not have in other States. 

The Cuarrman. Why don’t you take that $3,500,000 and reduce the 
mortgage or at least take $2,500,000 and reduce the mortgage by that 
amount so that the Federal Government won’t have such a large 
liability ? 

Mr. Trump. It wouldn’t pay to do that, Senator. 

The Cuarrman. Why wouldn’t it pay ? 

Mr. Trumr. Could Mr. Tosti explain that? He is more familiar 
with it. It is an accounting procedure, and he is more familiar with 
it than I am. 

The CxHarrman. Well, have you bought any mortgages with this 
$3,500,000 ? 

Mr. Trump. Yes, we have made investments with approximately 
$500,000 of the mortgage payment. 

The CuarrMan. That is in addition to the $3,500,000 you have on 
hand? 

Mr. Trump. That is right. 

The CuatrmMan. You had $3,500,00 in cash ? 

Mr. Trump. That is right. 

The Cuatrman. How much do you have in mortgages? 

Mr. Jupp. Mortgages and stock? 

Mr. Trump. Mortgages and stock, about $500,000. 

The CHatrman. I would like to know why it wouldn’t be a nice 
thing to pay off $2 million or $3 million on the mortgage that the 
Government is the guarantor of— 

Mr. Tostt. Senator, in the first place, under our project analysis 
we have a scale of rents. Up to this time we have been charging under 
the maximum scale of rents permissible by FHA. 
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No. 2. It is a fallacy to think that reducing mortgages is an eco- 
nomic way of running a i t. 

The Cuarrman. Well, I am just thinking in terms of reducing it 
so the Federal Gov dams would have less liability. 

Mr. Trume. We feel the Federal Government has little or no lia- 
bility in our project, for various reasons: (1) Under the FHA direc- 
tives which were handed down in 1947, if you will check back, I believe 
on January 2, they recommended the use of a declining balance 
method of depreciation for these projec ts and most people have used 
that. That means we depreci iated 414 percent roughly per annum. 
It also means that in 13 years the mortgages are going to be so far 
reduced that it is going to be economically not feasible to continue 
operating them and you are going to have to refinance them. These 
mortgages are going to be refinanced and FHA is going to be out of 
this picture in 14 years on our projects as they will on a number of 
others that have been continuously operated by the owner-builder. 

The money that we have in the bank and the reserve for replacement 
which we are piling up year after year, we may need as a cushion for 
a conventional loan at that time. 

In addition, you have to consider the individual owner such as Mr. 
Trump or any other builder, had a problem both in his estate if he 
should die, and for his own personal income tax, with mortgages that 
have been reduced, therefore it is almost impossible to get a purchaser 
to buy the project. 

The CuarrmMan. Have you paid any taxes on this $4,500,000 ? 

Mr. Tostr. Not on the $4,500,000 left over out of mortgage pro- 
ceeds. We are now gradually getting into the position where we are 
paying income tax, and so do all of these projects. 

The Cuarrman. I am not saying this is your fault, particularly, but 
isn’t it a fact that when these mortgages are paid off—this FILA 
mortgage is paid off—$15 million worth of it. 

Mr. Tostr. $16 million. 

The Cuarrman. And you have about $4 million in cash and bonds 
and mortgages on hand. 

Mr. Tostr. That is right. 

The Cuarrman. Mr. Trump’s children who this trust is left for, 
will have about $16 million worth of property plus cash, without ever 
having paid a nickel’s worth of tax? Now answer the question. Isn’t 
that true? 

Mr. Tostr. No, they won’t get it because the leasehold has nothing 
to do with this project. And this leasehold has to continue for 200 
years. 

The Cuatrman. The children do not own the building ? 

Mr. Tostt. They don’t own the building at all. 

The Cuatrman. They just own the land? 

Mr. Tosti. They only own the land. 

The Cuarrman. Who owns the building ? 

Mr. Tostr. The stock is owned by their trust 

The Cuatrman. How much capital was put in the corporation that 
owns this $16 million POpaENE 

Mr. Tost1. About $260,000 in capital stock. 

The Crarrman. Was that paid for in cash ? 
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Mr. Tostr. Actual cash capital stock went in, and approximately 
$1,400,000 in cash loans from these people to the corporation to get 
the project running. 

The Cuamman. That has since been paid back out of the proceeds 
of the mortgage; is that correct ? 

Mr. Tosti. That is correct. 

The Cuamman. You did put $275,000 cash in ¢ 

Mr. Tostt. Right. 

Senator Lenman. Who gets the rental ? 

Mr. Tostt. The rental goes to the six owning corporations, Senator. 
There are six corporations, they collect the rents and pay the bills. 

Senator Lenman. It doesn’t go to the trust ? 

Mr. Tostt. No, sir, the trust has nothing to do with it. 

Senator Lenman. What income do they get ? 

Mr. Tosti. They get $60,000 on the ground rent. 

Senator Lenman. Then the ground rent goes into the trust ¢ 

Mr. Tosti. Just the ground rent, that is right. 

The Cuainman. The Beach Haven Management Corp. owns the 
building ? 

Mr. Tosti. There are six separate corporations and Management just 
operates the buildings. 

The Caairman. When the mortgages are paid off they will own 
those properties without ever having paid any income tax ? 

Mr. Tostt. No, not necessarily. 

As a matter of fact, if you check back at the original pamphlets that 
were issued, they recommended we use this theory in order to protect 
the mortgagee—this high depreciation—because they wanted the build- 
ers to recoup as quickly as possible, their investments in the projects. 

The CuatrmMan. We are checking into that but I think under the 
rules and regulations of FHA, the statement I made is true, isn’t it? 
We are not blaming you gentlemen for some of these things. Maybe 
we ought to start out all our hearings here with the statement—what 
is it they use on Meet the Press, that the questions we are asking here 
don’t necessarily 

Mr. Tostt. Reflect the opinions of the committee ? 

The CuatrMan. Our problem here is to find out what has been going 
on and what is going on. “hee 

Mr. Tostr. After about 5 years, regardless of—I mean because of 
declining balance depreciation, if these projects are rented up to ap- 
proximately 95 percent they are going to pay income tax. There is no 
way they can avoid paying income tax. They will start paying it. We 
are paying it now. It isn’t heavy yet but it will gradually get heavy 
as we go along. 

The Cuatrman. I hand you a letter. Did you get this letter out, 
Mr. Trump, and if so, to whom? Read what the headline says. 

Mr. Trump (reading) : 


July 29, 1954. Dear Tenant— 


Now, this letter was gotten out. 

The CuatrMan. Read the headline. What does it say ? 

Mr. Trump. This letter was gotten out the day after a tenant com- 
mittee was formed due to these misleading headlines in all the news- 
papers. 

The Cuarrman. What does that say in that letter ¢ 
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Senator LeumMan. What is the date? 

Mr. Trume. July 29, 1954. 

The Cuarrman. What does it say, Washington, what 
Mr. Trump (reading) : 

Washington headline hunters—— 


Senator Leuman. What is the date 

Mr. Trompe. The letter was dated wrong, Senator. It was June 29. 

The CHatrMan. What is the headline? 

Mr. Trump (reading) : 

Dear Tenant: Washington headline hunters have been circulating false and 
misleading stories concerning Beach Haven at Brighton. Our advice is, keep 
coo: and pay no money to anyone. 

Now, here is the letter. 

The CHatrman. The reason for that was they were organizing a 
committee to get the rents reduced. 

Mr. Trump. That is right. 

Mr. Jupp. And in the tenants’ letter they were citing headlines which 
had come from a release issued in Washington. 

The Cuarrman. Who were the headline hunters ? 

Mr. Jupp. I don’t think we tried to identify them. 

Mr. Trump. It is not this committee. I will go on record saying it, 
Senator. 

Here is the headline. Let me just read this. This is the front page 
of a highly respected Brooklyn newspaper. 

The Cuatrman. The Brooklyn Eagle ? 

Mr. Trump (reading) : 


Charge $4 million Windfall to Builder of Beach Haven. Federal investigators 


this is United Press, Washington. 

The Cuatrman. And what should the amount have been ? 

Mr. Tostt. We question the wording in here. 

The CuatrMan. You weren’t questioning the amount ? 

Mr. Tosti. Some words that were used. 

Mr. Trump (reading) : 

Federal investigators checking the housing loan scandals have accused Fred 
C. Trump, Jamaica, Long Island, builder of pocketing $4,047,000 windfall on the 
Beach Haven Apartments in Brooklyn. 

That means I drew it out and put it in my pocket and I have never 
drawn a salary the 3 years that Beach Haven has been operating. 

The Cuarrman. You didn’t draw it out, it is still in the bank. They 
were wrong? 

Mr. Trump. But we owe $16 million, Senator. 

In other words, we have the real estate and we have the cash in the 
bank and on the other side we have a liability of $16 million which 
has since been paid off, approximately, $1 million. This is, I believe, 
very wrong ad it hurts me. The only thing I am happy about is that 
it is not true. 

Senator Leuman. Well, Mr. Trump, without going into the merits 
or the justification for your having this so-called windfall of $4 mil- 
lion, isn’t it a fact that that $4 million, while not paid out to you in 
the form of a windfall, is in the treasury of the company and could 
be paid out, at any time? So it is not so very inaccurate as to the 
amount of the windfall. 
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Mr. Trump. I first have to take it out before I pocket it, Senator ; 
isn’t that right? Iam happy we haven’t taken it out. 

The Cuairman. Who is the president of these six corporations? 

Mr. Trump. Iam. 

The CuarrmMan. Who owns the controlling stock ? 

Mr. Trompe. I do; 75 percent. 

The CuarrmMan. Who owns the other 25 percent ? 

Mr. Trumr. William Tomasello. 

The Cuarrman. Who is he? 

Mr. Trump. A building contractor. 

The CuarrMan. You two together, you 75 and he 25, own the $4 
million ? 

Mr. Trump. Yes. 

Mr. Simon. In the application you filed with FHA you listed archi- 
tects’ fees as exactly 5 percent; is that right ? 

Mr. Trump. I think so; yes. 

Mr. Suwon. Is that true of all the applications ? 

Mr. Trumpe. Yes; that was an FHA application. 

Mr. Srwon. Who was the architect ? 

Mr. Trump. Seelig & Finkelstein. 

Mr. Stwon. How much were they paid for architectural services? 

Mr. Trump. I would say a little under 1 percent, probably. 

Mr. Simon. When did you contract with them to furnish these 
architectural services / 

Mr. Trump. Prior to the construction of the job. 

Mr. Stmon. At the time you filed this application and said the 
architects’ fee was estimated at 5 percent, did you know it was going 
to be less than 1 percent ? 

Mr. Trump. I didn’t know it at the time. They didn’t know what 
they would run into, but I believe the FH A—the 5 percent was the 
FHA regulation. 

In other words, they give you help in filling out an application 
and they put for architects’ and builders’ fees 5 percent. 

The CuHarrman. Would you have built these buildings had you 
known you were going to get credit only for the actual amount spent 
for architects, 1 percent instead of 5, perhaps? 

Mr. Trump. Yes. 

The CuHarrman. Would you have built the buildings had you known 
you weren’t going to get the 5 percent builders’ fee ? 

Mr. Trompe. There, I would hesitate. 

The Cuatrman. In other words, would you have built these build- 
ings had you known that you were going to have to put any money 
in them of your own ? 

Mr. Trump. We were prepared to put money in, Senator. I signed 
a personal indemnity agreement which meant every dime that I owned 
in this world, and with a rising market of 8 percent, I would have been 
wiped out of what I built up over the past 27 years in the building 
business. 

Mr. Stuon. When did you enter into your architectural agreement 
contract with Seelig & Finkelstein ? 

Mr. Trump. I don’t have the date, Mr. Simon, but it is prior to the 
construction of the job. They had to prepare the plans. 

Mr. Stmon. And they had to prepare the plans prior to the FHA 
application, didn’t they ? 
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Mr. Trump. They prepared sketches, with the application. 

Mr. Srmon. Didn’t you have some agreement with them as to the 
fees when they prep: ired the sketches / 

Mr. Trume. They prepare on a lot of projects that never go through. 
They never get built. For me, as well as other builders. It is more or 
less elastic. 

Mr. Srmon. Do you know of any $16 million project of this kind 
in which the architect has received a fee anywhere near 5 percent ? 

Mr. Trump. I think that is the standard fee, 5 percent, except the 
FHA owner-builders, who are a new breed of low-cost builders just 
being discovered now. They pay less than 5, but I think in the trade, 
5 percent is the standard architects’ fee. 

Mr. Suwon. Do you know of any $16 million multihousing project 
of this kind in which the architect gets 5 percent ? 

Mr. Tromp. I would imagine all public housing pays 5 percent. All 
State housing pays 5 percent. 

Mr. Simon. Do you know of any privately constructed housing? 

Mr. Tromp. That I wouldn’t know, Mr. Simon. I only know of 
my own; that is all I know. 

Mr. Simon. Do you know of any? 

Mr. Trump. No, I don’t know of any fees at all except my own. 

Mr. Simon. When you filed this application did you contemplate 
you would have to pay as much as 5 percent for architects’ fees / 

Mr. Tromp. That was in 1949. I really don’t know what I contem- 
plated. I assume that is what FHA allowed by the regulations and 
that was the standard architects’ fee if you call the soc lety. 

Mr. Srmon. You paid the architect less than 1 percent ? 

Mr. Tromp. The 5 percent, Mr. Simon, covered supervision which 
was required by FHA, which we performed for the architect. 

Mr. Simon. You paid him less than 1 percent; is that right ? 

Mr. Trump. Yes. 

Mr. Stmon. Now, at the precise time you filed this application, what 
did you think you were going to have to pay the architect ? 

Mr. Trump. When we made the deal that we would take care of the 
detailed supervision of the project, I don’t know just what the date 

vas. 

Mr. Stmon. When you filed this application, what did you contem- 
plate the architects’ fee would be? 

Mr. Trump. Mr. Tosti tells me the FHA regulation called for 5 
percent architects’ fee. 

Mr. Stmon. Could you get us a copy of that regulation ? 

Mr. Trump. I really don’t know. I really don’t know. 

Mr. Srmon. Have you ever seen it? 

Mr. Trump. It is my recollection if anyone needed assistance with 
FHA applications and they went to FHA, they would fill out a form 
and fill in architects’ fee and builders’ fee, knowing that thev are nec- 
essary costs, whether you perform them yourself or not. They must 
be performed. Otherwise you wouldn’t have a building. 

Mr. Srwon. Have you ever seen an FHA regulation that says archi- 
tects’ fees were to be 5 percent ? 

Mr. Trump. I don’t recall, but I will say this: FHA has processed 
every application—— } 

The Carman. There isn’t any question about that. There is no 
question about that. 
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Mr. (romp. And ii is provided by the regulations. 
Mr. Stmon. What is provided by the regulations? 
Mr. Trump. The 5 percent architects’ fee. 

Mr. Stmon. Have you ever seen a regulation that says that ? 

Mr. Trume. No, I ama builder. j 

Mr. Simon. Then, how do you know these regulations provide for 
a 5 percent architects’ fee ? 

Mr. Trump. They wouldn’t have allowed it if they didn’t. 

The Cuamrman. There is nothing in the law, nothing in the regu- 
lations that we can find that talks about 5 percent. 

We are trying to find out who it was with FHA that arrived at 
this idea. 

In all our executive sessions—and we have listened to a lot of peo- 
ple—we haven’t found one yet that used the 5 percent. Most of them 
were less than 1 percent or one-half of 1 percent, and in most cases 
they were their own builders so they didn’t have any 5 percent fees. 
What it looks like is that there was a windfall here of about 8 percent 
on most of these projects, just through architects’ fees and builders’ 
fees. And on $7 billion worth of this sort of thing, 8 percent of $7 
billion would be what, $560 million. 

Mr. Tosti. You are talking about the home program ? 

The Cuarrman. Just on those two things alone. 

Mr. Tosti. The application would probably come within the scope 
of the Chief Underwriter. The Chief Underwriter probably laid out 
to his assistants how these applications were to be made up. When 
these applications were prepared by builders or by mortgage brokers, 
whoever prepared them, they were told to take 5 percent architects’ 
fee and 5 percent builders’ fee. 

Mr. Srmon. Who told you that? 

Mr. Tostt. If you went into FHA and asked anybody in FHA to 
help you prepare an application, or if you would call them on the 
phone and say, “Look, what am I supposed to put down for architects’ 
fee,” they would say, “Put down 5 percent.” 

The Cratrman. They would tell you that? 

Mr. Tostr. They would tell you that on the telephone. 

The Carman. Regardless of what it might cost you ? 

Mr. Tostt. Yes. They would tell you right on the telephone. “Put 
down 5 percent.” 

Mr. Simon. If you had an architect and you had an agreement to 
do it at 2 percent, why bother to call anybody, why not put in the 2 
percent ? 

Mr. Tost. Because this is based on an estimated current cost and 
that is the formula under which FHA worked. 

Mr. Srmon. Can you give us anything in writing that says that? 

Mr. Tostr. Of course I can’t. Idon’t work for FHA. I called them 
many times and got information from them. The same as they put 
down, “legal fees, $8,000.” 

The fellow in FHA didn’t like it, he would change it to 6, change it 
to 7, do it anyway he wanted to. 

Mr. Simon. That is a different story. 

Mr. Tostt. What is the difference. 

Mr. Stwon. FHA made their own analysis but your application was 
something that you filled out, wasn’t it ? 
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Mr. Tosti. Mr. Simon, the only thing that a builder, in signing one 
of these applications was interested in or that he was submitting was 
one thing, only. It is right at the head of the first page. He was 
building a project consisting of 391 apartments and he wanted $8,100 
per apartment for it. 

Mr. Stmon. That is the maximum for all that? 

Mr. Tostt. That is his application. That is as much as he knew. 

Mr. Simon. In other words, you are saying all he cared about was 
whether he warranted a mortgage for the maximum the law allowed. 
Is that right? 

Mr. Tostt. That is right, if he was entitled to it. 

Mr. Stmon. And he didn’t care at all about the other information on 

pages 2,3 and 4% 

Mr. Tost1. When this application is submitted, there is submitted a 
plan, if you will look down here. A room plan. ‘There is no final plan 
of 75 pages. What builder would know what this construction figure 
actually was supposed to be? He hasn’t seen a plan on it yet. He has 
seen only a plot plan of a room size without a finished plan. He doesn’t 
know whether it is tile, he doesn’t know whether it is concrete floors, I 
don’t know whether it is casement, or anything else. 

Mr. Stmwon. Then, you think the estimates in the application, except 
other than the request for the maximum, were all meaningless, is that 
right ¢ 

Mr. Tostr. Not completely meaningless. It was probably our best 
estimate of what the total would be. 

Mr. Trump. The big problem is, when you file with FHA it takes 
from 6 months to a year to get a commitment. Now, no one knows 
what is going to happen in that 6 months to a year. I would say 6 
months is a very, very short time. We don’t know what we are up 
against. On our Beach Haven project we gave out contracts for 
6,500,000 feet of lumber, during that very short recess just prior to 
Korea, at $70 a thousand. Six months later, one of the lumber 
yards couldn’t deliver a portion of their contract and we had to pay 
$110 to another lumber yard to complete that first contract that was 
given out 6 months prior at $70. That is an increase in lumber over a 6 
months’ period, of 60 percent. There is approximately 8 or 9 or 10 
million dsBare worth of material in this Beech Haven. 60 percent 
would be close to $6 million which would put any builder in bank- 
ruptcy. 

Now, where an architects’ fee might have been a little high, maybe 
they were wrong on tile. We don’t know what the market is. We 
hear concrete goes up $1 a thousand. Nobody says that is $180,000 
on the job but a dollar a yard is $180,000 on a job like that. 

Senator Payne. Mr. Trump can I ask you this. At any time fol- 
lowing the construction of this project, did anybody ever come out 
and contact you to see what your actual costs of construction were? 

Mr. Trump. I don’t think so,no. I don’t remember, no. 

Senator Payne. In the figures of costs of construction that you 
gave just a few minutes ago to Mr. Simon, or several minutes ago, was 
there included in that cost of construction, maintenance of your office, 
builders’ offices as such and expenses such as that ? . 

Mr. Trump. Our offices are very meager. It was built right on the 
project as part of the storage sheds, you might say, 
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Senator Payne. I mean you had certain expenses in that connec- 
tion, didn’t you? 

Mr. Trumr. Our overhead was cut down very low. 

Senator Payne. What I am getting at, the ordinary contractor 

Mr. Trump. They go in for classy offices, but we don’t have that. 

Senator Payne. The cost of those operations were included ? 

Mr. Trump. Yes, but it is just an office to get out of the rain, that 
is about all. 

Senator Payne. But all of the paperwork and everything else in 
that connection was likewise charged to the project ? 

Mr. Trump. To give you an idea 

The Cuarrman. You have a big general office somewhere? 

Mr. Trump. Yes. 

The Cuarrman. Where did you buy all the material ? 

Mr. Trump. Right from the project. 

The CHaiRMAN. From this little house you are talking about? 

Mr. Trump. Yes. 

Senator Payne. And that material was charged to the project at 
cost ¢ 

Mr. Trump. That is right. 

The Cuarrman, And you kept records of all that? 

Mr. Trump. Yes. 

Mr. Jupp. Senator Payne asked, “At cost?” 

Mr. Trump. At cost, yes. 

Mr. Srvon. All the supervisory help you had was charged to the 
project ? 

Mr. Trump. That is right, yes. 

The Cuarrman. Had there been a law in effect at the time requiring 
that when you finished this project you could only get 90 percent of 
the actual cost of construction, would you have built these projects? 

Mr. Trump. No. Do you mean to invest 10 percent? You couldn’t 
do it. That would only be a paper loss, which could not mean any- 
thing. 

The CuarrMan. Just wouldn’t do it ? 

Mr. Trompe. You couldn’t do it. 

The CHarrman. In other words, unless you could get your money 
out—at least get your money out—you wouldn’t do it? Do you think 
that is true of other builders ? 

Mr. Trump. Senator, you couldn’t do it. There is a difference of 
probably 40 percent between general contractors who are general con- 
tractors, with elaborate offices and who do important work, or us 
penny-ante FHA builders. There is a difference of 40 percent in cost 
figures. 

Now, when you say 90 percent, well, how are some of these ex- 
pensive fellows going to work out? They would be putting 30 percent 
in it over the loss. Every builder builds at a different cost. There is 
no such thing as one cost. Some builders are more efficient than others, 
some have a better credit rating, and so on. 

The Cuarrman. You just wouldn’t have built these buildings if 
you had to put any of your own money in them? 

" Mr. Trump. Well, I don’t say any. All the money that I have and 
that I can borrow. 

The Cuaran. I am talking about capital investment now. In 
other words, under the law, what Congress thought they were doing— 
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or at least what I think they thought they were doing—this cost $16 
million. Congress thought you were going to put $1 600 ,000 in it. 

Mr. Trume. We had $1 ,900,000 invested in this project. 

The Cuarrman. That was a loan? 

Mr. Trump. Well, it was in there at the time of the critical stage. 

The Carman. I am talking about $1,600,000 worth of capital 
stock. If you had to put $1,600,000 worth of capital stock, which is 
10 percent of the amount of this mortgage, would you have built the 
6 buildings ? 

Mr. Trump. Now, would you include a builders’ fee for us or 
not ? 

The Cnatrman. 90 percent of your actual costs. 

Mr. Trump. We couldn’t do it. If we had a rising market we would 
be right out of business on the first job. 

The Cuatrman. Not at 90 percent of the actual cost ? 

Mr. Trump. Yes, because costs go up while you are waiting for the 
FHA. 

The Crarrman. It would still only be 90 percent because you are 
going to certify when the building is finished. 

Mr. Tosr1. Your mortgage is static. That doesn’t go up. 

The Crarrman. I am saying had the law been on the basis that you 
were to get 90 percent of your actual cost, would you then have 
built it? 

Mr. Trump. No. 

The Cuarrman. Are there any other questions, Senator Payne? 

Senator Payne. I have no questions. 

The Cuatrrman. Thank you very much. 

Mr. Jupp. Senator, we have a statement. It is not inordinately 
long. I would like for him to be able to read it if he can. It is about 
10 minutes, I would think. 

The Carman. Do you have extra copies of it for the press ? 

Mr. Trumr. My name is Fred Trump. 

The CHatrman. Now, this will take more than 10 minutes, Mr. 
Trump. 

Mr. Trump. Suppose you stop me in 10 minutes, Senator, if that will 
be all right and I will try to hustle through with it. 

The Cuamman. Why do you insist on reading it when it is going 
to be made a part of the record? Give this copy to the press. 

Mr. Trump. Senator, there are some facts here that we haven’t 
gotten to. 

The Cuatrman. I am going to have to leave here and go to your 
great city of New York ina minute and be back tonight, ‘but before 
you start reading this, then, will you let me make an announcement. 
Mr. Simon, you “tell them the three resolutions that the committee 
agreed to in executive session here a couple of hours ago. 

Mr. Srwon. First, the committee voted to refer the transcript of this 
morning’s session to the legislative counsel for a legal opinion as to 
whether the refusal to answer questions by George I. Marcus consti- 
tutes contempt of the Senate—TI am sorry, that is the legislative counsel 
of the Senate. 

Secondly, the committee voted to refer to the legislative counsel of 
the Senate the transcript of this morning’s session for an opinion as 
to whether the refusal of Sidney Sarner to produce a document called 
for in the subpena constituted contempt of the Senate. 
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Thirdly, the committee voted to refer to the Attorney General the 
transcripts of the executive sessions of the testimony of Sidney Sarner 
and of his former partner, Ralph J. Solow, and to release the tran- 
scripts and make them a part of the public hearings if the Attorney 
General advises that their release would not interfere with any possible 
proceedings he may wish to bring. 

The CHarrMan. Are there any questions by the press on that? Iam 
going to have to leave here possibly before this statement is completed. 

This committee has a rule that we will not release any executive 
hearings to the press without a vote of the committee. 

If the Attorney General tells us this transcript will not interfere 
with any procedures he cares to take, we will release it and make it 
public property. 

Mr. Srwon. There is no inference that he was not within his rights 
in taking the fifth amendment but merely whether he had the right to 
refuse to produce the document that was called for. 

A Voice. What was the letter ? 

The CHarmrMan. It was a letter from FHA telling him to build a 
shopping center. 

Now, do you want to proceed with reading your statement? You 
may. 

Mr. Trump. I will chop it up, Senator, and make it very short. 

The CHamman. We don’t want to cut you off. 

Mr. Trump. On the land, there is one item here on land. 

The CHarrMan. Without objection, the entire statement will be 
made a part of the record, as will the remarks that you are about to 
make. They will likewise be made a part of the record. 

Go ahead. 

Mr. Trump. Under the “Ground leases” : 

Were the Beach Haven ground leases to be liquidated— 

We didn’t mention that. If the trust wanted to get cash for the land. 


The annual ground rent would be capitalized at a realistic return of at least 
5 percent and-would represent a value of $1,200,000. It would be something less 
than that if we got cash. We talked about $1,500,000. It will never happen. 
In cash it is worth from $1 million to $1,200,000. 

The current assessed value of the land is approximately $1,250,000. It is the 
opinion of qualified land appraisers, were this land appraised today, with the 
appreciation which has taken place in the area since 1951, it would show a value 
close to $2 million. 

The complete job Beach Haven at Brighton is a well constructed and well 
located community. It was awarded a prize in 1952 as the best designed proj- 
ect in the New York City area. I am proud, and FHA can well be proud of hav- 
ing taken part in the development of Beach Haven at Brighton. The 1,860 fam- 
ily units are fully rented apartments, and approximately $1 million has already 
been paid off on the mortgage. The land is assessed by the city of New York for 
approximately $1,350,000 and the entire project pays real-estate taxes of close 
to $500,000 per year to the city of New York. 

The project was constructed at a cost of less than $8,100 per unit, which is at 
the rate of less than $2,300 per room. Comparable construction by banks in New 
York operating through independent contractors cost approximately $3,400 per 
room. Similar construction by State and Federal housing agencies for public 
housing has averaged $3,500 per room, or almost $14,000 per unit. 

If the Beach Haven project was constructed either by banks or State or Fed- 
eral agencies, it would have cost 30 percent more than the Beach Haven mort- 
gage amount. 

There is no question about it, these hearings have established the fact that the 
FHA builder-owner can produce housing at a 30 percent lower cost than any other 
method tried to date, resulting in housing at lower rents, on a full tax paying, 
unsubsidized basis. 
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And I believe the summary below indicates the owners invested $1.9 
million—we had $1.9 million in it when it was raw land, when the gam- 
ble was greatest. Once the building was finished and we paid ourselves 
back the gamble wasn’t great but in the early stages we put in $1.9 
million of our own money. 

FHA has already received $318,000 in fees and premiums paid to 
FHA, with no loss actual or prospective, and no cash invested. $1 mil- 
lion between a reserve for replacement and the amortization has al- 
ready been paid off in reduction of the mortgage. 

I want to take this opportunity to thank you for listening to our 
story. 

The Cuarrman. Thank you. Weare gladtodoso. Weare trying 
to get the facts on this whole business, Sometimes it is easy and some- 
times it is hard. 

Mr. Trump. I have a reference here, Senator. I would like to just 
let you know about it. I felt badly about these stories where we paid 
$34,000 and leased it to ourselves. One of the papers said the two gen- 
tlemen—referring to my partner and myself—well, the partner had 
nothing to do with the land. He came in and put close to $500,000 in 
the job, knowing that the ground lease was $60,000 a year—he had no 
money in the land whatsoever. 

However, I have here something: 


“The statement issued by the FHA to radio and television and headlined in 
Brooklyn newspapers on June 12, 1954, that, “Federal investigators have accused 
Fred C. Trump of pocketing $4,047,900 from the Beach Haven Apartments,” 
was completely untrue and very unfair. 

I wish to report to this committee that I have received no dividends whatever 
from any of the Beach Haven corporations and that all mortgage proceeds 
remain in the Beach Haven bank accounts. Also, the statement at the hearing 
2 weeks ago that the “land costs for the Beach Haven project was $34,500, which 
they rented to their building corporation at $60,600 a year” was a serious under- 
statement and very misleading, and was designed to create an impression of 
uncovering serious wrongdoing. These stories, as well as many similar stories 
have done untold damage to my standing and reputation as well as to the Beach 
Haven projects. 


(Mr. Trump’s prepared statement follows :) 


STATEMENT OF FRED C. Trump 


Mr. Chairman, my name is Fred C. Trump. I am president of Beach Haven 
Apartments, Inc. Nos. 1 to 6 inclusive, in Brooklyn, N. Y.—an FHA project 
containing 31 6-story elevator apartment buildings housing 1,860 families with 
garage accommodations for approximately 700 cars—on which the FHA has 
insured mortgages totaling approximately $16 million. 

I appeared voluntarily before an executive session of this committee on June 
18, 1954, to give the facts which were desired concerning my participation in the 
section 608 FHA loan on the Beach Haven projects in Brooklyn. I was told 
at that time that if I were called for a public hearing I would first be notified 
about any additional material and given opportunity to prepare. 

However, instead of receiving such notice, I learned on Friday afternoon, while 
I was on a day’s vacation that a subpena had been issued for me returnable 
Monday morning. In spite of requests through my counsel to the Washington 
office for additional time, he was told at 4:30 on Friday that I would have to 
be here on Monday morning. As I was not in the city, and in a spirit of coopera- 
tion with this committee my counsel at 5:15 Friday afternoon accepted service 
on my behalf. 

My key personnel had already left for the weekend, making it difficult to 
gather detailed information on the matters this committee may be interested in, 
but, again in the spirit of cooperation we have produced as much as we could 
obtain. I do seek the privilege, however, of having this statement fully received, 
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to put an end to the misleading publicity that has developed through releases 
of the Federal Housing Committee and its investigators, to press, radio and 
television. 

For instance: The statement issued by the FHA to radio and television and 
headlined in Brooklyn newspapers on June 12, 1954, that ‘Federal investigators 
have accused Fred ©. Trump of pocketing $4,047,900 from the Beach Haven 
Apartments” was completely untrue and very unfair. I wish to report to this 
committee that I have received no dividends whatever from any of the Beach 
Haven corporations and that all mortgage proceeds remain in the Beach Haven 
bank accounts. Also, the statement at the hearing 2 weeks ago that the “land 
costs for the Beach Haven project was $34,500 which they rented to their build- 
ing corporation at $60,600 a year” was a serious understatement and very mis- 
leading, and was designed to create an impression of uncovering serious wrong- 
doing. These stories, as well as many similar stories have done untold damage 
to my standing and reputation as well as to the Beach Haven projects. 

l am 48 years old and have been in the building business since I was 21. I 
have built approximately 2,000 1- and 2-family homes in Brooklyn and Long 
Island, as well as apartment units for over 5,000 families, and have gained a 
reputation, which I believe I can say with proper modesty, for building sound 
residences within the reach of the middle-income group and always gave a little 
more value than the standard dwelling built by others. An indication of the 
reputation for quality which I have earned is the fact that when dwellings are 
offered for resale, they are sometimes advertised in the Brooklyn papers as hav- 
ing been “Built by Trump,” which denotes in real estate in Brooklyn “a mark 
of quality.” 

I am proud of the name T have earned as a builder and of my reputation for 
honesty. The fact that through competence and efficiency the Beach Haven 
Apartments were built for less than the FHA estimate, does not seem to me to 
justify in any way the vilification that I have suffered in recent months. 


Land 


The Beach Haven projects were built on 40 acres of land which I had begun 
to assemble in 1944. In addition to the cash payments and many years of tax 
arrears and penalties which I assumed on some of the land, there was an unusual 
amount of time and expense necessary to clear clouds on title. I had to nego- 
tiate with the city of New York to buy the part of the bed of former Coney Island 
Creek which ran through the land and buy additional parcels to round out a 
suitable plot. On most of the land I had paid real-estate taxes and other carry- 
ing charges for many years before I obtained the FHA commitment. The land 
at that time was assessed by the city of New York at approximately $180,000. 
Annexed hereto is a table of approximate costs. 

Ground leases 


Were the Beach Haven ground leases to be liquidated, the $60,600 annual 
ground rent capitalized at a realistic return of 5 percent would represent the 
vield on approximately $1,200,000. The current assessed value of the land is 
approximately $1,350,000. It is the opinion of qualified appraisers—were this 
land appraised today—with the appreciation which has taken place in the area 
since 1951, it would show a value close to $2 million. 

The land values for the 40-acre Beach Haven site which are indicated by the 
FHA recapture figures in the Beach Haven project do not reflect anything like 
the increases in value which have been realized in recent years on acreage in 
various areas of Long Island. Suburban acreage values on Long Island have 
increased an average of 10 times in some areas, to 20 times the 1946 value in 
other areas, without any increment resulting from construction. 





Cost of construction 


In estimating the cost of construction for the FHA application, I was guided 
largely by the general experience and opinions of the building trade concerning 
apartment house construction. I had to allow for the risk of inflation. Although 
during my building experience I had frequently been able to construct more 
cheaply than other contractors, I was not sure I could on this job with all the 
uncertainties that faced me. 

This was the largest group of projects I had ever undertaken and represented 
a very serious commitment on my part. 

The total mortgages approved for the 6 units in Beach Haven were approxi- 
mately $16 million. The FHA commitments required me to deposit almost 

700,000 as collateral for the mortgage, and also to give a personal guaranty of 
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completion. For almost 20 years in my previous experience I had avoided giving 
personal guaranties. Here I had to risk all that 1 had accumulated during my 
working life. I have never undertaken a job that did not succeed. 

In order to construct the Beach Haven projects, | sold three other projects 
in which I had an interest. Those projects are now worth $1 million more than 
the price for which they were sold. I sacrificed this prospective gain in order to 
insure the success of the Beach Haven job. 

To protect myself, I also did something which I had generally avoided in the 
past. Itook in a partner to pay 25 percent of the cost and he still has a 25-percent 
interest in the project. My partner and | had invested approximately $1,900,000 
in cash over and above the cost of the land before we received our first payments 
on the FHA mortgages. 

There were several reasons which combined to bring about the financial success 
of this project. 

(1) A sharp price decline in the building-material market due to the short 
recession just prior to the Korean incident. The price level could very well have 
gone the other way, and in fact, did, within less than a year. We would not have 
been able to build these projects as economically without prompt and energetic 
action. After placing contracts at extremely low prices, we found it necessary 
to make concessions to some contractors during the last stages of construction 
when the 1950 market costs were so much higher than those at which they had 
agreed to sell materials to us, For instance, we made contracts in late 1949 
for our entire lumber requirements, 64% million board-feet, at $70 a thousand. 
In June 1950, when one of the contractors failed to complete his contract, we 
were compelled to pay $110 per thousand board-feet for the balance of his con- 
tract, an increase of 60 percent in price, which was the current market price. 
With approximately $8 million of building material required for the project, it 
is easy to understand hdéw this short-lived recession was of material benefit; 
but also how disastrous the results would have been in a rapidly rising market. 

(2) Another important factor was that we did our own building and super- 
vision without any salary, and practically no overhead charges, so that it was 
not necessary to expend the 5 percent allowed by the FHA for builder’s fees, 
or the major part of the 5 percent allowed by the FHA for architect's fees. 

(3) Still another factor was the speed with which this project was constructed, 
A record of $16 million of construction in less than 11 months due to proper job 
coordination * * * weekly contractors meetings, which developed a spirit of 
friendly cooperation among our contractors * * * and without the payment of 
any overtime whatsoever—saving hundreds of thousands of dollars in interest 
during construction, real-estate taxes, insurance premiums, and general overhead 
during construction and resulting in receipt by Beach Haven of close to $2 million 
in rents during the 18-month period which would have been required by most 
builders * * * and was allotted by FHA * * * for the construction of the proj- 
ect * * * On the other hand strikes and other contingencies could very well 
have delayed the project and the financial result could have been disastrous. 

(4) Another important factor was that we were able to obtain a premium 
in placing the mortgages. 

The complete job “Beach Haven at Brighton” is a well-constructed and well- 
located community. It was awarded a prize in 1952 as the best designed project 
in the New York City area. I am proud, and FHA ¢an well be proud of having 
taken part in the development of Beach Haven at Brighton. The 1860 family 
units are fully rented apartments, and approximately $1 million has already been 
paid off on the mortgage. The land is assessed by the city of New York for 
approximately $1,350,000 and the entire project pays real-estate taxes of close 
to $500,000 per year to the city of New York. 

The project was constructed at a cost of less than $8,100 per unit, which is 
at the rate of less than $2,300 per room. Comparable construction by banks in 
New York operating through independent contractors cost approximately $3,400 
per room. Similar construction by State and Federal housing agencies for public 
housing has averaged $3,500 per room, or almost $14,000 per unit. If the Beach 
Haven project was constructed either by banks or State or Federal agencies, it 
would have cost 30 percent more than the Beach Haven mortgage amount. 

There is no question about it * * * these hearings have established the fact 
that the FHA builder-owner can produce housing at a 30 percent lower cost than 
any other method tried to date, resulting in housing at lower rents * * * ona 
full taxpaying, unsubsidized basis. 

Another feature to note is that the FHA has already received over $418,000 in 
fees and insurance premiums on the Beach Haven properties, without the invest- 
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ment of a dime of Government cash. This is all profit tothe FHA. It has never 
lost a cent on any project that I have built, and has never had to furnish any 
money to correct any default. I do not begrudge to the FHA a profit on its 
insurance business, but I believe that I should not be criticized for efficiency and 
competence. Had we operated in an inefficient manner and expended the total 
mortgage proceeds, our reputation would not be under attack. 

Below is the sumary of the Beach Haven project : 

1860 units fully rented. 

Construction cost below $8,100 per apartment. 

Owners invested over $1,900,000 before receiving first advances on mortgages. 

$418,000 fees and premiums paid to FHA with no loss, actual or prospective, 
and no cash investment. 


$1 million already paid in reduction of mortgage since completion. 


The Cuarmman. We release you from the subpena and might want 
you later but I don’t think so. 

We will now recess until Wednesday at 10 o’clock, at which time our 
witnesses will be Mr. Loftus and Mr. Sonnenblick. You will remember 
Mr. Loftus was connected with Shirley-Duke Apartments and the 
Minneapolis concern, Investors Diversified, and he has projects—he 
is connected with projects at Columbus, Ohio; Delaware, and Cleve- 
land. He willbe here. Mr. Sonnenblick was the gentleman you will 
remember whose name was used and he said he knew nothing about 
it. We will have also Mr. Bonner, from Norfolk, on Wednesday. 
Then we will hold hearings again on Thursday and Friday. On 
ee we will announce who our witnesses will be Thursday and 

riday. 

_ Otherwise, we will stand in recess until 10 o’clock Wednesday morn- 
ing. 
(Whereupon, at 4:40 p. m., the committee recessed to reconvene 
Wednesday, July 14, 1954.) 
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WEDNESDAY, JULY 14, 1954 


UNITED STaTEs SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., room 301, Senate 
Office Building, Senator Homer E. Capehart (chairman) presiding. 

Present: Senators C apehart, Beall, Maybank, and Lehman. 

Also present: William Simon, general counsel, FHA investigation. 

The Carman. The committee will come to order. 

Senator Lenman. Mr. Chairman, I have a short statement which I 
would like to read in toto and in order to save time may I be permitted 
to read it now ¢ 

The Cuairman. Certainly. The Chair recognizes Senator Lehman. 

Senator Lenman. Mr. Chairman, I have received a great many 
complaints from individuals in my State with respect to the coopera- 
tive housing program. These complaints have stemmed mostly from 
the fact that individuals have become cooperators under a builders’ 
sponsored type cooperative. This type of cooperative is one organized 
by an individual or a corporation which sponsors the project, then 
attracts individuals on the basis of plans for that project. 

This is the so-called self-propelled type of cooperative in which 
individuals band together for the specific purpose of creating a co- 
operative to build their own housing projects. In the past several 
weeks, I have been asked by cooper rative groups that they be given 
an opportunity to testify before the committee during the course of 
this investigation, 

A — request is that contained in a letter from Mr. Leigh Medine, 
acing chairman of the Conference of FHA Section 213 Cooperatives, 
which is contained in a letter dated June 29, 1954, to the chairman of 
this committee. 

Inasmuch as the original of this letter was addressed to the chair- 
man and I received only a carbon copy, I should like the chairman 
to agree that this letter should be inserted in the record. This, as I 
say, is in the nature of a general complaint concerning the section 213 
program and the request to testify before the committee. 

Mr. Chairman, I also have been in correspondence with individuals 
who have more specific complaints. 

A typical example of a specific complaint is contained in the corre- 
spondence I have,had with a Mr. Herbert L. Feay of Forest Hills, 
N. Y., who states that he has made a cash payment of over $1,500 to a 
builder-sponsor project. 

He is greatly disturbed by recent disclosures regarding the FHA 
and he wishes to consult with his fellow cooperators so that they might 


take adequate steps to protect their individual investments. Unfor- 
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tunately, despite advice from the Washington office of the FHA, de- 
spite meetings with the developer of this project, Mr. Feay has been 
unable to obtain a list of the other owners of shares of stock in the 
cooperative and has been unsuccessful in his attempts to have the 
developer call a meeting of either the board of directors or the 
stockholders. 


Mr. Chairman, it seems to me that despite our attempts to convince 
the FHA that it should take an interest in the individuals who are 
buying or renting homes constructed with the assistance of FHA 
insurance, we have to date not been very successful. Why is it that 
«n individual who is attempting to buy a home, who is investing $1,500 
to do so under an FHA program, can neither get adequate informa- 
tion about the unit he is buying nor the names of the other individuals 
who are buying similar units? 

Mr. Chairman, I hope these groups will have an opportunity to 
testify and that this committee will take steps to inform the FHA 
and the other housing agencies that they are in existence to serve the 
public. 

Mr. Chairman, I ask unanimous consent to place in the record at this 
point copies of correspondence which I have received from Mr. Herbert 
L. Feay which will substantiate the statements I have read. 

The CHamman. Without objection, those will be made a part of 
the record. 

(The documents referred to follow :) 


Forest Hits, N. Y., May 6, 1954. 
Senator Hersert H. LEHMAN, 


Senate Office Building, Washington, D.C. 


DEAR SENATOR LEHMAN: Thanks for your reply of April 28 to my letter 
concerning cooperative housing and the present investigation by the Senate 
Banking and Currency Committee of FHA procedures and practices. 

Louis H. Pink, president of the United Housing Foundation, 345 East 46th 
Street, New York 17, N. Y., has offered to help us in organizing the tenant- 
owners of the Murray Hill cooperative development, 149th Street and Roosevelt 
Avenue, Flushing, N. Y., in advance of the completion of the project. Advance 
organization will give the tenant-owners a chance to check on the builder 
before the closing of the mortgage. You, of course, know Mr. Pink, who was 
your superintendent of insurance in Albany. Mr. Pink is in a position to give 
you complete and unbiased advice regarding legislation that may be needed in 
the cooperative housing field. 

I wrote a letter to William F. McKenna, Deputy Administrator of the Federal 
Housing Administration, 70 East 10th Street, New York, N. Y., on the date of 
April 23, 1954, asking for help and advice. To date, I have not received a reply 
from Mr. McKenna. 

One reason why Mr. McKenna has not replied probably is the shortage of 
help to do the amount of work that is required of his Bureau. The FHA should 
not be blamed too much for mistakes when an economy-minded Congress reduces 
appropriations to such an extent that the agency is greatly understaffed and 
thus unable to do the work that is required for efficient and satisfactory housing 
developments. 

Sincerely, 
Hersert L. FEAY. 


May 20, 1954. 
Mr. Herpert LL. PEAY, 
Forest Hills 74, N.Y. 


Dear Mr. Feay: I was interested in hearing of your interest as a cooperator 
in the Murray Hill cooperative development, a 213 housing cooperative. It is 
difficult to advise what should be done by cooperators in any specific project, 
for they all vary somewhat. 
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We in the Congress are examining very carefully the legislative authority for 
section 213 cooperatives in the hope that we can protect individuals from the 
excesses that characterized the section 608 projects. 

I have a great confidence in Mr. Louis Pink, whom I have known for many 
years. As long as your group is consulting with him, I am sure you are getting 
sound advice. Needless to say, I would be glad to consult with Mr. Pink at any 
time that such a meeting would be useful. 

With respect to your request for a list of the names of individual cooperators, 
it should be pointed out that, as a shareholder in a cooperative, you have the 
right to obtain from the sponsors or the board of directors, such a list. You 
may also wish to request the sponsor to call a meeting of stockholders to pre- 
sent requests or obtain information. 

I hope these observations will be helpful to you. 

Yours very sincerely, 


Forest Hits, N. Y., June 10, 1954. 
Hon. Herpert H. LEHMAN, 
Senator from New York, 
United States Senate, Washington, D.C. 


DEAR SENATOR LEHMAN: Thanks for your letter of May 20 in regard to section 
213 housing cooperatives and specifically in regard to my problems as a coop- 
erator in the Murray Hill cooperative development in Flushing. 

Upon the advise of Mr. Pink, I am writing to Albert M. Cole of the Federal 
Housing Administration and am enclosing a copy of my letter. 

You will note from my letter to Mr. Cole that the developer has refused to 
give me a list of the individual cooperators in this development and that he has 
indicated that he will not call a meeting of the cooperators until at least 75 per- 
cent of the project has been completed. He is still considering whether or not 
to promise in writing to call such a meeting. 

In the next to the last paragraph of your letter you indicate that I had the 
right to obtain a list of the individual cooperators from the sponsors or the 
board of directors and that I had the right to request a sponsor to call a meeting 
of the stockholders. 

Sincerely yours, 
HERBERT L. Fray, Actuary. 

Thanks for your help and advice.—H. L. F. 


FoREST HILts N, Y., June 10, 1954. 
Mr. ALBERT COLE, 
Administrator, Federal Housing Administration, Washington 25, D. C 


DeaR Mr. Cote: I am writing you on the suggestion of Mr. Louis H. Pink, 
president of the United Housing Foundation, 455 East 46th Street, New York 
it, t.5 

I am a holder of stock and have signed an occupation agreement for an apart- 
ment in the Murray Hill Cooperative Apartments, Inc., 38-15 149th Street at 
Roosevelt Avenue, Flushing, N. Y. and I desire to take action to protect the 
interests of myself and all the other persons who will be the tenant owners of 
this cooperative apartment house. 

Under date of May 6, 1954, I wrote to the president of the Murray Hill Co- 
operative Apartments asking that he call an immediate meeting of the stock- 
holders and that he furnish me with a complete list of the names and addresses 
of the owners of the shares of stock for the Murray Hill Cooperative. I have not 
received a written reply to my letter and I have not been furnished with the list 
of names and addresses. 

Mr. Sussman, the developer for this project and an attorney, telephoned me and 
arranged for me to meet him and Mr. Liebowitz at the development on May 26. 
Mr. Leigh Medine, an attorney who is president of a committee of 213 cooperative 
apartment developments, went with me to see Mr. Sussman and Mr. Liebowitz 
Mr. Sussman stated that he would not give me the list of owners of shares of 
stock and that he would not call a meeting of the stockholders until the building 
was 75 percent completed. He advised us that he had received a directive from 
the FHA requesting that a meeting of the tenant owners be held after the build- 
ing was 75 percent completed. Mr. Medine understands that this directive has 
been suspended at least temporarily. 
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We asked Mr. Sussman to promise in writing to hold the meeting after the 
building was 75 percent completed. He claimed that he could not do so until he 
consulted the balance of the board of directors. Since our meeting, Mr. Sussman 
advised Mr. Medine that the sending of the letter was still under consideration 
but that if the letter were sent he would want a letter from me in return 
promising not to take any further action urtil the meeting was called. 

I wrote to Hon. Herbert H. Lehman, Senator of New York, in regard to the 
Murray Hill Cooperative development and I received a reply dated May 20. A 
copy of Mr. Lehman’s reply is enclosed. You will note that Mr. Lehman states 
that I am entitled to a list of the cooperators who are shareholders in the co- 
operative development. 

I have written letters to the New York City office of FHA addressed to Mr. 
McKenna but have never received a reply. It is for this reason that I am writing 
direct to you. 

I would be pleased to have your comments on these problems. Is the FHA 
primarily concerned with the builders of the 213 development or will the FHA 
take action to help the stockholders in these cooperatives to protect their interest? 
Can anything be done if the contracts made between the dummy board of direc- 
tors set up by the builder and the builder give the builder excessive profits as 
occurred for the section 608 projects? 

I am sending copies of this letter to Senator Lehman and to Mr. Pink. 

Very truly yours, 
Hersert L. Feay, Actuary. 


P. S. Neither Mr. Liebowitz, the president of the board of directors as set up 
by the developer nor Mr. Sussman, they advise me, expect to have an apartment 
in the building. The building has been started and the brickwork is about up to 
the second floor level. 


Forest Hix, N. Y., June 25, 1954. 
Hon. Hersert H. LEHMAN, 


Senator from New York, 
United States Senate, Washington, D. C. 

Dear SENATOR LEHMAN: This will supplement my letter of June 10 which is 
in reply to your letter of May 20 concerning section 213 cooperatives and espe- 
cially the Murray Hill Cooperative development in Flushing. 

Mr. Cole has not yet replied to my letter of June 10, a copy of which I sent 
to you with my last letter. I am writing another letter to Mr. Cole at this time 
and am enclosing a copy. 

Thanks for any help that you can give me in this matter. 

Sincerely yours, 
Hersert L. Fray. 


Mr. ALBERT M. COLg, 
Administrator, Federal Housing Administration, 
Washington 25, D. C. 

Dear Mr. Cote: I do not find that I have received a reply from you to my let- 
ter of June 10 in regard to the Murray Hill Cooperative Apartments, Inc., 38-15 
149th Street, Flushing, N. Y. 

I would like to have a reply from you in the near future so as to determine 
whether or not I should proceed with the action to organize the stockholders in 
this cooperative so as to protect our mutual interest or whether I should endeavor 
to sell my stock in this cooperative because of the lack of opportunity for the 
stockholders to organize so as to assure themselves of a satisfactory building at 
a proper cost. 

Mr. Daniel Maschler is an owner of stock in the Murray Hill Cooperative Apart- 
ments and has signed a cooperative agreement. Mr. Maschler has also written 
a letter to Mr. Liebowitz of the Murray Hill Cooperative Apartments requesting 
an immediate meeting of the tenant-owners so that they can protect their 
interests. 

Very truly yours, 


Forest HIx3s, N. Y., June 25, 1954. 


HerBert L. Fray. 
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JUNE 29, 1954. 
Senator HoMer E. CAPEHART, 
Banking and Currency Committee, 
United States Senate, Washington, D. C. 


DEAR SENATOR CAPEHART: As acting chairman of the Conference of Presidents 
of Federal Housing Administration Section 213 Cooperatives, I want you to 
know that we have an intense interest in the hearings now being held on the 
¥ederal Housing Administration. 

My associates and I are presidents of cooperatives wherein dwell some 9,800 
individual tenant-owners. To varying degrees we have been subjected to unnec- 
essary abuse at the hands of the builder-sponsors as well as the FHA and we are 
therefore particularly anxious to put before your committee constructive sug- 
gestions to reduce the possibility of such abuses in the future. 

By and large the problems we have faced fall into three categories of which 
the first is most important: 

1. Inability of stockholders to find out the basic facts about the corporation they 
own. This makes it impossible for them to protect their, and the corporation’s, 
interests prior to completion of the buildings. Once the buildings are finished, 
naturally, the damage is done and legal remedies are both slow and inadequate. 

Flowing from this basic failing are such matters as: 

2. Payment of excessive land rentals contained in the monthly carrying 
charges. 

8. Failure of proper performance of the construction contract. 

Naturally, my associates and I have given considerable thought to these prob- 
lems and how they can be eliminated without removing financial incentive to 
builder-sponsors who wish to participate in the program. I would like, there- 
fore, the opportunity to present our problems to your committee and respectfully 
request that you advise me by telegram at our expense when it would be con- 
venient for me to appear. 

Very truly yours, 
LEIGH MEDINE, Acting Chairman. 


The Cuarrman. I might say for the benefit of the record that we 
have had the same correspondence the Senator has plus much more, 
I am certain, and it is our intention to hold public hearings in New 
York City a little later, but we cannot do it at the moment. We felt it 
would be too expensive for the committee to bring down the witnesses 
from New York to Washington because there were so many of them. 

It is our intention to hold hearings in New York City at a later 
date on the complaints that we have had from individual groups repre- 
senting cooperative housing projects. 

I think we have so informed some of the groups; maybe not all of 
them. We have informed many of them, however. It is our intention 
to look into each and every one of those cases and hold public hearings 
in New York City a little later on the theory that we could hear 
more witnesses at less expense if we went to New York. 

Senator Lenman. I merely wished to bring the views of the writers 
and others to the attention of the chairman. 

The Cuarrman. We are glad you did and the cooperative section 
213 is proving to be just as troublesome as other sections such as the 
old section 608 and others, primarily because they are not really coop- 
eratives at all. Some promoter gets an idea and he gets together a few 
people and organizes the board of directors and he controls it and 
operates it and runs it for his own personal benefit. 

They are really not cooperatives at all. In the conference that we 
had yesterday between the House and the Senate we discussed this 
title very carefully and decided at that time that we were going to 
really get into it in a big way after the first of next year to see whether 
something cannot be done to either straighten it out or completely elim- 
inate it, because they are not cooperatives at all. They are just some 
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promoters getting together and deciding they want to do it. The pro- 
moter sets up his own board of directors and proceeds to operate if and 
run it. 

We have found cases where they have been mortgaging out and using 
the same ingenuity on section 213 and cooperative housing as they 
did on old section 608’s. 

We are glad to get that information from the Senator and glad to 
get it for the record. 

Our first witness this morning will be Mr. Ralph J. Solow of Lyn- 
wood Park, Fort Lee, N. J., and Teaneck Gardens, Teaneck, N. J. 

Mr. Solow, will you please come forward ? 

Do you solemnly swear that the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help you 
(od ¢ 

Mr. Sorow. I do. 

The CuHatrman. You may be seated. 

The committee has already voted to do this, so we will place in the 
record at this time the testimony in executive session of Mr. Sidney 
Sarner and George I. Marcus, his counsel, and David L. Konigsburg, 
his accountant, and Mrs. Margaret Monastero, assistant, taken by this 
committee under date of June 22, 1954. 

We will likewise place in the record at this point the executive ses- 
sion testimony of the witness before us, Mr. Ralph J. Solow of Engle- 
wood, N. J. 

Presiding at both of these executive session meetings was Senator 
Bennett, and Senator Payne part of the time. William Simon, the 
chief counsel was conducting the hearings. 

Without objection we will place those in the record. 

(Transcript of the testimony of Sidney Sarner and Ralph J. Solow, 
taken in executive session before Senators Bennett and Payne on June 
22, 1954, follows:) 


SpectaL INTERVIEW TO INVESTIGATE 
FeperaL Hovustne ADMINISTRATION, 
Untrep States Capron, 
June 22, 1954. 


EXECUTIVE SESSION 


The hearing convened pursuant to notice in room F-59, United 
States Capitol, at 10 a. m. 

Present : Senator Bennett. 

Also present : William Simon, general counsel, FHA Investigation. 

Also present : Sidney Sarner; George I. Marcus, counsel; David L. 
Konigsberg, accountant: and Mrs. Margaret Monastero, assistant. 

Mr. Sarner. We are here on a cooperative basis. We are not here to 
deceive. 

Mr. Srwon. I hope you are here on a cooperative basis. I can tell 
you better when we finish. 

Mr. Sarner. I come with that spirit. But at the same time if there 
is a question I am going to give you a direct answer, and I expect a 
direct question. I think this is fair, is it not? 

Mr. Stmon. We have every intention of being fair with you. We 
are asking only for the facts, and we can’t know until we get the facts 
whether there is anything involved. 





: 
; 
‘ 


Bb aehw 2 


Ae Rae So HE asta. 


+ telwees 


4 
s 











ro- 
and 


ing 
hey 


| to 


yn- 


vill 


you 


the 
1ey 
rg; 


his 


es- 
‘le- 


tor 


he 


yw 
ne 


re 
Je 
ts 


FHA INVESTIGATION 427 


Mr. Sarner. I am just trying to make ourselves understood when 
we start, so if you ask me a question which is aimed to deceive, you 
see, then how can you get the right answer / 

Mr. Srmon. I have no intention of doing anything but finding oui 
the facts. 

Mr. Sarner. I just wanted to know our lines of demarcations. 

Mr. Suwon. I can’t get the facts unless I ask you simple questions. 

Mr. Marcus, I suppose you are Mr. Sarner’s attorney. 

Mr. Marcus. That is right. 

Mr. Srwon. Mr. Sarner, would you give the reporter your full name 
and address. 

Mr. Sarner. Sidney Sarner, 325 East Clinton Avenue, Tenafly, N. J. 

Mr. Srumon. Mr. Sarner, were you associated with or connected 
with a housing project in Teaneck, N. J., known as Lynwood Park, 
Inc. ? 

Mr. Sarner. There is much confusion on that score. Lynwood Park 
is not in Teaneck, N. J. There were several projects I was connected 
with. One was in Teaneck, N. J., called Teaneck Gardens. Lynwood 
Park is in Fort Lee, N. J. 

We originally had our offices in Teaneck, you see, and Lynwood 
Park was incorporated and that was the office. However, now our 
offices are in Fort Lee. Do you follow that? 

Mr. Simon. Yes, I do. Lynwood Park, Inc., is a corporation, is it ? 

Mr. Sarner. That is correct. 

Mr. Stmon. How many corporations are there by that name ? 

Mr. Sarner. There is only one corporation by the name of Lynwood 
Park, Inc., but we have 13 sections, each individual corporatiens, 
which are numbered 1 to 13. 

Mr. Stmon. Are those corporations Lynwood Park, Inc. No. 1, etc. ? 

Mr. Marcus. No. Let me correct that. The corporations are known 
as Lynwood Park, Inc., section 1; Lynwood Park, Inc., section 2, 
and sections 3 to 13. 

Mr. Stmon. And the Section 1 goes after the “Inc.” ? 

Mr. Marcus. That is right. 

Mr. Srmon. Is that a roman numeral one? 

Mr. Marcus. Written out, o-n-e. 

Mr. Simon. And there are 13 of those ? 

Mr. Marcus. Thirteen different projects. 

Mr. Simon. Who are the stockholders of Lynwood Park, Inc., Sec- 
tion One? 

Mr. Sarner. Myself and my 2 brothers. 

Mr. Koniesperc. Plus the corporation itself owns half the stock. 
It is treasury stock. 

Mr. Simon. What are your brothers’ names, Mr. Sarner? 

Mr. Sarner. Leonard and Maurice. 

Mr. Stwon. Your accountant said a minute ago that the corporation 
itself owns half the treasury stock. I take it you bought that from 
Mr. Solow ¢ 

Mr. Sarner. That is right. 

Mr. Simon. So initially you and your two brothers owned half the 
stock and Mr. Solow owned half. Is that correct ? 

Mr. Sarner. All right. 

Mr. Marcus. Initially Sidney Sarner and Ralph J. Solow were 
the owners of all the stock except one qualifying share. Subsequently 
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the Solow stock was divided partly to treasury stock and partly to— 
the rest of it was Sidney Sarner and Maurice Sarner and Leonard 
Sarner. 

Mr. Koniesserc. That is not right, either. The Solow stock was 
transferred to the treasury as treasury stock. Mr. Sidney Sarner 
owned the other shares outside of what Mr. Solow owned, but his 2 
brothers had a participating interest which was not recorded on the 
books until after Solow stepped out. 

Mr. Stwon. Are you saying that initially Sidney Sarner held half 
the stock in trust for himself and his two brathers ? 

Mr. Kontesserc. That is right. That is what it amounted to. 

Mr. Suwon. And the beneficial ownership was in the three of them 
from the beginning? 

Mr. Kontesrerc. But not in equal proportions. 

Mr. Simon. Is the same stock ownership true of the other 12 corpo- 
rations? 

Mr. Sarner. Yes. Oh, no, not in Teaneck. 

Mr. Kontessera. Yes. 

Mr. Sarner. Yes, that is correct. 

Mr. Srmon. We are talking about the 13 Lynwood Park corpora- 
tions. 

Mr. Sarner. That is correct. 

Mr. Srwon. Does Lynwood Park, Inc.—and I am talking now about 
all 13 corporations, and if there is any difference in one of them I 
would be grateful if you would point that one out—own the land on 
which its buildings are constructed ? 

Mr. Sarner. Yes. 

Mr. Stwon. From whom 

Mr. Sarner. Lynwood Park individually. Each one of the corpora- 
tions owns the land. 

Mr. Srmon. Who did those corporations acquire the land from? 

Mr. Sarner. They, I believe, acquired it from Lynwood Park, Inc. 

Mr. Kontasserc. From Lynwood Park, Inc. 

Mr. Stuon. Without the section on it? 

Mr. Konteseera. That is right. 

Mr. Stwon. Who are the stockholders of Lynwood Park, Inc. ? 

Mr. Sarner. They were the same at the time, were they not? 

Mr. Kontaspera. The same. 

Mr. Sarner. They followed the same pattern. 

Mr. Stwon. Is Lynwood Park, Inc., still in existence ? 

Mr. Marcus. Yes. 

Mr. Kontesperc. Yes. 

Mr. Srmon. What is its business? ; 

Mr. Sarner. It holds, as I know, the land in the rear. Does it not? 

Mr. Kontaspera. It holds the land and also certain small buildings. 

Mr. Srwon. Does it have any other assets? 

Mr. Kontesserc. That is all. »} 

Mr. Srwon. How much land did Lynwood Park, Inc., originally 
have? 

Mr. Sarner. Purchase ? 

Mr. Srwon. Yes. 

Mr. Sarner. Sixty-five acres. } 

Mr. Stow. And how much of it did it sell to the three corporations? 

Mr. Sarner. Approximately 30 acres. It may be 29 or 28. 
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Mr. Srmmon. So it has approximately 35 acres left ? 

Mr. Sarner. No. Six acres were used for a business center, so it 
has about 29 or 23. 

Mr. Kontcsnerc. Then you bought some more under your option. 

Mr. Sarner. Yes. Then under an option we purchased how much ? 

Mr. Marcus. About 6 acres. No? 

Mr. Sarner. No. About-2 acres. 

Mr. Marcus. Two acres. 

Mr. Sarner. These are details but they are not accurate. 

Mr. Marcus. We are giving an approximation. They are all 
reflected on the books and records of the corporation. : 

Mr. Sruon. Who did Lynwood Park, Inc., acquire this 65 acres from ? 

Mr. Sarner. From the Allison Land Co, 

Mr. Sruon. Do you have any interest in that company ¢ 

Mr. Sarner. No, sir. 

Mr. Srmon. Did Mr. Solow? 

Mr. Sarner. No. 

Mr. Srmon. Is that company completely independent of you? 

Mr. Sarner. I will give you a little picture of it. The Allison Land 
Co. consisted of an estate left by a party by the name of Allison in 
the New Jersey area. He left his estate for the good of the people 
and toGod. This was the Allison Land Co. 

Mr. Stmon. And you purchased it from them ? 

Mr. Sarner. That is correct. 

Mr. Srwon. What was the purchase price ? 

Mr. Sarner. We paid $2,500 an acre. That is correct, is it not? 

Mr. Koniesperc. That sounds right. 

Mr. Suwon. When did you buy it ? 

Mr. Sarner. Anything I do say here is recorded, and if I am in 
error here the record isn’t correct ? 

Mr. Srmon. That is correct. When did you buy this land from the 
Allison Land Co. ? 

Mrs. Monasrero. You started in 1948. The transaction wasn’t 
closed 

Mr. Marcus. I think it was sometime in 1947. 

Mrs. Monasrero. Teaneck was completed in 1948, and during that 
interval they negotiated for the land, in early 1948, and I think it was 
closed about the end of 1948 or 1949. 

Mr. Marcus. Some of these dates, Mr. Simon, if you will give me 
a letter setting forth what information you want I can get you the 
accurate dates because they are all a matter of record insofar as deeds 
and contracts are concerned. 

Mr. Suwon. I take it that Lynwood Park, Inc., acquired the land 
directly from the Allison Land Co. 

Mr. Sarner. That is correct. 

Mr. Stmon. How long after Lynwood Park, Inc., acquired the land 
did it sell the 30 acres to the 13 corporations? 

Mr. Sarner. The transaction actually came at the closing or at the 
point of commitment. 

Mr. Marcus. Upon the closing of the mortgage on commitment. 

Mr. Srwon. How Jong after you acquired the property was that? 

Mr. Sarner. I would say about a year. 

Mr. Marcus. Approximately a year. 
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Mr. Smwon. And how much did Lynwood Park, Inc. receive from 
the 13 corporations? 
Mr. Koniesperc. Cost. 
Mr. Suwon. Exact cost? 
Mr. Kontesperc. Plus carrying charges. The basic cost-plus carry- 
ing charges at the date of transfer. 
Mr. Simon. There was no profit on it? 
Mr. Koniesserc. No. 
Mr. Sarner. No profit. 
Mr. Smiaon. When did Lynwood Park, Inc., sections 1 to 13, file 
their FHA applications? 
Mr. Marcos. I think that we will have to furnish you that because 
I don’t think you ought to speculate on that. 
Mr. Sarner. If you have some paper we will make some notes. 
Mr. Srmon. For my purpose here you can just give me your best 
approximation. 
Mr. Sarner. I would say the applications were filed in approxi- 
mately 6 months. 
Mr. Marcus. I wouldn’t venture to guess. 
Mr. Sarner. Margaret, do you recall that ? 
Mrs. Monasrero. As an approximation, it is in early 1949. 
Mr. Simon. Do yow recall the valuation given the land in those FHA 
applications ? 
Mr. Sarner. No, I do not. You mean the valuation given by who? 
Mr. Stwon. By you. 
Mr. Sarner. We don’t give any valuations. 
Mr. Stmon. The printe ed form of the FHA application has a place 
for mes value of the land that the building is going to be built on. 
Mr. Sarner. I don’t recall of any. Iw ill have to look up the record 
and find out, but I don’t recall giving them any valuation at any time. 
Mr. Srvon. Senator, we are talking ahouhs a project named Lynwood 
Park, involving 13 sections. Thus far Mr. Sarner has told us that the 
land that they built these sections on was acquired by another company 
that he controlled at $2,500 an acre and sold to these corporations at 
his cost without any profit. We were going on from there. 
You don’t paren what value was put on this land ? 
Mr. Sarner. I don’t believe there was a value put on. 
Mr. Stmon. What was the capital stock of each of these 15 corpora- 
tions? 
Mr. Koniesperc. The preferred stock was 100 shares. 
Mr. Suwon. That is $100 owned by the Federal Housing Adminis- 
tration ? 
Mr. Konicsserc. The common stock was $200, no par. 
Mr. Srwon. So there was $1,000 of capital in each corporation, or 
a total of $13,000 capital ? 
Mr. Konicsserc. That is right. 
Mr. Stuon. Who constructed the buildings? 
Mr. Sarner. The Sarner & Solow Construction Co. 
Mr. Stuon. Owned by yourself and Mr. Solow ¢ 
Mr. Sarner. That is correct. 
Mr. Simon. Did you have a fixed-price contract for the construction 
of those buildings? 
Mr. Sarner. Between ourselves or between the FHA and ourselves ? 
Mr. Simon. Well, if it is different I would like both. 
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Mr. Sarner. We operated at cost to the corporation. Is that cor- 
rect ? 

Mr. Marcus. According to the FHA requirements, they set up a 
lump-sum cost ‘construction contract which was executed at the time 
of the mortgage commitment, but the corporation thereafter adopted 
a resolution amongst them that Sarner and Solow was only to receive 
the actual cost of construction. 

Mr. Stmon. Do I gather from what Mr. Marcus has said that there 
was a construction contract between Sarner and Solow and these 
corporations, that you gave a copy of it to FHA ? 

Mr. Sarner. That is correct. 

Mr. Marcus. That is correct. 

Mr. Simon. Who prepared that contract ¢ 

Mr. Sarner. Who prepared that contract ? 

Mr. Marcus. I prepared a contract in accordance with the require- 
ments of the FHA. 

Mr. Simon. What requirements, Mr. Marcus? 

Mr. Marcus. The FHA sets up what I would call a punch list, setting 
forth the various documents which they require to be prepared and 
submitted to them for approval prior to the closing of the mortgage 
loan commitment. It is passed by the attorney for the FHA. I pre- 
pare it and it is passed by the attorney. In their commitments they 
set forth what the lump-sum contract should be. 

Mr. Simon. Are you telling me that the FHA required a lump-sum 
contract ? 

Mr. Marcus. Yes, sir. 

Mr. Stuon. Was that requirement in writing or orally? 

Mr. Marcus. It is required not only orally but in writing, and it has 
to be a matter of record insofar as the mortgages and insofar as the 
FHA is concerned. 

Mr. Stwon. Can you tell me where I can find anything in writing 
about that ? 

Mr. Marcus. That is the regulations as far as I know. 

Mr. Stuon. Can you tell me what regulation ? 

Mr. Marcus. I don’t know any specific point now but there was a 
regulation which said that the contract must be not to exceed a cer- 
tain amount and it must be in writing and it must be filed and is re- 
quired not only by the FHA but by the lending institution and is a 
matter to be recorded. 

Mr. Stmon. They did require a written contract ? 

Mr. Marcus. That is right. 

Mr. Sron. But you said they required a lump-sum contract. 

Mr. Marcus. That is right. 

Mr. Srron. I would like to know where you find that requirement. 

Mr. Marcvs. I think you can check the regulations as well as I can. 

Mr. Stmon. I have checked them and I tell you I know of no such 
reculation. 

Mr. Marcus. You couldn't close a mortgage-loan commitment with 
out having a lump-sum contract. 

Mr. Simon. Without it? 

Mr. Marcus. That is correct, and I have closed dozens and dozens 
of them. 

Mr. Srwon. Could you furnish us with the regulation that said that? 
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Mr. Marcus. I can’t find the regulation if you can’t, probably, but 
I can furnish you with the list of requirements furnished by the FHA 
which says that there should be executed a lump-sum contract. 


Mr. Simon. I would be grateful if you would give me a copy of 
that. 


Mr. Marcus. I will be glad to. 

Mr. Stmon. What was the lump-sum contract for any one of these 
13 buildings or all 13 of them? 

Mr. Sarner. They were individual contracts. 

Mr. Simon. What was the amount of that? 

Mr. Sarner. They varied, depending upon the structure. 

Mr. Simon. What was the total of the 13? 

Mr. Sarner. Do you remember the figure ? 

Mr. Marcus. I don’t think we ought | to be—TI will be glad to furnish 
those things. 

Mr. Sarner. It would be an approximation of $8 million. 

Mr. Konicsperc. That was the mortgage. 

Mr. Sarner. He wants to get a picture. If we don’t give him— 

Mr. Marcus. Just amoment,Mr. Sarner. 

Mr. Sarner. George, please. I am trying to clarify and I need 
cooperation. If I can give him it approximately so we can get a pic- 
ture I want todo it. This I want to do. 

Mr. Marcus. You are not asked to be giving figures of construction 
contracts. 

Mr. Sarner. He is not asking in that spirit. He is asking for an 
approximate figure. 

Mrs. Monasrero. You can’t give him an approximate figure of the 
whole thing. You don’t have it and you can’t establish it here. 

Mr. Simon. Let me ask you a different question. What was the 
total amount of the mortgages which FHA insured on the 13 buildings ? 

Mr. Sarner. That is simple, $8 million. 

Mrs. Monasrero. Approximately $8 million, I think. 

Mr. Sraron. Was it $8, 875,000 ? 

Mrs. Monasrero. That is approximate. 

Mr. Sarner. That is approximate. 

Mr. Stmon. Was the total amount of the 13 contracts entered into 
between these 13 corporations and your construction company for 
the construction of those 13 buildings which Mr. Marcus has just 


talked about as a lump-sum contract in excess of $8,875,000 ? 
Mr. Sarner. No, sir. 


Mr. Srwon. It was less than that? 

Mr. Sarner. Yes, sir. 

Mr. Stwon. Do you know about how much less? 

Mrs. Monastero. You don’t know. 

Mr. Sarner. You would have to take each commitment and see what 
it was. 

Mr. Stmon. We have 13 separate contracts now for lump sums and 
the total of these 13 contracts was less than $8,875,000 ? 

Mr. Marcvs. You don’t know — Mr. Sarner. It is covered off-site 
improvements, too. Please, << Sarner. I will be glad to submit to 
the committee or to you, Mr. Simon, copies of these contracts if you 
would like them: and that, I think, is the best evidence. 


Mr. Stmwon. Does your accountant know whether the contracts were 
for more than $8,875,000? 
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Mr. Marcus. No; we wouldn’t know now. 

Mrs. Monastero. I wouldn’t know that now, either. 

Mr. Srmon. Then subsequently, as I understand it from Mr. Mar- 
cus, the corporation passed some resolution. 

Mr. Marcus. Modifying those contracts so the contracts would be 
on a basis of actual cost. 

Mr. Stmon. Actual cost to Sarner and Solow ? 

Mr. Marcvcs. To Sarner and Solow and Lynwood Park would ac- 
tually pay the cost of Sarner and Solow. 

Senator Benner. May I ask a question here? Were the modified 
contracts, or copies of them, submitted to the FHA ? 

Mr. Stmon. That was the very next question I was going to ask. 

Senator Bennerr. I don’t want to take it out of your hands. 

Mr. Stmon. Was the modified contract submitted to the FHA, Mr. 
Sarner ? 

Mr. Marcus. I don’t think so. 

Mr. Sarner. Not that I recall. 

Mr. Stwon. Did FHA ever know that the buildings were not built 
pursuant to the contract which was submitted to them ? 

Mr. Sarner. According to our records, the recording passed in our 
minutes, and by way of a preferred stockholder he did know even- 
tually, did he not, because our annual statements reported that, did 
they not? 

Mr. Kontessere. Our annual statements reflected the actual cost of 
the building. 

Senator Bennerr. But there is nothing that would require—I can’t 
say that categorically, but it would be unusual if you would submit a 
copy of a contract or include a copy of this modified contract in your 
minutes ? 

Mr. Marcus. Would you repeat what the Senator said, please ¢ 

(Question read.) 

Mr. Marcus. That is not so, Senator. As a matter of fact, our min- 
utes reflect a resolution to that effect. 

Senator Bennett. A resolution setting up the contract, but does 
it reflect the text of the contract ¢ 

Mr. Marcos. Oh, no. 

Mr. Suwon. Mr. Marcus, was FHA as a stockholder in the corpora- 
tion given notice of the meeting at which you modified the contract ? 

Mr. Marcus. I am not prepared to say now. I wouldn’t know at 
this time whether they did have a notice of the meeting. 

Mr. Sarner. I don’t recall that they were given notice, and I don’t 
think it was a requirement. 

Mr. Simon. So that except to the extent that they might have been 
able to learn the fact from reading the annual statement that you sent 
them, FHA had no notice of the modification of the contract. Is 
that right? 

Mr. Sarner. I believe that is correct. I know of none. 

Mr. Stmon. What was the total cost to the 13 Lynwood Park cor- 
polatinne of constructing these 13 buildings? 

Mr. Sarner. That was reflected in our statements to the FHA. 

Mr. Sron. I am informed by the FHA that those statements reflect 
the total cost of $6,662,500. Is that correct? 

Mr. Sarner. If that is the total of the statements it is correct. 
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Mr. Simon. And that shows, Mr. Sarner, that the construction costs 
were $2,426,821 less than the mortgage. 

Mr. Sarner. In approximation I believe that is correct. 

Mr. Koniespere. It sounds right. 

Mr. Srwon. And I am also advised that these 13 corporations con- 
tributed, by way of dividends, $2,588,425. 

Mr. Koniesserc. That is not true. - 

Mr. Sarner. That is not true. 

Mr. Simon. How much was contributed ? 

Mr. Kontcsrerc. Nothing was contributed as dividends. Just Mr. 
Solow’s stock was purchased as treasury stock for $1,400,000 and the 
balance is still in these corporations. 

Mr. Sarner. The balance is still there. 

Mr. Simon. Mr. Solow owned 50 percent of the stock, for which he 
paid $6,500. Is that right? 

Mr. Kontesrerc. Yes, half of the $13,000. 

Mr. Suwon. And he received $1,400,000 in return? 

Mrs. Monasrero. Approximately. 

Mr. Stmon. How long an interval was there between the time he 
put up the $6,500 and the time he got the $1,400,000 back? 

Mr. Konrasserc. I have no idea but he took that money out in 
August of 1950. 

Mr. Sarner. Before we were completed. 

Mr. Simon. And he put the money up sometime in 1949, Is that 
right ? 

Mr. Koniesperc. I don’t know, offhand. 

Mr. Sarner. This isn’t actually a true picture. Mr. Solow did ad- 
vance funds during construction which he received back. 

Mr. Stwon. How much did he advance? 

Mr. Sarner. Oh, I don’t know exactly. It may have been in total, 
advancing and getting it back progressively—it may have totaled in 
the amount of $200,000, would you say ¢ 

Mrs. Monasrero. Approximately. That is an approximation. 

Mr. Sarner. Over what I put in. We both advanced a certain 
amount of funds to begin with. This doesn’t reflect actually what was 
required. There was other capital which we started with. Beyond 
what we equally contributed he advanced beyond that about, I would 
say. an approximation of $200,000. 

Mr. Srwon. Is $200,000 the maximum amount of the advance out- 
standing at any one time? 

Mr. Sarner. No, I don’t think it was that, with what I had or beyond 
me, I am talking about. 

Mr. Simon. I would like to know for each of you what was the 
maximum advance outstanding at any time. 

Mr. Sarner. I would have to see the record on that. 

Mr. Srwon. Would you say that it was less than $20,000 for each 
of you? 

Mr. Sarner. To give you a general picture, I think it was. 

Mr. Srwon. And that was merely loaned to the company. Is that 

correct ? 

Mr. Sarner. That is correct. / 

Mr. Srson. And was repaid out of the proceeds ? 
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Mr. Sarner. That is correct. It came from the proceeds but it was 
loaned to the contracting company. It was loaned to the construction 
company. 

Mrs. Monastero. That is right, and for various expenses he would 

sdvunes $50,000 or so, and we disbursed that only after the funds 
came through from Lynwood Park paying the construction company. 

Mr. Sarner. Mrs. Monastero, is my assistant, and many of those 
transactions—— 

Mr. Srmown. Is this accurate, that the construction company was 
building the building and you and Mr. Solow each advanced working 

capital ‘from time to time which did not at any time reach $200,000 

for either of you, and that that money was repaid to each of you by 
the construction company when the building company had money to 
pay for the construction. Is that right ? 

Mr. Sarner. That is correct. 

Mrs. Monastero. Yes. 

Mr. Sarner. Only the amounts now, if I recall it, may have exceed- 
ed $200,000. I don’t know that amount. 

Mrs. Monasrerro. There are times it could have exceeded that. 

Mr. Srmon. Is it accurate to say that the only funds that ever went 
into the building corporations were the $13,000 in stock and the pro- 
ceeds of the mortgage ? 

Mr. Sarner. I think that would be correct, would it not? The only 
funds that went into it—we had money left over. 

Mr. Kontasperc. The sections. 

Mrs. Monastero. The sections. 

Mr. Stmon. The 13 corporations that owned the buildings. 

Mr. Kontessere. -I think you might have put some money in at 
that time to pay for the commitments. 

Mr. Sarner. I don’t understand the question. Would you mind 

eating it, please? 

r. Srmon. Were any funds ever put into the 13 corporations which 
owned these 13 buildings other than this $13,000 of capital and the 
proceeds of the mortgage ? 

Mrs. Monastero. Yes. 

Mr. Stmon. What was that? 

Mrs. Monastero. The amount I can’t give but definitely there have 
been funds put in there to meet payments for the FHA when the 
closing fees, and so forth, came due. 

Mr. Sarner. And working capital. 

Mr. Sruon. Who advanced those funds? 

Mr. Sarner. I guess Solow and I did. 

Mr. Srwon. Asa loan to the corporations ? 

Mr. Sarner. That is right. 

Mr. Srmon. And that was all repaid ? 

Mr. Sarner. That is right. 

Mr. Stmon. What about the cost of the land? Where did the corpo- 
rations get the money to pay the cost of the land ? 

Mr. Sarner. How was that handled, Dave? 

Mr. Kontessere. Apparently ultimately they got it. Since they 
only contributed $1,000 they must have got it 

Mr. Sarner. The question is, where did the money come: from? 
Solow and I put up the money to purchase the land, didn’t we? 

Mr. Kontesserc. That is true. 
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Mr. Sarner. And we were paid back, weren’t we? 

Mr. Marcus. Lynwood Park was paid back. 

Mr. Kontcsperc. The source 0% the funds to pay that back must have 
come from the FHA proceeds. 

Mr. Sarner. Not the source. The source came from us. We were 
paid back from the proceeds of the mortgage at our cost. Is that cor- 
rect § 

Mr. Kontesserc. I am looking at the end result. 

Mr. Marcus. He wants the picture so that he can understand it from 
its inception. 

Mr. Sarner. Do you get what I am saying? 

Mr. Sruon. Do I understand correctly that the proceeds from this 
FHA mortgage of $8,875,000 was sufficient to reimburse you and Mr. 
Solow for all the advances you made for FHA, filing fees, and so on ¢ 

Mr. Sarner. That is correct. 

Mr. Srvon. It reimbursed whoever put up the money to buy the 
land for the cost of the land ? 

Mr. Sarner. That is correct. 

Mr. Simon. It paid in full the construction company for all the 
costs of construction and it still had approximately $2,400,000 left 
over ? 

Mr. Sarner. That is correct, sir. 

Mr. Srwon. And then the corporation itself bought Mr. Solow’s half 
of the stock for $1,400,000, approximately ¢ 

Mr. Sarner. Approximately. $1,300,000. 

Senator Bennerr. Which corporation, Mr. Simon? 

Mr. Stmon. The 13 building corporations. 

Senator Bennert. Each corporation bought part of it or was that 
million four hundred thousand spread over these 13 corporations ? 

Mr. Sarner. May I give you a little history of this so you can get 
the picture here ¢ 

Mr. Simon. Answer the Senator’s question. I take it that it was 
spread over the 13 corporations. Was it not? 

Mrs. Monasrero. Yes. 

Mr. Kontcsperc. Spread over, yes. 

Mr. Sarner. Solow and I came to a disagreement on policy before 
the completion of Lynwood Park. I was the builder. Lynwood Park 
was not completed. So it was decided that he would sell his stock to 
the corporations. This was the transaction. 

Senator Bennett. Did he sell out of the building company as well 
as the—— 

Mr. Sarner. He sold everything. He sold Teaneck Gardens. This 
was a severance of complete relationship. 

Senator Bennett. Was the $1,400,000 that part of the severance 
which related only to Lynwood Park? 

Mr. Sarner. No. It included the land in the back, Teaneck Gardens, 
all in which we were associated. 

Mr. Srwon. How much did he get for his stock in these 13 corpora- 
tions? 

Mr. Sarner. I would have to look up the record and give you the 
specific amount. 

Mr. Koniesnerc. Somewhere maybe about $120,000 less than that. 
In other words, the other would take care of Teaneck Gardens. 

Mr. Sarner. The land is in there, too. 
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Mr. Suwon. Is the land approximately $200,000 ¢ 

Mr. Koniesseru. That would be substantially correct, $50,000 one | 
way or the other. 

Mr. Stmon. Is there any coincidence in the fact that the mortgaging 
out was $2,400,000 and that you paid him half of that? 

Mr. Kontessere. It is a coincidence that it worked out that way 

Mr. Sarner. But it was not based on that. 

Mrs. Monasrero. No reflection. 

Mr. Srmon. Mr. Sarner, how long an interval elapsed between the 
time you signed this lump-sum contract for the construction of the 
building and the time the corporations adopted a resolution modifying 
the contracts ¢ 

Mr. Sarner. I wouldn’t know that. I think that was left in my 
accountant’s and lawyer’s hands. When was that? 

Mr. Kontessere. I wasn’t the accountant at that time, but it was my 
understanding that is what was going to happen from the inception. 

Mr. Marcus. That is correct. 

Mr. Srmon. At the time you drew the lump-sum contract it was then 
your intention to modify it a short time later? 

Mr. Sarner. That is correct, to do the work for cost. 

Mr. Stwon. Why, then, did you prepare the lump-sum contract and 
give it to FHA and not tell them that you had the intention of doing 
away with it? 

Mr. Sarner. This is my lawyer and he says it was required by the 
FHA. 

Mr. Srwon. Can you help us on that, Mr. Marcus, on why you did 
something that you intended not to fulfill ? 

Mrs. Monastero. Mr. Simon, if I may, it is hardly a point of 
whether they could fulfill it if they were going to do it at cost. There 
was nothing to guarantee that the cost wouldn’t exceed the lump-sum 
contract which was submitted. 

_ Mr. Simon. Obviously. The only question I am trying to find out 
1s——— 

Mr. Marcus. His remark was directed to me. 

Mrs. Monasrero. I amsorry. 

Mr. Srmon. If you didn’t intend to build it on a lump-sum basis why 
did you give the FHA a lump-sum contract ? 

Mr. Marcus. Let me get this straight. As part of the requirement 
for the closing of a mortgage loan commitment the FHA requires, as 
well as the lending institution and the title company, that certain 
papers and documents shall be prepared and submitted for approval 
and execution at the closing. There are some 37 different items re- 
quired. 

One of the items required is a lump-sum contract which is to be put 
on record, and in the State of New Jersey that is almost a necessity in 
order to prevent mechanics’ claims. 

In addition thereto, you are required to submit and file a building- 
loan agreement between the lending institution and the borrowing cor- 
poration. The lump-sum contract figure is given to you by FHA. 
You cannot vary that figure. 

Mr. Srtmon. I am not sure-I understand that. You say that FHA 
tells the sponsor what he has to pay for building the building? 

Mr. Marcus. Yes. A lump-sum figure is given by the FHA. They 
determine it on a project analysis as well as the working capital. 
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Mr. Srmon. I want to make sure we don’t misunderstand each other. 

Mr. Marcus. The FHA will submit to me what figures should be in- 
cluded in a lump-sum contract. I don’t get it out of the air. 

Mr. Sruon. The FHA issues a commitment telling you the amount 
of a mortgage which they will guarantee ? 

Mr. Marcus. That is right. 


Mr. Stmon. And that figure is 90 percent of what FHA estimates 
to be the replacement cost of the building? 


Mr. Marcus. That is right, or they do it either on replacement or 
sometimes the c apitalization. 

Mr. Sarner. But this was on replacement. 

Mr. Marcus. He is asking me now generally. 

Mr. Sarner. All right. , 

Mr. Srwon. But in addition to issuing a commitment as to how big a 
mortgage they will guarantee, which is based on 90 percent of their 
estimate of the replac ement cost, are you saying that they also tell 
you how much the sponsor must pay the construction company for 
the building? 

Mr. Marcus. Yes. They submit a figure and give you a breakdown 
of that cost. 

Senator Bennerr. Is that the same figure as their estimate on which 
their 90 percent mortgage is based ? 

Mr. Marcus. Generally it is. 

Mr. Smron. Can you furnish me with something in writing that 
indicates that FHA told you how much the contract had to be for? 

Mr. Marcus. Oh, sure, I can furnish it. 

Mr. Stwon. All right. 

Mr. Marcus. Not only on this project but in numerous projects. 

Mr. Staon. So if I understand this correctly, FHA told you that 
the lump-sum contact had to be for a particular amount ? 

Mr. Marcus. That is correct. 

Mr. Stwon. And your people didn’t ever intend to build the 

Mr. Marcus. I don’t know what they intended. It may have cost 
more or less, se for all we were concerned that was the requirement. 

Mr. Sarner. May I, Mr. Simon—— 

Mr. Srvon. Just one second. My point is that they didn’t intend 
to build it for that amount. Cost-plus might have been more or 
less-—— 

Mr. Marcvs. Insofar as the construction contract is concerned, the 
actual cost may be far in excess of the cost of the lump-sum contract. 

Mr. Srwon. Or it might have been less. 

Mr. Marcus. Or less depending upon the circumstances. 

Mr. Srron. But when they signed this lump-sum contract it was not 
their intention to build it under that contract 4 

Mr. Marcus. I don’t know whether it was or not. In this case they 
modified it. 

Mr. Sarner. Mr. Simon, may I qualify Mr. Marcus? Mr. Marcus, I 
think, has closed more FHA commitments in the State of New Jersey 
than any three attorneys. I would voice here that I think it exceeds a 
hundred commitments. Is that correct 

Mr. Marcus. Easily. 

Mr. Sarner. So he is qualified as a closing attorney. He knows of 
what he talks as far as the requirements. “In closing so much and 
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knowing what he is talking about he may be stating a fact which may 
not be clear to you but very simple and clear to him, and I think this 
is where the diflic vulty is getting in. 

Mr. Marcus. We are not getting into difficulty. 

Mr. Sarner. I have found this a number of times in talking to me. 
They say to me, “What do you mean?” This was my first one. This 
was my reaction. I went to a mortgage company. I am a builder. 
They said to me, “Look, we tell you w hat the cost is. 

I said, “How the hell can you tell me what my cost is?” 

He said, “That is the way we do it.’ 

I said, “How do you know the cost? I am the builder. How do you 
know the cost?” 

This was paradoxical to me. 

Mr. Suwon. Mr. Sarner, do I understand that when this lump-sum 
contract was signed and presented to FHA it was your intention to 
actually have the building constructed under a cost-plus contract ? 

Mr. Sarner. That isso. If it cost more or less it would have reflected 
to the nanan of the corporation. 

Mr. Smmon. What amount of cash does this corporation now have 
on hand ¢ 

Mr. Sarner. What corporation ? 

Mr. Stmon. The 13 Lynwood Park corporations. 

Mr. Sarner. That is reflected 

Senator Bennerr. Before you leave that, may I ask another ques- 
tion. Was this subsequent contract which was set up by resolution of 
the directors a net-cost contract or a cost-plus contract ? 

Mr. Sarner. Net cost. 

Senator Bennett. So there was to be no profit to the building 
company ¢ 

Mr. Sarner. No profit to the building contractor whatsoever. 

Mr. Simon. Were there any income-tax considerations in that, Mr. 
Sarner ¢ 

Mr. Sarner. If the construction company made no money on its 
contract, whatever the net cost would be, this would be reflected. 

Mr. Sron. Were income tax considerations a reason for that ? 

Mr. Sarner. I don’t know. Whatever cost this company had it 
handed over to this other company. My accountant can answer that. 

Mr. Koniasperc. The object in charging these things at cost was 
to leave everything for—it was for a practic “al reason, 

Mr. SarRNeER. May I clarify a point here, too? This is the point that 
we overlooked. It was a condition of the FHA that a sponsor could 
not be a builder as one. He had to be a sponsor and an entity unto 
himself. The builder had to be a contractor, an entity unto himself. 
So in effect a builder could not be the sponsor even if he wanted to. 

Mr. Stmon. Let me ask you the reverse of that. Do you know any 
reason why the sponsor could not be the builder? 

Mr. Sarner. Yes. That was a regulation. As an individual you 
could not but he had to be a corporation after it exceeded a certain 
amount. 

Mr. Srmon. Do you know of any reason why these 13 corporations 
could not have of themselves built these buildings by directly entering 
into contracts with a subcontractor ? 

Mr. Sarner. That could not be. 

Mr. Srmon. Can you tell me what regulation it is? 
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Mr. Marcus. That isthe regulation. It is a requirement. 

Mr. Sruon. Would you give me a citation of that? That is the 
third citation of regulations that you are going to give me. 

Mr. Marcus. I will send you a copy and I think the directives ought 
to be made available to you by the FHA. 

Mr. Srwon. I have the regulations but I know of no requirements 
stating that. 

Mr. Marcus. It may be a requirement of the local director. There 
may have been a local requirement of the particular State director, 
but that is the way it was worded. I can understand the reason for it, 
too. 

Mr. Srwon. I would be grateful if you could show me where it 
says that. 

Mr. Sarner. Why not cite the reason ? 

Mr. Marcus. The reason for having a separate entity is that they 
felt under the mechanics’ lien law in the State of New Jersey that 
an owner, if he built the project without filing a written contract, 
would be subjecting the building to mechanics’ liens and would be 
jeopardizing the rights of the mortgagee as well, because there would 
then be a question of proper advancements, proper payments, and so 
forth. Where you have a separate and distinct contract it is notice 
to creditors just what they could expect and what they should expect 
out of this project. The corporation would then only be liable for 
the payments under the contract. If he makes the advances under 
the building loan, the lending institution is protected against me- 
chanics’ liens. 

Mr. Sarner. Isthatclearto you! Itisnot tome. 

Senator Bennetr. It is to me. 

Mr. Sarner. George, look, please. You hold your horses, too. 

Mr. Stuon. We will get Mr. Marcus to explain that to you on the 
way home. 

Mr. Sarner. I don’t mind if it is clear to you, but it is not clear to me. 

Senator Bennett. This is not particularly important. 

Were you working with the New Jersey office of the FHA or the 
New York office? 

Mr. Marcus. New Jersey office. 

Senator Bennerr. The construction company of Sarner & Solow 
is still in existence ? 

Mr. Sarner. No, sir. 

Senator Bennett. Was it liquidated when Mr. Solow pulled out? 

Mr. Sarner. It wasn’t liquidated but at the time of separation it 
was agreed that Solow’s name would be dropped from it within a 
period of 6 months, or something like that. 

Mr. Stwon. Is the company still in existence ? 

Mr. Sarner. Yes. 

Senator Bennerr. That isthe point I wanted to get. 

Mr. Marcus. The charter is amended so it is now Sarner Construc- 
tion Co. instead of Sarner & Solow. 

Senator Bennett. It still is in existence ? 

Mr. Sarner. That is right. 

Senator Brnnerr. And is active in the contracting business? 

Mr. Sarner. It is inactive presently in the contracting business. 

Mr. Srmon. At the time of the construction of these buildings what 
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was the approximate amount of the assets of the Sarner & Solow Con- 
struction Co. ¢ 

Mr. Konisserc. Whatever they were they were nominal because 
they were constructing at cost, and the only capital required was just 
to get the project sté arted, which would be loans from the interested 
principals. 

Mr. Srwon. Was it created for the sole purpose of building these 
buildings? 

Mr. Sarner. It was created for the purpose to build the buildings, 
that is true, and it was a requirement of the FHA. But let me clarify 
something, if I may. 

Mr. Stmwon. What I am trying to find out is whether it had merely 
nominal assets and was a paper corporation or whether it was a real 
construction company. 

Mr. Sarner. It was a real construction company because I qualified 
itasaconstruction company. Iama builder. 

Mr. Simon. What were its assets, in rough figures ? 

Mr. Sarner. The assets in rough figures were the assets of the 
principals. 

Mr. Simon. Wait aminute. Thisisacorporation. I would be glad 
to have you go ahead, but first will you tell me what were the assets 
of the corporation. 

Mr. Sarner. They would be reflected in the books. I wouldn't 
know. 

Mr. Srwon. Roughly speaking, were they $1 million or $50,000? 

Mr. Sarner. I wouldn’t know. I think they were negligible for 
the reason that I want to give to you. 

Senator Bennerr. May I ask a question at that point? Something 
was said earlier about the fact that at the time of the dissolution cer- 
tain funds were made to Mr. Solow for the Teaneck properties. 

Mr. Stmon. That is another project, sir. 

Senator Bennerr. Did Sarner and Solow build the Teaneck place ? 

Mr. Sarner. Yes, sir. 

Senator Bennett. The same building construction company did 
both — 

Mr. Sarner. Yes, sir. Now, may I show you this. Sarner and 
Solow were two principals who had equal interests in Lynwood Park, 
Teaneck Gardens, in everything they had. The construction company 

was a vehicle by which it complied with the FHA requirement, but 
in essence the two remained as one so there was no point in making 
a profit by the construction company and taking it out of this pocket 
and putting it in this pocket. For simplicity it was kept and reflected 
all in the owning corporations. 

Mr. Stow. What you are saying is that you and Mr. Solow decided 
to construct this project and you created a construction company with 
nominal assets and then you created 13 building companies with 
nominal assets. 

Mr. Sarner. That is correct. 

Mr. Suwon. Who put up the $13,000 that went into these 13 cor- 
porations? 

Mr. Kontcsperc. You put that up yourself. 

Mr. Sarner. The books reflect that. 

Mr. Stmon. Did you personally put up $6,500 ? 

Mr. Sarner. My accounts would reflect that. 








442 FHA INVESTIGATION 


Mr. Simon. Was that your own money, Mr. Sarner ? 

Mr. Sarner. I would say it was. 

Mr. Srwon. Where do your two brothers come into the picture / 

Mr. Sarner. Now Lhave to go back further. 

Mr. Konicsserc. They have only asmall interest. 

Mr. Sarner. They have a 10 percent interest. 

Mr. Simon. When did they acquire that ¢ 

Mr. Sarner. Maurice put up 20 percent of my money, did he not? 

Mr. Konicspere. Something like that. That is right, 20 percent of 
the total. 

Mr. Sarner. 20 percent of what I put up. Then when we had en- 
hanced our capital, from there we moved over to Lynwood Park. 
When we moved over into Lynwood Park I made no further require- 
ment of my brother. The same 20 percent carried over there. 

Mr. Smmon. Are you saying that he advanced to you for the Teaneck 
property 20 percent of the capital you needed and in return for that 
you gave him 10 percent of Lynwood ¢ 

Mr. Sarner. I gave him an equivalent to my interest in Lynwood. 

Mr. Stmuon. What is the approximate date 

Mr. Sarner. I have another, brother, so I don’t want to be deceptive. 
So that my other brother was left out in the cold. We started the 
business sometime before, and my other brother wanted to go out. 
So Maurice said I had done this to him and I said to Maurice, “Now 
look, this you have gotten, and now give him half of yours, not only 
in Lynwood Gardens but in Teaneck. 

Mr. Srwon. When was this, after the buildings were built ? 

Mr. Sarner. No; during this. This was done. Then when Solow 
went out the interest remained the same. Do you follow? This is how 
it came about. 

Mr. Srwon. What is the approximate amount of cash in the hands 
of these 13 corporations at this time 

Mr. Sarner. It would be reflected by the statements. The capital 
has been enhanced. 

Mr. Koniesserc. The cash fluctuates. 

Mr. Srmon. Is it over $1 million ? 

Mr. Koniesperc. The cash ? 

Mr. Simon. Yes. 

Mr. Kontespere. I don’t think so. 

Mr. Suwon. It isn’t ? 

Mr. Kontaspera. No. 

Mr. Stmon. Are the companies making money ? 

Mr. Kontaspera. Yes. 

Mr. Srwon. You had roughly $2,500,000 surplus from the mortgage 
and you paid $1,200,000 to Mr. Solow, which would leave roughly 
$1,300,000. What happened to that $1, 300 ,000 2 

Mr. Konicsperc. Well, most of that went—it was loaned to the busi- 
ness center at 5-percent interest. 

Mr. Sruon. What is the name of the business center ? 

Mrs. Monastero, Lynwood Park Business Center. 

Mr. Koniessere. Section 1. 

Mr. Sarner. There were two of them. 

Mr. Suston. How much did each of them borrow from this ecm- 
pany ? 

Mr. Sarner. This is section 1. 
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Mr. Kontespere. It is unequal amounts. I don’t recall the exact 
breakdown. 

Mr. Marcus. One corporation is incorporated, and the other is Lyn- 
wood Park Business Section No. 1. 

Mr. Stuon. What is the total amount that the two corporations—— 

Mr. Konicsserc. Somewhere close to the figure you derived. I 
don’t know exactly. We can get that information. It is easy enough. 

Mr. Simon. Of the $2,500,000 roughly speaking, that you mort- 
gaged out here, roughly $1,200,000 went to Solow and roughly 
$1,300,000 was loaned to these two business center corporations ? 

Mr. Koniesserc. Approximately. 

Mr. Sarner. A million two. Actually, what went to Solow was 
$1,333,000. 

Mrs. Monastero. No. He is speaking of the Lynwood Park thing. 

Mr. Srvon. As I understand it, $1,200,000 is what came out of 
these 13 corporations. 

Mr. Sarner. I see. 

Mr. Simon. And the other $130,000 was the construction company 
and the vacant land. Is that right? 

Senator Bennerr. Mr. Simon, maybe I am about to anticipate an- 
other question of yours. Does Mr. Sarner own the two business cor- 
porations ¢ 

Mr. Srwon. Who are the stockholders in these two business cor- 
porations ¢ 

Mr. Sarner. The same, my brothers and myself, in the same ratio. 

Mr. Smrwon. And what was the capital put into these two corpora- 
tions ? 

Mr. Kontespere. $10,000 each. 

Mr. Srmon. And then they borrowed roughly $1,300,000 from the 
other corporations ? 

Mr. Konicsserc. Approximately that. Somewhere over $1 million. 

Mr. Srvon. I take it in addition to that they have a conventional 
mortgage on the buildings? 

Mr. Konicsperc. It is represented by serial notes maturing annually 
over a period of 20 and 25 years. 

Mr. Sarner. You didn’t answer the question, Dave. There is no 
mortgage on it. The building is free and clear of any mortgage. 

Senator Bennetr. Are the buildings kept up and operating ? 

Mr. Sarner. Yes, sir. 

Mr. Srwon. Is that.a profitable venture? 

Mr. Sarner. Yes, sir. It has a gross rent of over $200,000. 

Mr. Simon. Each of the 13 corporations that were in the section 
608 project is profitable, too. Are they ¢ 

Mr. Sarner. Yes, sir. 

Mr. Suwon. And I take it this business center is adjacent to it ? 

Mr. Sarner. That is right. One helps the other. It makes the 
apartments more valuable because it makes shopping simpler and 
makes the business center better because we have customers right there. 

Mr. Suwon. Was it your intention at the time you applied for the 
FHA loan or guaranteed loan on these 13 corporations to build this 
business center ? 

Mr. Sarner. They made it a requirement. 

Mr. Stmon. They did make it a requirement? Is that in writing? 

Mr. Sarner. Yes, it is in the commitment. 


50690—54—pt. 1———29 








444 FHA INVESTIGATION 


Mr. Suwon, Did you contemplate at the time using the funds of the 
mortgage to build a business center ? 

Mr. Sarner. No, I did not. That was only an after consideration. 
The shopping center was built after the buildings were completed. 

Mr. Simon. When you applied for the mortgage, I wondered 
whether you included 

Mr. Sarner. We had no way of knowing. 

Senator Bennerr. When you applied for the mortgage did you 
know you would have to build a business center ¢ 

Mr. Sarner. Yes, sir. Not when we applied. It was later made a 
part of the commitment. 

Senator Bennerr. Before the commitment was issued you agreed 
to build a business center ? 

Mr. Sarner. That is so. 

Mr. Stmon. Was that commitment that you would build a business 
center financed by your own funds or out of the mortgage ¢ 

Mr. Sarner. ‘There was no condition how it was to be financed. It 
was that we were to build it. 

Mr. Sruon. Was it contemplated that you would get enough money 
out of the mortgage on the homes to build the business center ¢ 

Mr. Sarner. No,sir. How would we know that ? 

Mr. Simon. That is what I am trying to find out. As a matter of 
fact, my next question is, Can you explain to us how on an $8,800,000 
mortgage which was supposed to represent 90 percent of the replace- 
ment cost of the property you could mortgage out $2,500,000 ? 

Mr. Sarner. Well, there’s 1 or 2 reasons, that we were efficient and 
honest. That is the explanation. 

Mr. Stmon. When you submitted your estimates to the FHA 

Mr. Sarner. I never submitted an estimate to the FHA. Mr. 
Marcus voiced to you that FHA told us what it was going to be. 

Mr. Stmon. Did you file an application for a loan ¢ 

Mr. Sarner. No, sir. I filed it through a mortgage company, not 
direct. Here is my understanding of it. I don’t know whether you 
have the same understanding. Certain approved mortgage com- 
yanies which the FHA recognizes—these companies go out and solicit 
faieaia and say, “Look, we are connected with a real-estate company” 
or whatever it is. “We will get you a loan.” You are a builder and 
they come and look for business. “We can get you a loan for so much 
if you will build such a type of project.” 

Mr. Sron. Is that what happened here, that a mortgage company 
came to you and said they mah get you a loan if you would build 
the building? 

Mr. Sarner. That is right. 

Mr. Staon. What company was that? 

Mr. Sarner. The Alexander Summer Mortgage Co. 

Mr. Simon. Did they tell you how much it would be? 

Mr. Sarner. Approximately. 

Mr. Srwon. Did you ever sign an application for an FHA mortgage 
commitment ? 

Mr. Sarner. I believe so. 

Mr. Srwon. Are you familiar with the form, Mr. Sarner? 

Mr. Sarner. I wouldn’t know. When you say I signed an appli- 
cation, if it had to be signed I signed it. 

Mr. Srwon. Did you read it before you signed it ? 
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Mr. Sarner. I don’t recall. Imay have. I probably did. 

Mr. Stmon. There is one section of the application which has a 
number of places to fill in the requirements of the building corpora- 
tion, and by requirements they break it down into the estimated cost 
of the building, the estimated cost of the land, and the estimated cost 
of each item. 

Mr. Sarner. I don’t recall such a form. I will see if it is in our 
files. 

Do you recall such a form ? 

Mrs. Monasrero. I don’t think that you signed except to attest. 
Most of them were signed by Mr. Solow as president of the corporation. 

Mr. Sarner. Well, that is a technicality but it has to be signed by 
the corporation, doesn’t it ? 

Mr. Simon. No. They could be signed by the sponsors, and in some 
cases they were signed before the corporation was incorporated. 

Mr. Sarner. I would have to trace back my records to confirm or 
deny what you say because I have a vague recollection of the mortgage 
application. Whether I signed it or the mortgage company signed 
it, I don’t know. 

Mr. Stmon. You both had to sign it? 

Mr. Sarner. I don’t know. ‘Truthfully, right now if I saw it, it 
might refresh my memory. 

Mr. Simon. Can you give me any other explanation, other than that 
you were efficient and honest, why you could get a loan which at 90 
percent totaled almost $9 million and build the building for $2,500,000 
less than the loan ? 

Mr. Sarner. Well, do you want my explanation for it ? 

Mr. Stmon. Yes. 

Mr. Sarner. I have been thinking about this, and I don’t mean to 
be facetious here but it seems to me that rather than look at what I 
have made here it is for you to look back at what was established in 
the law as being correct. 

Now, there was established in the law as being correct a loan of so 
much per apartment, whatever the loan was. 

Mr. Simon. Those were ceilings, Mr. Sarner. 

Mr. Sarner. They were ceilings, I grant you that. Those ceilings 
were established on a certain cost of a certain period. As the cost 
raised, you see, then the ceiling came below the cost of the company. 
This is the general belief, in the conception of the law. 

Now, if this was right, the norm was right, not to exceed that, if 
it was the maximum, it is not wrong for us to make the money but to 
see what was wrong with that norm. If that norm was right and was 
correct at the time it was made, then there is no other explanation, 
that we must have been efficient and good builders and honest to so 
reflect it. There is no other answer that I can see. 

Senator Bennett. I think again we should emphasize in the rec- 
ord here that that was the limit. That was not the norm. That was 
the ultimate. That was the top ceiling. 

Mr. Sarner. That was the top ceiling, I grant you that. This is my 
understanding and I am not talking authority beyond this. I am talk- 
ings I tried to see this thing, why we did it. 

‘ou asked me why we did it. As we see it and as I know we went 
along, later there were escrows required which indicate that the mort- 
gage—the norm was below the-—— 
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Senator Bennerr. You keep using the word “norm.” There is 
nothing in the law about norm. The only thing is the ceiling. 

Mr. Sarner. The celing became the norm, let us say. 

Senator Bennertr. I think that is an assumption that the law does 
not bear out. The ceiling is still the ceiling. 

Mr. Sarner. The ceiling is that point. However, the ceiling, we 
can say, was adopted as the norm by the mortgage companies. Then 
when they came to me and said, “Look, we will get you a loan if you 
build on this part, on this piece of property, at $2,000 a room,” this 
is what we went to see. This made it interesting to us. O. K. So we 
were—I am not giving you exact figures. Maybe it came out instead 
of $2,000 a room maybe $1,850 a room, or instead of $8,000 an apart- 
ment it may have come out seven thousand and-some-odd dollars an 
apartment. So that if it could not exceed the ceiling, as you voiced, 
then the ceiling was used as the norm by the FHA. Let’s voice it that 
way. 

Mr. Srwon. Mr. Sarner, could you comment also on the fact that 
another provision of the law says that the mortgage could not exceed 
90 percent of the estimated replacement cost. 

Mr. Sarner. I am not quoting the law. 

Mr. Simon. You have to put the two together. 

Mr. Sarner. You wanted to know why I did it. 

Mr. Sron. What I want to try to get is that the law does fix these 
ceilings that you have referred to, but it also has the 90-percent factor. 

Mr. Sarner. The ceiling in effect is 90 percent. 

Mr. Simon. The law said that the mortgage could not exceed 90 
percent of the estimated replacement cost of the building, which is 
a separate ceiling from the unit cost that you were talking about. 

Mr. Sarner. I don’t want to miss my train of thought. Now, we 
developed these buildings and this was the replacement value. I can 
take a tailor and maybe out of a piece of cloth he can only cut one suit. 
Maybe a better man can cut a suit anda half. But that we were able 
to cut more than one suit out of it apparently is evident. 

Now, I don’t think whether we are that much good—I would like 
to think we were that much better. However, these mortgages then 
were bid for and the values were there by the savings bank, and on 
Teaneck we got 5 percent over our mortgage and in Lynwood Park 3 
points over our mortgage. Does that not reflect the value, irrespective 
of what we produced ? 

If I can produce this suit you are wearing for $5 but the best you 
can buy this suit for is $100 some place, and then I can sell it to you for 
$25, it doesn’t change the suit, does it 

Mr. Stmon. Except that wasn’t what Congress put in the law. 

Mr. Sarner. I know but I am trying to give similarly—there are 
differences in efficiency in every person. My method may be on this 
job I invented a piece of hardware that I say was inestimable in cost 
saving, made a better job, and more efficient for less cost. Yet I got a 
better commodity for less cost. 

This is my business as a builder, not to do a lesser job for less cost 
but a better job for less cost, is what I see. 

Mr. Simon. Mr. Sarner, I believe you said you got a 3-percent. 
premium on Lynwood, 

Mr. Sarner. Yes, sir. 

Mr. Simon. That would be about $300,000? 
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Mr. Sarner. Whatever you want to figure. 

Mr. Srwon. Do you have an opinion as to why the mortgage com- 
panies were willing to give you a three percent premium on the mort- 
gage? 

a Mr. Sarner. That is their business. I am not a banker. I don’t 
know. 

Mr. Stmon. Have you ever made during this period mortgages that 
were not insured by the United States Government ? 

Mr. Sarner. I have been in the real-estate business and associated 
contracting business since I have been 17 years old, and I am 46 now. 
29 years. I have made mortgages on other occasions. 

Mr. Stwon. During this period do you know of anybody who got a 
3 percent premium on a mortgage not guaranteed by the Government ? 

Mr. Sarner. I don’t know. I don’t know of any. 

Mr. Srmon. Is it fair to say that the reason you got a premium of 
$300,000 for the mortgage was because it was an, obligation of the 
Government ¢ 

Mr. Sarner. I don’t know whether it is fair or unfair. Maybe it 
reflected the value. Maybe it was fair in the reflection of its value. 
But I could sell these buildings presently and realize a profit which 
would be indicative that the value is greater than the mortgage. 

Mr. Stmon. I take it that all building costs have gone up since 1949, 
haven’t they ? 

Mr. Sarner. Since 1949? I don’t know. I would assume they did. 

Mrs. Monastero. These were completed in 1950 and since then—— 

Mr. Stmon. Your applications were filed in 1949 and the FHA com- 
mitment was made in 1949. Isn’t that right? 

Mr. Sarner. That is of record. It is approximately right. 

Mr. Srmon. It is true that building costs have gone up since 1949, 
isn’t it? 

Mr. Sarner. I don’t know if it is true. Basically they have not gone 
up. If you are going to get philosophical with me, I can’t say it is 
true. The cost has remained the same. The supply and demand have 
changed. 

Senator Bennertr. Wait a minute. I am in the building business, 
too. I am in the building supplies business, and it is my guess that 
the costs have gone up at least 25 percent since 1949. You don’t buy 
lumber today at the price you bought it in 1949. Haven’t you done 
any building since you built Lynwood Park ? 

Mr. Sarner. Not since I finished the business, Senator. 

Mr. Marcus. What territory are you referring to, Senator? 

Senator Bennerr. The national price levels move more or less in 
the same direction if not to the same extent. 

Mr. Marcus. I bought lumber in 1953 for less than I paid in 1950 
on a job. 

Mr. Sarner. That is the point I was trying to make. 

Senator Bennerr. Hasn’t lumber gone up since 1950? It may have 
gone down again under different circumstances. 

Mr. Marcus. I bought plumbing and heating for less in 1953 than 
I paid in 1950. 

Senator Bennett. Weare talking about 1949 now. 

Mr. Sarner. In 1949 I believe I bought lumber at approximately 
$70 athousand. The market price was somewhat around $100 but there 

vas a dip. I hit the dip. There was a dip, if you recall. 
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Senator Bennetr. There was a depression. There were 31% million 
unemployed in 1949, and as soon as the Korean War came all prices 
went up. 

Mr. Sarner. I did it in this dip, you see. Not that I planned the 
dip but I was fortunate. 

Senator Bennerr. But Mr. Simon asked you the question whether 
or not building costs had not gone up since 1949, The fact that you 
say there was a dip is an indication that they have gone up. There 
was a low point in 1949. 

Mr. Sarner. I don’t know if it has dipped down lower now. I am 
not building, but I understand they are way down now. So you say, 
is it not true. I can’t say it is true because I don’t know. It sounds 
like they did, but I don’t know it right now if they are lower than 
1949 or higher than 1949, 

Senator Bennert. This is very interesting to me bacuse you have 
done the best you can to explain to us that you are an efficient builder, 
you understand the business, but as soon as we start to talk about the 

usiness since the building of these apartments you don’t know. 

Mr. Sarner. Because I haven’t done, truthfully, any construction 
work. Not 1 hammer or 1 nail has been driven since I have erected 
these buildings, the business center, which was an approximation at 
that time, so I can honestly say to you I don’t know because I haven’t 
purchased. So this is the truth. 

Senator Bennetr. You don’t know the general facts about the 
building industry ? 

Mr. Sarner. If I listened to what everybody told me when I am 
going to build, I would never build. They say the unions and this and 
that, and I would never build. So one starts out for himself and ob- 
serves for himself and says “What was the hazard to another guy be- 
comes simple to me.” 

I never let this influence me, Senator. This is my sincere effort in 
doing it. When I go into something I ask nobody for their advice. 
This is my job to do and this I seek to do to the best of my ability, and 
what another fellow broke his neck on and where I built in rock and 
cut sewers in 18 feet of solid rock everybody said I was crazy. It was 
crazy to buy the land. The land was purchased that cheap they feared 
TY walked into it. But I solved the problem. Had I listened to the rock, 
and this and that, I would have never built. 

Senator Bennett. You are saying a lot of things that don’t answer 
the question. I think you are answering the question by indirection. 

Mr. Sarner. I am trying to give you what my feeling—the way I 
approach a problem. If you told me today costs went up, I wouldn’t 
concern myself with that. I would take my cost of 1949 and I would 
try—this I know I did well, by reflection, and I would try to get the 
cost where I couldn’t—I would try to find some way to do it. If I 
couldn’t buy lumber in this market here I would go to California if my 
quantity was good enough. But I would seek a market 

Senator Bennetr. This is all just smokescreen. You are not answer- 
ing the question directly, but you have answered it to my satisfaction. 

Mr. Sarner. I am trying to answer your question directly by what I 
endeavor to do in my business. 

Senator Bennett. Your direct answer is you do not know whether 
costs are higher today than in 1949. 
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Mr. Sarner. Because I have not built since the business center. This 

s the I reason. Had I built I could have had a comparison in truth and 
oad “Today it cost me so much and in 1949 it cost me so much.” 

Senator Bennerr. Today you are no longer a builder but an opera- 
tor of a series of apartment buildings ? 

Mr. SARNER. That i is correct. 

Senator Bennetr. All right. 

Mr. Srwon. Mr. Sarner, do you draw a salary from any of the Lyn- 
wood Park cor porations! 

Senator Bennerr. May I get back to one other question? I am 
going to have to leave in a minute. I would like to have the cit ation 
yut in the record which required them to build the shopping centers. 
I would like to have the letter from the FHA or the regulation of 
FHA, because that certainly isn’t in the law. 

Mr. Stmon. There are four things, Senator, that I am hoping they 
will give us: The regulation of the “FE H A that says they had to have a 
lump- sum contract and the letter from the FHA telling them how 
much the contract had to be, the regulation of the FHA that said the 

sponsor couldn’t be the builder, and the letter from the FHA that said 

1ey had to build a shopping center. 

Mr. Sarner. Senator, may I enlighten you, possibly, on why they in- 
sisted upon it, and I think they were right in insisting upon it. 

We built this up in the woods. There was no shopping available 
nearby. They figured if there was no place to shop for these people 
we wouldn't rent the apartments. 

Senator Bennerr. I am not questioning your word, but we would 
like to see documented evidence that they required you to invest this 
money in that kind of service. Apparently they didn’t require it 
before they signed the commitment with you but afterward. 

Mr. Sarner. You say “this money” ? 

Senator Br nNneETT. You said that you invested something like 
$1,225,000 in 2 corporations that built shopping centers and you have 
testified that you did that as the result of an FHA requirement. 

Mr. Sarner. But what is “this money” that you referred to? 

Senator Bennett. The $1,300,000. 

I am sorry, I have got to leave. Thank you very much. 

Mr. Stow. My next query was, have you drawn salary from the 
apartments ? 

Mr. Sarner. Yes. 

Mr. Kontesperc. He oer $900 a year from each one right now. 

Mr. Stmon. Each of the 1 

Mr. Koniasperc. Yes. 

Mr. Stmon. Going to Teaneck Gardens, Mr. Sarner, when was that 
project built ? 

Mrs. Monasrero. In 1947. It was completed in 1948. 

Mr. Srwon. And the capital of that corporation was how much ? 

Mr. Kontasperc. Same thing. 

Mr. Stmon. A thousand dollars? Did the Sarner & Solow Con- 
struction Co. build that building ? 

Mr. Sarner. Yes, sir. 

Mr. Srwon. Did you have a lump-sum contract for that building? 

Mr. Sarner. The same. 

Mr. Srwon. And again by resolution you modified it ? 
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Mr. Sarner. That is correct, isn’t it? 
Mr. Marcus. As far asI recall. 


Mr. Soon. Was it your intention at the time you signed the lump- 
sum contract to supersede it with a cost-plus basis contract ? 

Mr. Sarner. Yes. 

Mr. Srwon. And the mortgage in the Teaneck Gardens project, was 
that $1,592,000? 

Mr. Konteszerc. That was the original mortgage. 

Mr. Srwon. Was the cost of that project $1,566,000? 


Mr. Koniesserc. I thought in that one our costs were higher than 
the loan, if I recall. 


Mr. Sarner. Our cost ? 


Mr. Konicspera. I saw the balance sheet. That included the land. 
Mr. Sarner. Mr. Konigsberg was not Solow’s accountant, but I 
would say the cost was under the mortgage. 
Mr. Stwon. Approximately $105,000. 
Mr. Sarner. Whatever the books show. 
Mr. Stmon. Did you distribute $103,000 in dividends? 
Mr. Sarner. No, sir. Wait a minute. 
Mr. Koniesserc. You said right. 
Mr. Stmon. Did the corporation buy Solow’s stock ? 
Mr. Kontcsperc. Yes. 
Mr. Stmon. How much did you pay him for it ? 
Mr. Kontesperc. You have got it. 
Mr. Stuon. One hundred three thousand ? 
Mr. Kontesperc. That sounds like the figure. 
Mr. Sron. He paid $500 and he got $103,000 for it. Is that correct ? 
Mr. Kontesperc. That is correct. 
Mr. Srmon. Is that a profitable project ? 
Mr. Sarner. Yes. 


Mr. Srmon. How long after the building was built did you buy 
Solow out ? 

Mr. Sarner. In this agreement 

Mrs. Monastero. The dissolution was August 29, 1950, Mr. Simon. 

Mr. Srwon. That would be about 2 years after you started the 
proiect. Is that right? 

Mr. Sarner. Believe me, I am not trying to be evasive but when 
you ask me a question of dates I am blank. 

Mr. Srwon. From whom did Teaneck Gardens acquire the real 
estate on which that building was built ? 

Mr. Sarner. What was the company ? 

Mr. Marcus. What is his name? 

Mr. Srwon. Let me ask you this. Was the person or corporation 


from whom Teaneck Gardens bought the real estate a complete stranger 
to you? 


Mr. Sarner. Yes. 
Mr. Stwuon. That is all I wanted to know. 
Mr. Sarner. In fact, in both these cases, the Summer Co., who were 


our mortgage people, and also in the real estate business, sold us the 
land. 


Mr. Marcus. They were the brokers. 


Mr. Srwon. Do you know what you paid for the Teaneck Gardens 
land? 


Mr. Marcus. Approximately $46,000. 
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Mr. Kontesserc. Then we bought some extra land there for a couple 
of thousand. 

Mr. Stmon. Do you know the valuation placed on that land in the 
FHA application ? 

Mr. Marcus. I don’t think so. 

Mr. Koniesperc. Do they put a value on it? 

Mr. Sarner. When you ask this, the value of the land placed by 
the FHA , 

Mr. Srmon. I am asking for the value placed on the land in your 
application. 

Mr. Sarner. You asked me that question before and I said I didn’t 
place any. 

Mr. Suwon. Is that provision in the application left blank ? 

Mr. Sarner. I don’t know. I don’t recall the application, but if 
the appraisal that the FHA puts on it is for improved land—we buy 
raw land, without sewage or water or drainage. It is appraised by 
the FHA and includes these utilities. 

Mr. Srmon. How much did it cost you to put in these utilities ? 

Mr. Sarner. I don’t know. I would have to refer 

Mr. Stmon. Do you have any other building projects which were 
financed by mortgages insured by the Federal Housing ? 

Mr. Sarner. No. 

Mr. Suwon. These are the only two projects you ever were connected 
with? 

Mr. Sarner. There are 14. 

Mr. Simon. These 14 corporations, 13 Lynwood Park and one Tea- 
neck, are the only building projects that you were ever connected with 
on which the Federal Housing Administration had a commitment? 

Mr. Sarner. That is correct, sir. 

Mr. Simon. Do you know a man named Clyde Powell ? 

Mr. Sarner. No, sir; I have heard of him. 

Mr. Stmon. You have never met him ? 

Mr. Sarner. Never met him. 

Mr. Srwon. I have no further questions. I would be grateful, Mr. 
Marcus, if you could get me that information. 

Mr. Marcus. I will read the transcript, and whatever information 
you ask for that I can furnish I will be glad to furnish. 

Mr. Suwon. I would be glad to write you a letter, but I can tell you 
right now the four things I want. 

Mrs. Monastero. I have the notes on it. 

Mr. Sarner. Do you want anything from us ? 

Mr. Stmon. These four things. 

Mrs. Monastero. I have the notes on them. 

Mr. Marcvs. I will give you either the regulation or refer you to 
the requirements of the district director’s office or give you punch lists 
which indicate it. 

Mr. Sarner. And we can get the photostatic copy made of the com- 
mitment. 

Mr. Marcus. I have it. It says it is conditioned upon a condition 
that we close a certain number of mortgage commitments at one time, 
a condition that within a certain period of time we build a shopping 
center to provide shopping facilities. 

Mrs. Monastero. That is right. 
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Mr. Sarner. In fact, it is stipulated in there, too, the height of the 
building. 

Mr. Marcos. It couldn’t be over a certain height. 

Mr. Srwon. I am most interested in that provision where they told 
you what the lump sum contract had to be. 

Mr. Marcus. I might say to you, Mr. Simon, that I think that I 
have closed more section 608 mortgage loan commitments in the State 
of New Jersey, and I don’t know of any mortgage loan commitment 
that I closed that didn’t have a lump sum contract. 

Mr. Sraon. We are through. 

(Thereupon, at 11:35 a. m., the hearing was recessed, to reconvene 
at 2 p.m.) 


SpecraL Interview To INvestTicATE FeperAL Hovusina 
ADMINISTRATION 


EXECUTIVE SESSION 


Untrep States Capiron, 
June 22, 1954. 

The hearing convened pursuant to notice in room F 59, United 
States Capitol, at 10 a.m. 

Present: Senators Bennett and Payne. 

Also present: William Simon, chief counsel. 

Also present: Ralph J. Solow, 302 Fountain Road, Englewood, N. J. 

Mr. Sruon. Mr. Solow, this morning we talked at quite some length 
to Sidney Sarner, who I gather was your partner in some of these 
projects. 

Mr. Sortow. He was. 

Mr. Stmon. Solely to expedite matters, I may ask you questions 
which are leading to confirm facts that Mr. Sarner gave us this morn- 
ing. If any of the questions should have an inaccurate fact in them, 
I will count on you to correct me, because I am not trying to tell you 
what the facts are but it will be a little quicker if I follow on from what 
he said. 

Mr. Sorow. Fine. 

Mr. Simon. What was your first association with anybody or on 
your own account in the building of any building insured by the 
Federal Housing Administration ? 

Mr. Sotow. Prudent Homes, Inc. 

Mr. Stwon. Where was that building? 

Mr. Sotow. That building was in Richfield, N. J. 

Mr. Stmon. When did you build that building ? 

Mr. Sotow. In 1939. These were private homes, not rental housing. 

Mr. Stmon. I am talking about rental housing. 

Mr. Sotow. Oh, no. 

Mr. Srwon. When was the first rental housing project ? 

Mr. Sorow. That was Teaneck Gardens and that was in the city of 
Teaneck, N. J. 

Mr. Stuon. What was the year? 

Mr. Sorow. 1937. 

Mr. Srmon. Mr. Sarner was your partner ? 

Mr. Sotow. He was my partner. 
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Mr. Stwon. How long have you been in the building business, Mr. 
Solow ¢ 

Mr. Sotow. Before that ? 

Mr. Srwon. Yes. 

Mr. Sorow. Well, I would say 1939 to 1947. That is eight years. 

Mr. Stmon. As far as you know, how long had Mr. Sarner been in 
the building business ¢ 

Mr. Sorow. I couldn’t tell you exactly, but I should think that he 
had been in it for at least 10 or 15 years. He said he got into it when 
he was about 16 years old, and he at that time must have been some- 
where under 40. It is about 20 years anyhow. 

Mr. Simon. Now, Teaneck Gardens; what was the capital stock of 
that corporation ¢ 

Mr. Sotow. That is something I really don’t know. 

Mr. Stuon. Was it $1,000? 

Mr. Sotow. Probably. 

Mr. Stwon. And did you own half of it ? 

Mr. Sorow. I owned half. 

Mr. Stmon. Did Teaneck Gardens ever have any assets other than 
the $1,000 and things that it acquired through the proceeds of the 
mortgage ¢ 

Mr. Sorow. Land. 

Mr. Simon. Who did it buy the land from ? 

Mr. Sotow. We bought the land from Richard Ackerman. 

Mr. Stmon. Who paid for it? Was it paid for by the corporation ? 

Mr. Sorow. I am not sure whether we bought that in our individual 
names and transferred it to the corporation or whether it was bought 
by the corporation. I would like to explain this to you. Iam ina 
position now where I have not got access to these books or records. 

Mr. Stmon. I understand. 

Mr. Sotow. Because I am no longer a partner of Sarner’s. 

Mr. Stmon. Was the purchase price of the land ultimately paid out 
of the proceeds of the mortgage ¢ 

Mr. Sotow. Oh, yes. Yes, indeed. 

Mr. Simon. In that building, as near as you can recollect, with the 
$1,000 of capital that it had, did the proceeds of the mortgage account 
for the cost of the land and the entire cost of building the building 
and everything else that went with it and leave about $100,000 left 
over ¢ 

Mr. Sotow. I wouldn’t say it was $100,000. My recollection is that 
it was just about what we got on our motgage premium that was left 
over. 

Mr. Stwon. What was the mortgage premium ? 

Mr. Sorow. Five points. The mortgage, I think, was $1,590,000, so 
that would make it around $77,000. 

Mr. Simon. Wasn’t the mortgage $1,900,000 ? 

Mr. Sorow. At Teaneck Gardens? 

Mr. Srmon. Yes. 

Mr. Sotow. I don’t think so. $1,590,000, I think. 

Mr. Srwon. Yes, that is right. Then you were bought out by Sar- 
ner, is that right ? 

Mr. Sotow. That is correct. 

Mr. Srwon. And he paid you how much? 
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Mr. Sorow. Are you talking now—when he bought me out he bought 
Teaneck Gardens and everything else. I didn’t sell anything sepa- 
rately. I sold all my interest. 

Mr. Sruon. Who did you sell it to? 

Mr. Sotow. I sold it to Sidney Sarner. 

Mr. Stmon. Not to the companies? 

Mr. Sotow. Oh, no. 

Mr. Srwon. Whose check did you get ? 

Mr. Sorow. I got a check from Sidney Sarner. 

Mr. Srwon. His personal check ¢ 

Mr. Sorow. I have a copy of a contract. I brought that with me. 
There it is. You can examine it and read it right through. I got his 
personal check. 

Mr. Sruon. Mr. Solow, if I gave you a receipt for it, would you 
loan me this for a little bit ? 

Mr. Sorow. This is my original copy. Do you want to go out and 
have it photostated ? 

Mr. Srmon. Yes, but I cannot do it in 2 minutes. 

Mr. Sotow. Can you do it in half an hour? 

Mr. Srvon. No. 

Mr. Sotow. You asked me to bring my attorney and I just came 
down here because I wanted to offer you fellows whatever cooperation 
you wanted. 

Mr. Simon. We are grateful, but I am trying to expedite it. This is 
some 40 pages long. 

Mr. Sotow. Do you want me to show you the information that you 
are asking me now ¢ 

Mr. Srvon. Yes, but I also want a copy of it because I don’t mind 
telling you that it is contrary to what Mr. Sarner told us. He told us 
that the corporations bought your stock. 

Mr. Sotow. These corporations ? 

Mr. Stwon. That is right. 

Mr. Sotow. I swear on my word of honor that that isnot so. There 
it is, Sarner Bros., Inc. 

Mr. Suwon. I am not quarreling with you for a minute, Mr. Solow, 
but I just tell you that this is different from what he told us. 

Mr. Sotow. Here it is. 

Mr. Srwon. I understand. 

Mr. Sotow. Sarner Bros., Inc., was a corporation formed at that time 
for the purpose of buying me out. It was not a corporation in which 
I had any interest. 


Mr. Simon. Sarner Bros. was formed for the purpose of buying you 
out ? 

Mr. Sotow. Purposely, right then and there. I couldn’t get along 
with Sarner. Sarner pulled something really raw. 

Mr. Staon. What was that? 

Mr. Sorow. Well, he tried to appropriate about $685,000 of the com- 
pany’s funds to himself. 

Mr. Stmon. How ? 

Mr. Sorow. Well, I will show you how. I am in another business 
besides this business. I am in the calendar business. I publish calen- 
dars for advertising purposes. That is the firm. I was located at 509 
Fifth Avenue, New Fork, for about 24 years and for the past year or 
so I have been out in Englewood, N. J. 
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While I had these others interests, I was introduced to Mr. Sarner 
by a mutual friend and he was said to be perfectly O. K. and I found 
him O. K. for quite a while until we got into this Lunar Park deal. 
When we got into this Lunar Park deal, it seemed like when he began 
to see how wonderful this thing was he got kind of hoggish and his 
head was too big for his hat. 

Mr. Srmon. By wonderful, you mean it turned out that you got about 
$2,500,000 more cash on the mortgage than—— 

Mr. Sorow. I don’t think that is the fact. I saw that in a newspaper 
article. I don’t think that is the fact. 

Mr. Stwon. He said this morning it was. 

Mr. Sorow. Was $2,500,000 ? 

Mr. Srmon. I will give you the exact figure here. It was $2,400,000, 
he testified. He told us this morning that he paid you $1,2( 10,000. 

Mr. Sotow. No, he did not. He paid me $1,333,000. 

Mr. Stwon. That is correct, but what he said this morning was that 
of the $1,333,000, $1,200,000 was for your stock in Ly nwood and the 
other $133,000 was for your stock in Sarner & Solow in Teaneck. 

Mr. Sorow. There was no diversification. Our contract will show it. 
There was no diversification at all. Let me tell you how I am ignorant 
of what happened. When this happened, this happened on June 14. 
I was telling you I was in another business. 

Mr. Suwon. Of what year? 

Mr. Sorow. 1950. I was in another business. I came over periodi- 
cally. All I did was to—I had the banking connections and I was able 
to finance it. I had worked with the mortgage companies and so forth 
and so on because of that. That was the extentofmy work. He really 
took charge of the building and ran the operation. I was coming to 
that. 

In June—what I used to do—and this will show you what I used to 
do—I used to sign checks in advance. I have got some of them here. 
I signed them in advance and the bookkeeper would use them to pay 
the contractors. I come around twice a week. I came in there one day 
and he and I had quite a set-to. He became arrogant and we had quite 
a set-to. He wanted to set up his own management company. He was 
going to run the management. In fact, here is a proposed agreement 
he got up. It was never entered into. 

He was going to run the management company and make all the 
commissions and everything else and I was to be out of it. Then the 
shopping center came up. ‘There was a question of taking some of the 
funds and putting some of the mortgage funds in the shopping center 
and I said I didn’t want any part of that. I said, “You can’t come in 
here and if we can’t go in here equally and do this thing on a clean 
basis, I am finished with it.” 

Mr. Srwon. You would have been in equal partnership in the 
shopping center ? 

Mr. Sorow. No, he didn’t propose that. He turned that around and 
he wanted to take a 6624 percent interest and give me a one-third 
interest. This is after we had created all the properties around there 
and created the value of the shopping center property. 

When he got that way, I said, “Brother, you and I are finished. I 
helped you to—” originally we went into this Teaneck deal and he 
put up $25,000. I put up $75,000. Then I wound up with over $200,000 
of my own money in there. I neversaid one word. 
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Mr. Smon. You got it all back out of the mortgage, didn’t you? 

Mr. Sotow. Yes, sir, I did. When I say out of the mortgage, it was 
capitalized like you said for $1,000 and the rest were loans. The loans 
were returned. 

Mr. Srwon. The same is true of Lynwood, is it not? 

Mr. Sorow. I believe it was. So one day I came in there and we had 
this terrific argument. He said, “Oh, listen; you are out of bounds on 
this job. I am not going to finish it.” I said, “All right, if you don’t 
want to finish it you can step out. I will finish it.” He went and got 
excited. He is quite excitable. He said, “Well, if you think I am going 
to sit idly by. All that you have done here is just put up money and 
go to a few banks and a few of this and that and the other thing and I 
am going to do all the work and you are going to collect half the 
profit.” I said, “Look, let’s not discuss that.” He said, “All right, I 
will fix you.” 

Just before that the bookkeeper had come over to me and said to me, 
“Mr. Solow, there are some checks here and some bills; I don’t know 
how many. Will you please sign these checks?” So I signed the 
checks. Here are some of them right now. I got them all back. These 
are checks that I signed. You see my signature on these checks. These 
are the ones that weren’t used. But here are some that were used. 
Sarner made himself out a check for $492,000. 

Mr. Stwon. What was that for? 

Mr. Sorow. He has got it right on here. I don’t know what it was 
for. This is what happened. Here they are. Here are all the checks. 
I will just tell you how I was very fortunate in being able to stop these. 

Anyhow, these checks—I called up the Chase National Bank with 
whom we were banking. I was very friendly to them and I had bor- 
rowed some money from them. They had known me and done business 
with me before. I told Mr. Fitzgerald what happened. I said, “John, 
T have a sneaking suspicion since I have signed some checks in advance 
that some of these checks are going to come through and if they are not 
for proper items I want you to stop payment on them and I want you 
to call me and I want to check with you on them.” He said, “Just a 
minute and I will call the bookkeeper.” That was on the 14th. There 
were no items in. 

The first thing you know, in the morning he called me up and said, 
“Ralph, I want you to come right over.” I come over and he shows me 
a flock of checks. I immediately called my attorney up and we came 
down there and I went and I stopped payment on these checks and I 
stopped payment on them by signing a series of papers of which here 
are copies of them, in which I said: 

This is to advise you that you are to immediately stop payment on all the 
checks issued by the corporation and signed by myself, Ralph J. Solow, and Sid- 
ney Sarner. I héreby withdraw my signature now on file and no checks are to be 
paid with my signature at present on file. 


I signed that. 

Mr. Stmon. Let me ask you, Mr. Solow, whether any checks of Mr. 
Sarner did clear the bank. 

Mr. Sorow. No. None of them cleared. I went to all the banks and 
stopped all the payments. It was at that time that he came to me and 
he said to me—his wife came around and he came around and wanted 
to talk to me. I guess his whole idea was that he had turned around 
and here it was just before the time that all these contractors were go- 
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ing to be paid. He was going to take this money and say, “Now here, 
fellow, you are going ahead and paddle your own canoe.” It might 
have been very difficult. I think I could have done it, though. It was 
very foolish on his part. 

Mr. Simon. He was going to take this extra money that turned up 
later on and divert it to himself through these checks ? 

Mr. Sotow. No, these are the funds he diverted immediately. 

Mr. Suwon. Tried to divert ? 

Mr. Sotow. He tried to divert them. 

Mr. Suwon. That is right. 

Mr. Sorow. He made an attempt. I don’t mean that he did. 

Mr. Suwon. His plan, I take it, was that the funds that ended up 
being surplus funds over the mortgage he intended to divert to him- 
self. Is that right? 

Mr. Sorow. No, I don’t think that was his intention. This is June 14. 
I don’t think the final payments on this were made until December. 
That is why I say to you I don’t know how the thing finaled out. You 
tell me right now $204,000. Iam amazed because he told me—don’t you 
see, if he got hold of me and had these funds, he thought if he had me 
tied up and had all this money, how was I going to finish the job. He 
could then dictate terms to me and tell me, “You are going to get only 
a third of this shopping center. I am going to manage all these prop- 
erties and collect that and you are not going to share any part of that.” 
He was going to get 3 percent for management. 

Mr. Stmon. You don’t think he was trying to get this money into 
his own possession ¢ 

Mr. Sotow. Oh, that is proof of it. He wasn’t trying to get it into 
someone else’s pocket. 

Mr. Srwon. You think he was trying to divert the money to himself ? 

Mr. Sotow. There is no question about that. 

Mr. Simon. You think his purpose was to strap the company ? 

Mr. Sorow. To strap the company so he could drive a terrific bar- 
gain with me. That was the idea. I went back to the bookkeeper and 
L said, “Look, I want all the rest of these checks back,” and I tore them 
right out of the checkbook. 

Mr. Simon. This contract you gave me seems to bear out what Mr. 
Sarner said this morning. Here is a breakdown of the $1,333,000. 
$1,235,000 for the Lynwood Gardens. Lynwood Park, Inc., $500. 
The construction corporation $500, does that mean Sarner & Solow 
Construction Co. ¢ 

Mr. Sotow. That is right. 

Mr. Srmon. And then Teaneck Gardens, $97,000. 

Mr. Sorow. That is right. 

Mr. Stwon. Where did Mr. Sarner get the $1,133,000 to pay you? 

Mr. Sorow. As far as I know, the first money that he got was—I 
got a downpayment; the contract will bear it out if I am incorrect in 
my figures—$650,000 he borrowed from, I think, the Masten Corp. 

Mr. Staion. Who owns the Masten Co. ? 

Mr. Sorow. A man by the name of Schuman. They are a finance 
company. 

Mr. Suwon. And they financed his taking you out; is that it? 

Mr. Sorow. They financed—in other words—here is what hap- 
pened; he was to give me a downpayment of $650,000, Then within, 
I think, 30 or 60 days, I don’t remember which, the balance was to be 
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paid tome. So I got a certified check of $650,000. I put my stock u 
in escrow with an attorney and the stock was not delivered to him until 
he paid the balance. 

Mr. Simon. I take it you had a total investment of $7,500 

Mr. Sotow. I beg your pardon ? 

Mr. Suwon. You had a total capital investment of $7,500 in these 
corporations ? 

Mr. Sotow. It is hard for me to answer that. Whatever the books 
show. 

Mr. Srwon. What was the capital of Sarner & Solow Construc- 
tion Co. ? 

Mr. Sorow. I think that was also probably $1,000. Lynwood Park 
was 13 sections, maybe each being $1,000. 

Mr. Srwon. And Teaneck Gardens a thousand ¢ 

Mr. Sotow. Probably so. 

Mr. Stwon. And Lynwood Park, Inc. ? 

Mr. Sotow. Probably $1,000. 

Mr. Srmon. That would be 13 corporations ? 

Mr. Sotow. Thirteen Lynwood Park corporations. Teaneck was 
14, the construction company 15 and Lynwood Park 16. 

Mr. Simon. So you probably had $8,000 invested, is that right ? 

Mr. Sorow. If you divide it by two. 


Mr. Srwon. Yes. And you had been repaid all your advances? 
Mr. Sotow. Yes. 


Mr. Srmon. So the $1,333,000 was 

Mr. Sotow. The $1,333,000, what he paid me, was clear. 

Mr. Simon. Except for the $8,000 that you had in stock. Every- 
thing above $8,000 was profit, is that right ? 

Mr. Sotow. Probably, if you figure it that way. 

Mr. Srwon. Do I understand correctly that your quarrel with Mr. 
Sarner arose over the shopping center ? 

Mr. Sotow. Right, and management, both. 

Mr. Srvon. He wanted to manage the companies? 

Mr. Sotow.-Correct. Not only that, I didn’t like the way he was 
arrogant and the way he talked to some of the men and some of the 
people. I didn’t approve of anything like that. 

Mr. Simon. You sold out to him on the 29th of August 1950; is that 
right ? 

Mr. Sorow. That is correct. 

Mr. Srwon. But I take it that beginning shortly after June 12 you 
were negotiating to sell out; is that right ? 

Mr. Sotow. Oh yes, yes. The break occurred on the 14th when I 
I found out the checks were coming through. 

Mr. Stwon. What was the status of the construction of the 13 Lyn- 
wood Park buildings at the time of your break ? 

Mr. Sorow. At the time of the break I think it was probably half 
or less than half of those were finished. 

Mr. Stuon. About half of them were finished ? 

Mr. Sotow. Yes. 

Mr. Sron. And the other half? 

Mr. Sotow. All in the process of construction. 

Mr. Sraron. So probably 6 or 7 buildings were done and the other 
6 or 7 were in some stages of construction ? 
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Mr. Sotow. That is correct. 

Mr. Suwon. Whose idea was it to build a shopping center # 

Mr. Sotow. That was both our ideas. We bought the land specifi- 
cally for that purpose. We laid it out that way. 

Mr. Stwon. Did FHA ever ask you to build a shopping center ? 

Mr. Sorow. No, FHA never asked us to build a shopping center, but 
the only thing I recall in the commitment was that this shopping; 
they put limitation on the type of structure it would be so that it 
would be in harmony wih the buildings, which was perfectly proper. 

Mr. Simon. But they didn’t say you had to build a shopping cen- 
ter, but just if you built one it had to be a certain construction ? 

Mr. Sotow. Exactly. It has to be no more than three stories and 
so forth and soon. But they didn’t say you had to build it. 

Mr. Stmon. Now, Mr. Solow, was Sarner & Solow Construction Co. 
formed just so as to build these buildings ? 

Mr. Sotow. Yes. 

Mr. Srwon. And I take it it was mainly what you might call a gen- 
eral contractor and it sublet everything to subcontractors? The com- 
pany itself was not a building company, was it ? 

Mr. Sotow. Well, in effect it was, because we employed our own 
engineers. We did our own engineering and we laid out the streets 
in Lynwood Park. We did a lot of our own engineering. I would 
say we were in a position to do general contracting. 

Mr. Stmon. Senator Payne, you might want to ask Mr. Solow some 
questions. We are talking about the Lynwood Park project which was 
buil by Mr. Solow and Mr. Sarner and they had $1,000 of capital. Mr. 
Solow doesn’t know what the mortgaging out was, but Mr. Sarner 
told us this morning that these figures were right and they mortgaged 
out to the tune of $2,500,000. During the middle of the construction 
they got into a disagreement and Mr. Sarner bought Mr. Solow out for 
$1,333,000. Mr. Solow had from time to time advanced moneys to 
the company but all the advances had previously been repaid. 

At the time of the sale of this stock he had an $8,060 investment for 
which they paid him $1,333,000. 

Also, they built a shopping center with the rest of the money and 
Mr. Sarner told us this morning that FHA had insisted that he build 
the shopping center and Mr. Solow just told us that FHA had not 
insisted, that they had not asked him to build the shopping center 
but merely said if they did build it, it had to be in accordance with 
acertain design. Is that right? 

Mr. Sotow. That is correct. 

Mr. Srwon. Also, Mr. Solow told us of about $600,000 that Mr. 
Sarner tried to divert from this project himself and Mr. Solow has 
photostats of canceled checks which never cleared the bank because 
Mr. Solow stopped payment on them. 

Senator Payne. These did not clear the bank ? 

Mr. Sotow. No. 

Mr. Simon. That is the basis of their controversy. His partner tried 
to divert that. 

Is there anything else about your dealings with Mr. Sarner that you 
think would be of interest to us, Mr. Solow # 

Mr. Sorow. I really don’t know. I don’t know what particularly 
you do look for but if you want the information I will be more than 
happy to give it to you. 
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Mr. Srtmon. The two causes of your disagreement with Mr. Sarner 
were trying to divert the money to himself and his insisting on a 
management contract, is that right ? 

Mr. Sotow. That was the third one. It was the management, it was 
him insisting that he wanted two thirds of the shopping center, and 
then the final straw was trying to withdraw $600,000 worth of funds. 

Mr. Srmon. Prior to June 12 had you been reimbursed for all the 
money you had advanced to the corporations / 

Mr. Sotow. I believe I was. 

Mr. Simon. And that was out of the proceeds of the mortgage? 

Mr. Sotow. I believe it was. 

Senator Payne. I apologize for getting here late, but I presume 
probably he has already discussed somewhat how this project came 
into being and how it was formulated and built up in their own minds 
and whom they contacted in connection with it. 

Mr. Simon. No, sir. 

Senator Payne. I am just curious, Mr. Solow, on a project of this 
type, whether you had been in this line of business before. 

Mr. Sorow. I was building small homes before I built Teaneck 
Gardens. 

Senator Payne. How did you happen to, together with Mr. Sarner, 
hit upon this particular thing? 

Mr. Sotow. I will tell you about that. I was building homes. Mr. 
Sarner never built in New Jersey before he was partners with me. I 
had known of this piece of land since 1938. It was a beautiful site, a 
wonderful site. It is an excellent project, even though I am no longer 
there, I am sorry to say. I would have loved to have stayed in. 

Senator Payne. It is still operating successfully ? 

Mr. Sotow. Yes. It isa good project and it is fine. But I saw this 
piece of land and while Mr. Sarner was busy with the Teaneck Gardens, 
| negotiated with the Alexander Summer Co. for the purchase of this 
land. I looked it all over as carefully as I could. 

Mr. Stmon. Mr. Solow, if I may interrupt you, did the Alexander 
Summer Mortgage Co. come to you and suggest that if you would buy 
this land they could get an FHA mortgage, you meaning you and 
Sarner ? 

Mr. Sotow. They didn’t say that, but I assumed they would because 
I wouldn’t buy a piece of land like that without its being conditioned 
upon the approval of the FHA for a housing project. You don’t go 
out and make an outright purchase. It was made subject to the ap- 
proval of the FHA. You get a site approval from the FHA first. 

Senator Payne. But there was an inference there that there would 
be no question about being able to build on it ? , 

Mr. Sotow. There was no inference to anybody. There was no in- 
ference. It was just that my own judgment told me that this was 
an excellent site and that the Federal Housing Administration would 
be happy to approve the site. 

Mr. Stmon. Did the mortgage company ever expressly say that if 
you would buy the land they would get you the FHA commitment ? 

Mr. Sotow. No. 

Mr. Simon. They didn’t suggest that? 

Mr. Sotow. No; they never did. 
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Mr. Srmon. Mr. Sarner testified this morning that the mortgage 
company came to him and said, “If you will buy the land from us, 
we will get you that loan.” That is not true? 

Mr. Sorow. That is not true. They said, “We think it is a good 
site and we think the FHA would give you a site approval.” I don’t 
think they ever said, “If you will buy this we will get it approved for 
you.” I don’t think that is so. 

Senator Payne. What did you pay for the land ? 

Mr. Soxow. I believe it was—let’s see. It was 64 acres. I think we 
bought it for $2,500 an acre. 

Mr. Suton. Do you know the valuation that you put on it in the 
FHA application ? 

Mr. Sotow. It must have been considerably higher than the land 
but remember this, that valuatien—you have got to be fair about this. 
That valuation is after the land was improved with streets, sewers, 
and utilities. 

Mr. Stmon. In your FHA application, didn’t you also put in a figure 
for the cost of those utilities ? 

Mr. Sotow. No, because the FHA wasn’t interested in that. In 
fact, you got no mortgage on that. 

Mr. Stmon. The printed form, the application, has a place for the 
value of the land and the cost of the utilities. 

Mr. Sotow. Has it? 

Mr. Simon. Yes. 

Mr. Sorow. That might be. As a sponsor, you don’t get credit for 
it. The only thing that the FHA does is that they insist on you plac- 
ing an off-site bond guaranteeing the completion of those utilities and 
those streets because without the completion of the utilities and the 
streets those buildings are useless. 

Mr. Simon. But the utilities and the streets and sewers and all of 
that were put in and paid for out of the proceeds of the mortgage, 
weren't they / 

Mr. Sotow. Oh, yes, indeed they were. 

Senator Payne. Do you recall in the original application how much 
actual equity you two claimed you were putting into this development ? 

Mr. Sorow. Senator, I recall there was a statement of that kind but 
I couldn’t tell you what that was unless I actually had a copy of those 
papers. It is unfortunate, as I told Mr. Simon, that I am out of the 
project and the only papers I have got are what I have got here, a con- 
tract and some of these papers. That is all I have got. I haven’t got 
the records of the company. Mr. Sarner has those. 

Mr. Suwon. Mr. Solow, Mr. Sarner told us this morning that at the 
time you were going to go ahead with this project you signed a con- 
tract between Lynwood Park, Inc., or the 13 corporations, and the 
Sarner & Solow Construction Co, for a fixed sum, a lump sum contract. 

Mr. Sotow. That is true. That was fixed by the Federal Housing 
Administration. 

Mr. Srwon. Then he said it had always been his intention to modify 
that contract as soon as FHA approval was given and build it on a 
cost contract basis. Isthat your understanding ? 

Mr. Sotow. No; that is not true. Once the Federal Housing Admin- 
istration—when you sign a commitment, when they issue a commit- 
ment and when you close the commitment, whatever figure they have 
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put on to the cost of construction to be paid to the construction com- 
pany right then and there, a contract is signed and that contract is not 
to be modified. That isa fixedsum. You can’t change that. 

Mr, Smuon. He hold us this morning that by resolution of the board 
of directors of both companies the contract was modified from a lump 
sum contract to a—— 

Mr. Sorow. What date was that done? Was that done while I 
was in? 

Mr. Smion. He didn’t give us the date, but he said is was all agreed 
to at the same time and it was done Very shortly afterward. 

Mr. So.ow. I am in no position to contradict that. 

Mr. Sron. You don’t know anything about that ? 

Mr. Sorow. I really don’t know anything about that. 

Senator Payne. How much interest did the mortgage company 
charge? 

Mr. Sorow. I think the mortgage was a 4 percent mortgage at the 
Bowery Savings Bank. You see, we had two loans there. We had a 
construction loan from the Paterson Saving & Trust Co. and then 
we completed the project and the Bowery Savings Bank came in and 
took the permanent loans in both these instances, both from Teaneck 
Gardens and Lynwood Park. 

Senator Payne. Did you have to give them and bonus or anything? 

Mr. So.tow. No; they paid us a bonus. 

Mr. Srwon. On both the temporary and the permanent buildings? 
Mr. Sotow. No, only on the permanent mortgage. In the beginnin 
when the FHA came out with the section 608 program the builders ne 
banks didn’t want it. They had to go around actually begging for the 
buildings under section 608. Then the banks came around and they 
were first paying 99, which was under par. Then they came around 
and the first thing you knew, they had a lot of money around and no 
place to invest it and particularly this was true in the New York area 
because the banks were confined to making an investment within a 
25-mile radius of New York City. They were really bidding high for 
some of these mortgages. So on Teaneck Gardens we got a 5-point 

premium and this deal was a 3-point premium. 

Mr. Stwon. And you paid no bonus on the construction loans to 
anybody? , 

Mr. Sorow. No bonus. In fact, the banks paid their own legal 
fees and everything. 

Mr. Srmon. Mr. Solow, I would be very grateful to you if you 
would let us keep these canceled checks and the contract for a while. 
We will give you an itemized receipt for them. 

Mr. Sorow. I want to help you gentlemen as much as I can and 
whatever you want, I want to give it to you. 

Mr. Srmron. This is exactly opposite from what Mr. Sarner told us. 

Mr. Sotow. By George, I don’t know what his purpose is in doing 
that. You could even subpena the things if you wanted to. I can’t 
see the purpose in him telling you anything to the contrary. 

Mr. Srwon. That is the reason we would like to borrow these things. 

Mr. Sorow. If you will give me a receipt for these things and just 
tell me when you are going to return them, you can have them photo- 
stated. These are the only copies I have got. You don’t want these 

blank checks, do you? 
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Mr. Sruaon. We would like the photostats and the contract. 

Mr. Soxow. I will let you have those. Just give me a receipt for 
them and tell me when you are going to return them. Here are some 
more. 

Mr. Srwon. We can return them to you either within 3 or 4 days or 
within 30 days. If we take 30 days we won’t have to have them 
photostated ourselves. If you have any need for them befure 30 
days 

Mr. Sorow. I have no need. These are my only records of this 
transaction. I am very glad to let you have them. If they are going 
to be of any help to you I will be very happy to give them to you. If 
there is any other information I have, I will be very glad to let you 
have that, too. 

Mr. Srwon. Senator Bennett, this is Mr. Solow, who was the partner 
of Mr. Sarner whom we heard this morning. He tells us that FHA 
did not ask them to build the shopping center, that all FHA said was 
that if they built it they must build it according to the same design 
as the other buildings, but FHA didn’t care whether they built it or 
not. 

Is that correct ? 

Mr. Sotow. That is right. I will tell you where they can find that. 
You can get the FHA commitment records and they will show that 
to you. 

Senator Bennerr. The thing was so out of the usual pattern of the 
FHA organization that I was amazed. 

Mr. Stmon. I also should add that Mr. Solow has loaned us a copy 
of his contract with Sarner for the purchase of that stock. You 
will recall that Sarner said the corporation bought the stock back but 
this contract is between Sarner personally and Mr. Solow. 

He has also given us some photostats of checks that Sarner drew on 
the corporate bank account payable to himself, totaling about $600,000, 
which Mr. Solow says Sarner was trying to take out of the company 
for himself. When Mr. Solow found out about it they had a dis- 
agreement and that is what lead to their separation. 

Senator Bennett. Did he get it out ? 

Mr. Srwon. Mr. Solow says he stopped payment on these checks, but 
you will notice that they did clear one bank. They apparently were 
deposited in a bank but never cleared the bank on which they were 
drawn. 

Mr. Bennerr. Did you countersign these checks ? 

Mr. Sorow. I explained to Mr. Simon how this came about. 

Mr. Srwon. Would you like to show the Senator these checks? 

He has a whole stack of checks, Senator, which he says he signed in 
advance. 

Mr. Sorow. I was in another business. I am still in the calendar 
business. I used to come over on this job about two or three times a 
week, every other day. My sole work in the project was to make con- 
tacts with the banks, provide the finances, and it didn’t have any- 
thing to do with the construction. So therefore we had accounts with 
different banks and when I wasn’t around to sign a check I would 
sign a check in advance. Then it got to the point where the checks 
were very numerous and the contractors had to be paid. I would sign 
these checks in advance. I had known him from 1947 when I had busi- 
ness dealings with him and I had never known him to be dishonest. 
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Then along about 1950 it seemed that he became very arrogant to 
the help, toeverybody. He treated everybody in really rough fashion. 
It seemed that—what I think was that he probably saw what was in 
this job—I didn’t. I really didn’t know. In fact, 1 was amazed when 
Mr. Simon told me that there was $2,400,000 in this job. 

You see, I got out in September. The final payments on these 
things didn’t go through until December. I had no way of knowing. 
I could only estimate. This thing began to become a headache. I 
don’t want to be in with somebody and fight all the time. I said I 
would get out of this thing. I figured I would pay my taxes and come 
out with $1,000,000 net and let him make all the money in the world; 
I don’t care. 

Senator Bennetr. These checks, he said, were for services ? 

Mr. Sorow. That is what he wrote on them, but I went to the bank 
and I signed a letter with the bank. I spoke to Mr. Fitzgerald of the 
Chase Bank and at the Paterson Savings Bank and I told them, “I 
have got to stop payment on these checks.” So I signed a letter which 
stated in effect that I withdrew my signature and also stated that the 
checks presently outstanding and payable to Sidney Sarner were 
issued without authorization of myself. I signed that with every bank 
and every one of them stopped the payment on it and that was that. 

In fact, he threatened to sue the bank. He called up the Chase Bank 
and told them, “You have no business to stop payment. There is 
money in that account and you have to pay that.” So Mr. Fitzgerald 
said, “Well, our general counsel tells us we can’t. So that is just what 
we are doing. If you want to sue us, that is your business.” ‘That is 
the way that ended. 

Mr. Simon. If you will go with Mr. Carr, we will have an itemized 
receipt for those checks typed out. 

Senator Payne. I have one other question. When you received this 
settlenient, was that settlement broken down as to what constituted 

Mr. Sorow. I didn’t realize it, but the contract here stipulates that 
exactly. Mr. Simon picked that up. I just spoke from memory. 
There it is right there. 

Mr. Payne. You bought the land in your own name when the land 
was purchased ? 

Mr. Sorow. That may have been so. If I bought it in my own name 
it would be probably in our own individual names and we transferred 
it to the corporation or the corporation bought it, either way. 

Mr. Srwon. In either event you did put up your own money and 
you were reimbursed for it out of the mortgage; is that right? 

Mr. Sotrow. Yes, we were reimbursed out of the proceeds. 

Senator Payne. You have no recollection of what that reimburse- 
ment was, because that would be over and above this amount here? 

Mr. Sorow. Oh, no. 

Mr. Srwon. Mr. Sarner said that the land was purchased by Lyn- 
wood Park, Inc. 

Mr. Sotow. That is correct. 

Mr. Srwon. From the Allison Land Co. for $2,500 an acre? 

Mr. Sorow. That is right. 

Mr. Srwon. And then put into these corporations at the same price 
and that the corporations got that money back out of the mortgage ? 

Mr. Sotow. That is true. 
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Mr. Stmon. The only money that he had in this $1,333,000 figure was 
50 percent of the stock in 16 corporations, with $1,000 stock in each 
corporation, so he had $8,000 stock for which he got $1,333,000. 

(Whereupon, at 3 p. m., the hearing was recessed. ) 

(End of transcript of testimony taken on June 22, 1954.) 

The Cuarrman. The chairman asked this committee for permission 
to place in the record and make public the testimony of Mr. Sarner in 
executive session as well as that of Mr. Solow, a former partner of his. 
The.committee voted that the chairman could do so provided we sub- 
mitted the testimony to the Attorney General and he in turn said it 
would not interfere with any procedure that he had in mind and noti- 
fied us in writing that it would be perfectly agreeable to do so. 

Mr. Sarner who refused to testify before this committee and who hid 
behind the fifth amendment is quoted as saying in the Wednesday, 
July 14, 1954, edition of the Washington Post and Times Herald, after 
some of the testimony was quoted in the press— 
reached for comment in New Jersey, Sarner called the affair “completely er- 
roneous and deceptive. It’s Solow’s word against mine. The documents speak 
for themselves.” 

My answer to that, in the most kindly way, is that if there is any- 
thing deceptive, erroneous, or otherwise unfair about what we are plac- 
ing in the record this morning or about his testimony in executive ses- 
sion, or anything erroneous that Mr. Solow had to say in executive 
session or will have to say here today, that we suggest that Mr. Sarner 
come in and testify. 

In other words, he is throwing a curve here at Mr. Solow, his partner, 
but Mr. Solow is in here this morning at his own request to testify in 
public under oath. Mr. Sarner is still hiding behind the fifth amend- 
ment. 

I want the record to show that Mr. Solow, who was Mr. Sarner’s 
partner, is here at his own request to testify under oath in public, 
while Mr. Sarner is still, as far as this committee knows, hiding behind 
the fifth amendment. I wish to say this to Mr. Sarner and his attor- 
ney, Mr. Marcus, that we will be very happy to forgive Mr. Sarner 
and forgive Mr. Marcus if they would care to come in and testify 
under oath in public. 

We would be very happy to hear them and we have only one thought 
in mind and that is to find out what the truth is. 

I again want to say that Solow is here of his own free will and 
accord to testify under oath in public and we hope Mr. Sarner will 
volunteer to do the same thing. 

Senator Leuman. May I ask you one question ? 

The Cuarrman. Yes, Senator Lehman. 

Senator Lenman. I am not quite sure I understood everything you 
said. Do I understand the Attorney General has said it was agreeable 
to him to place this in the record ? 

The Cuarrman. Yes. Without objection, we will place the original 
of his letter in the record. 

(The letter referred to follows :) 
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DEPARTMENT OF JUSTICE, 
Washington, July 13, 1954. 
Hon. Homer CAPEHART, 
United States Senate, 
Washington, D.C. 

Dear Senator CapenartT: This is in reply to your letter to the Attorney Gen- 
eral of July 13, 1954, requesting our opinion as to whether the release of the 
transcripts of certain interviews given by Messrs. Sarner and Solow might 
adversely affect any criminal action under consideration by this Department. 

We have examined the two volumes of transcript you forwarded to us con- 
taining the special interviews of Mr. Sidney Sarner and Mr. Ralph J. Solow, con- 
ducted on June 22, 1954, and it is our view that the release of these two trans- 
cripts would not be prejudicial to any action which might be indicated by further 
study of the facts revealed during investigation of the Federal Housing Ad- 
ministration. 

Sincerely, 
Warren Oxney III, 
Assistant Attorney General. 


TESTIMONY OF RALPH J. SOLOW, TEANECK GARDENS, 
TEANECK, N. J. 


Mr. Srwon. Mr. Solow, would you give the reporter your full name 
and address, please. , 

Mr. Sorow. Ralph J. Solow, 302 Fountain Road, Englewood, N. J. 

Mr. Simon. Without repeating it question by question, is all the 
testimony that you gave us in executive session on June 22, 1954, true? 

Mr. Sotow. Yes, it is. 

Mr. Srmon. Briefly you testified that day that you owned 50 per- 
cent of the stock in each of these 13 Linwood Park corporations. 

Mr. Sotow. That is correct. 

Mr. Simon, before we proceed any further, I would like to make a 
statement. Certain accusations have been made about me and I would 
like to publicly make a statement, if I may do so. 

The Cuamman. How long is the statement ? 

Mr. Sorow. A matter of 5 minutes, or Jess than that. A couple of 
minutes, 

The CrHatrman. I think under the circumstances, since your part- 
ner has refused to testify on fifth amendment grounds, and this morn- 
ing in the newspaper is saying that it is your word against his, that 
we will let you proceed. 

Mr. Sorow. I am issuing this statement because I am disturbed 
about newspaper stories which have appeared linking my name with 
two others as a partner of an apartment house project in Fort Lee, 
N.J. I wish to set the record straight. 

I was a partner in the project at Fort Lee. My only partner was 
Sidney Sarner. At that time George Marcus was not a partner but 
acted as attorney for the project. Before the project was completed 
and before the structures in the shopping center were even started, I 
became dissatisfied and sold out my interest in this project and have 
had nothing to do with it since August 29, 1950. I have cooperated 
with the Government to the fullest extent possible and will always 
do so. 

I have testified privately and I am ready to testify publicly. I wish 
it definitely understood that George Marcus is not. my attorney. 

I have not been a partner of Sidney Sarner since August 29, 1950, I 
have had nothing to do with any windfall profits, never saw any final 
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figures in connection with this project. I am eager to cooperate and I 
request that the newspapers correct the impression that they have given 
concerning my being improperly involved in any transaction. 

The Cuarmman. Will you read the last third of that again, please. 

Mr. Sorow. The last third? 

The Cuarrman. Yes, the last two or three paragraphs. 

Mr. Sotow. I wish it definitely understood that George Marcus is 
not my attorney. I have not been a partner of Sidney Sarner since 
August 29,1950. I have never had anything to do with windfall 
profits and never saw any final figures in connection with this project. 

I am eager to cooperate and request that the newspapers correct the 
impression that they have given concerning my being improperly in- 
volved in any transaction. 

The Cuairman. Your position and the facts are that you were a 
partner ¢ 

Mr. Sotow. Yes, sir. 

The Cuarrman. And about midway between the construction of 
these projects Mr. Sarner purchased your half interest and you got out 
and you have had no connection with it since, is that right ? 

Mr. Sorow. It was a little more than midway. I would say the job 
was about two-thirds complete. At that point I sold out and had noth- 
ing further to do with the project. 

The Cuarrman. And you ave had nothing to do with it since that 
time ? 

Mr. Sotow. That is correct. 

The Cuarrman. And you are not a partner today and have not been 
since that time and Mr. Marcus has not been your attorney since that 
time ? 

Mr. Sotow. That is correct. 

The Cuairman. I presume you are going to tell us the reasons why 
you got out of the partnership. 

Mr. Sorow. I am perfectly willing to testify to that. 

The CuatrmMan. Mr. Simon has some questions. 

Mr. Sron. Mr. Solow, as I understand it you paid $500 for your 
50 percent stock interest in each of these 13 corporations ? 

Mr. Sorow. If you say I paid $500, that was the capitalization. The 

rest of the money was in informal] loans. 

Mr. Stmon. The loans were all repaid, weren’t they ? 

Mr. Sotow. That is correct. 

Mr. Srwon. And you received $1,235,000 for your stock ? 

Mr. Sorow. I haven’t got the figures before me, but I rember a fig- 
ure of $1,333,333.33 for the sum total of Teaneck Gardens and the Lin- 
wood project. 

Mr. Srmmon. Wasn’t $97,000 for Teaneck Gardens? 

Mr. Sorow. I think that is probably correct. 

Mr. Stmon. And $500 for the Sarner & Solow Construction Co. 
stock. 

Mr. Sorow. I believe so. 

Mr. Simon. And $500 for Linwood Park, Inc. 

Mr. Sotow. That is probably true. 

Mr. Srtwon. And then the balance of $1,235,000 was for the stock 
in these 13 corporations? 

Mr. Sorow. The contract that I signed at that time has the figures 
there, if those are correct. 
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Mr. Smron. And the money you received for the stock was the stock 
that you paid $6,500 for ? 

Mr. Sorow. It was the capitalization, let me put it that way, the 
capitalization of the stock. 

Mr. Srmon. Did you pay either more or less than that? 

Mr. Sotow. I didn’t pay more. Any other funds were in the nature 
of loans. 

Mr. Simon. And the loans were repaid ¢ 

Mr. Sotow. That is correct. 

Mr. Srmon. So in addition to getting your loans repaid you got 
$1,235,000 for the stock for which you paid $6,500? 

Mr. Sotow. That is true. 

Mr. SIMON. There has been some testimony in the executive sessions 
by Mr. Sarner that FHA insisted that he build a shopping center and 
you testified that FHA did not insist that you build a shopping center 
but merely said if one was built that it had to conform to certain speci- 
fications in design, is that right ? 

Mr. Sovow. That is the best information I have to August 29, 1950. 

Mr. Stmon. I show you a photostatic copy of the FHA aren sar 
and refer you to par: agraph 26 on page 8 and ask you if that is what 
you referred to in your testimony # 

Mr. Sorow. That is correct. 

Mr. Simon. The document that you have says that if a shopping 
center is built that it must cover no more than a certain land area and 
must be no more than three stories high and so on. 

Mr. Sorow. That is correct. 

Mr. Srwon. Other than that, did FHA ever say that you or Mr. 
Sarner or anybody else had to build a shopping center ¢ 

Mr. Sarner. I have no knowledge of anything of that sort. 

Mr. Srmon. I understand from you that your break with Mr. Sarner 
occurred on June 12, 1950. Is that right? 

Mr. Sorow. That is correct. 

Mr. Sron. Would you tell the committee what happened on that 
date ? 

Mr. Sorow. I was in the office with Mr. Sarner and we had a dis- 
cussion about the shopping center, how it was to be built, where the 
funds were to come from for building the project, and I made a sug- 
gestion that we each contribute $200,000 for the construction of this 
shopping center. There was also a discussion as to the division of 
interest in the shopping center, and Mr. Sarner insisted that he wanted 
to have 64 percent of the stock and also his method of financing was 
one which would involve mortgage funds of the Linwood Park } proj- 
ect, to which I objected. 

Also, Mr. Sarner had a discussion with me about the management 
of the project and he insisted that he form a management company 
and he was to receive a 5 percent management fee. 

I would have no interest in this company. At that time I told 
him that I couldn’t understand his attitude. As far as 1 am con- 
cerned, I do not agree to anything of that sort. 

Subsequent to that Mr. Sarner said that I would be very sorr _ 
the stand that I took and he is going to dump the project, that 
on the bond and would take the consequences. 

At that time I told him, “If you wish to step out you can and I will 
finish the job myself.” He blew up and we parted. 
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However, prior to this discussion Mrs. Monastero, who is the book- 
keeper, came to me and told me that she had several bills—more than 
several. I guess there must have been about 20 or 25—to be paid, 
and that they weren’t ready, that some of them had to be checked, and 
would I sign some checks for it. So I signed some blank checks. I 
must have signed probably 20 or 25 and Mrs. Monastero then said, 
“You had better sign a few more.” I signed a few more and then 
left. As I left to go into my ee office and Mr. Sarner, this dis- 
cussion took place with Mr. Sarner. After this controversy with 

Mr. Sarner I went into New Yor k realizing that I had signed those 
checks in advance and the threat that Mr. Sarner made. 1 went over 

to the Chase Bank and told my banker just what took place and the 
fact that there ee some signed checks and that I was very much 
disturbed that Mr. Sarner may do something rash. So he said, “If 
you want me to I will ral the bookkee sper and find out if any checks 
were presented for payment.” ‘There were none. He then told 
me— 

The Cuamman. The Chase National Bank was your bank? 

Mr. Sotow. That is correct. 

The Cramman. The checks were drawn on the Chase National 
Bank ? 

Mr. Sotow. That is correct. 

Then, Mr. Fitzgerald said, “When the checks come in they will be 
in at 11 o’clock and 2 o’clock and if there is anything that doesn’t seem 
right I will call you.” 

The following morning, I believe it was June 14, Mr. Fitzgerald 
called my office and said that there were a total of about six hundred 
and some odd thousand dollars worth of checks presented for pay- 
ment made out to Sidney Sarner. 

The Cramrman. How many? 

Mr. Sotow. About six hundred and some odd thousand dollars 
worth of checks. 

The Cuarrman. Made payable to whom ¢ 

Mr. Sorow. Made pay: able to Sidney Sarner. 

The Cuarrman. Himself, personally ? 

Mr. Sotow. Himself, personally. 

Senator Lenman. Had you signed these in blank ? 

Mr. Sotow. Yes, sir, I did. 

The Cuarrman,. You had signed them in blank before ¢ 

Mr. Sotow. That is correct. 

The Cuarrman. Those were a part of the checks that you signed 
for this bookkeeper. What was her name? 

Mr. Sotow. Mrs. Monastero. ‘These checks were intended purely 
for the payment of obligations of the corporation. 

Mr. Srmon. Did the corporation have any obligation to Mr. Sarner? 

Mr. Sotow. None whatever, other than paying ‘him his salary, which 
we mutually agreed and which had taken place for more than a year 
and a half. 

Mr. Srwon. What was the salary ? 

Mr. Sorow. $300 a week. When Mr. Fitzgerald of the Chase Bank 
told me of this situation I called my attorney, Mr. J. E. Lindley, who is, 
incidentally, the certified public accountant for the corporations, and 
we went down to visit Mr. Fitzgerald and I made a request that he stop 
payment on these checks. Mr. Fitzgerald said he would call the gen- 
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eral counsel of the bank to ascertain whether or not it was in order for 
them to do so, The counsel replied that it was perfectly all right. I 
would have to sign a statement. So I signed a statement to the effect 
that I withdrew my signature which is now on my own checks made 
payable to Sidney Sarner are to be stopped since payment on them 
was unauthorized by me. I signed that statement for all of the 14 
corporations involved. 15,1 believe. 

The Crammman. I hand you these’ cheeks, some 6 or 7 or 8, one of 
them for $492,120, and ask you if this is the cheek you are talking about 
and if you will identify them for the record. ‘ 

Mr. Simon. Mr. Solow, will you give the date, amount and whom 
they are made out to ? 

The Cuarrman. And the purpose for which it is stated on the check 
that they are in payment of. 

Mr. Sotow. The first check is Linwood Park, Inc., section 9, dated 
June 12, 1950. Pay to the order of Sidney Sarner, $10,880. On the 
stub appears : 

Partial on account of section 10 for services as per agreement above construction 
costs. 

Mr. Stmon. Was there any agreement ? 

Mr. Sotow. No, sir. The next one is drawn on Linwood Park, sec- 
tion 8. It is dated June 12, payable to the order of Sidney Sarner, 
$10,000: 
partial on account of section 10 for services per agreement above construction 
costs. 

This check on the Sarner & Solow Construction Co., Inc., dated 
June 12, 1950, $492,120. On the stub: 


section 1, $94,420, section 2, $84,720, section 3, $82,440, section 4, $81,120, section 5, 
$81,600, section 7, $80,820 on account of services as per agreement above construc- 
tion costs. 

Another one on the Sarner & Solow Construction Co., dated June 12; 
$81,360 on account of section 9 for services as per agreement above con- 
struction costs. 

Another one, Linwood Park, section 7, dated June 12, 1950, drawn 
to the order of Sidney Sarner; $16,180, on account of section 6 for 
services as per agreement above construction costs. 

Another one drawn on the Sarner & Solow Construction Co. on the 
Paterson Savings & Trust Co. of Paterson, N. J., $65,000 dated June 12 
on account of section 6 for services as per agreement above construc- 
tion costs. This check dated June 12, Linwood Park, Inc., section 13, 
$10,000 to the order of Sidney Sarner, partial on account of section 10 
for services as per agreement above construction costs. ; 

The Cuamman. Did you have any contract or agreement with Mr. 
Sarner that he was to get pay for services as indicated on those checks # 

Mr. Sorow. No, sir. 

The Cuareman. You did sign the checks? 

Mr. Sorow. Yes, sir, I did. 

The Cuatrman. But you thought they were being signed for the 
purpose of paying bills? A 

Mr. Sorow. I did, and this was done in the past. In addition to 
that, some cheeks which were unused are still in my possession. 

The Cuarrman. Those checks werenever cashed ¢ ; 

Mr. Sotow. These were only presented for payment but never paid. 
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The Cuarrman. And you stopped payment on them by withdrawing 
your signature at the bank ? 

Mr. Sotow. That is correct. 

The CuarrMan. Without objection, we will place the checks in the 
files of the committee. ) 

(Photocopies of the checks referred to will be found in the files of 
the committee. ) 

The Cuarman. Unless you have something further to say, Mr. 
Solow, we thank you. 

Mr. Sotow. I have nothing further to say. 

Senator Lenman. May I ask some questions ? 

The CuarrMan. Senator Lehman. 

Senator Lenman. Mr. Solow, when was the first application made 
to the FHA? 

Mr. Sotow. Are you referring to Linwood Park ? 

Senator Leaman. Yes. 

Mr. Sorow. I think it was in early 1949. I wouldn’t know when, 
but it was in early 1949. 

Senator Leaman. When was authority given by the FHA to 
proceed ¢ 

Mr. Sotow. Sometime in June of 1949. 

Senator Leuman. When did you withdraw from this project ? 

Mr. Sotow. Right after this took place I told Mr. Sarner that this 
had better be straightened out. In fact, he called my home. I was 
about to place the companies in receivership. Between June 12 and 
June 29 we had come to an agreement whereby I was bought out. 

Senator Leuman. June 12 and 29 of what year ? 

Mr. Sotow. June 12 is the time this incident took place with the 
checks, but August 29, 1950, is the date of my contract of sale to Mr. 
Sarner. 

Senator Lenman. When did your break come with Mr. Sarner, in 
1949 ¢ 

Mr. Sorow. 1950. 

Senator Leuman. These figures, or these dates, which you gave, 
June 12, what year is that ? 

Mr. Sotow. That is 1950. 

Senator Lenman. How far had the work of this project progressed 
by June 29, 1950 ¢ 

‘Mr. Sorow. By June 29 there were probably 6 or 7 buildings com- 
pleted and about 6 more in process of construction with some of the 
utilities yet to be completed, roads and walks and the like of that. 

Senator Lenman. You were paid a profit? Your share was ap 
proximately $1,235,000 exclusive of the repayment of loans and inc! 
dental expenses ¢ 

Mr. Sotow. That was correct. 

Senator Leuman. How was that figure arrived at ? 

Mr. Sotow. Well, it was by negotiation. It was very simple to 
evaluate the value of Teaneck Gardens because that was already a 
going project and rented. The most difficult thing to evaluate was 
the value of Linwood Park on which no taxes had yet been assessed. 
It wasn’t fully rented and there was no statement that I had to go by. 
It was a pure guess as to what the value would be. We started at one 
figure and came down to the figure for which I sold it. 
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Senator Lenman. Had the FHA guaranty been issued and the 
mortgage place at that time? 

Mr. Sotow. There was only a construction loan. The final loan was 
not placed nor was the final payments nor the mortgages closed on the 
buildings. 

The Cuarrman. The FHA commitment had been agreed to. The 
FHA commitment had been agreed to at that time? 

Mr. Sotow. Oh, yes. The commitment was agreed to before the 
project started. 

Senator Lenman. Ina fixed amount ? 

Mr. Sorow. Yes, sir. 

I believe it was something like $8,900,000 or some figure like that 
for the total of the 13 projects. 

Senator Leaman. How could you estimate or arrive at the actual 
cost of these buildings when the projects had not been completed ? 

Mr. Sorow. That was very difficult and Mr. Sarner had prepared a 
statement at the time of the negotiations. He prepared several papers 
in which his attorneys and my attorneys were present and told us 
that—made the statement to me that the costs were a lot more than 
what we had anticipated. 

I was frankly shocked to find out when Mr. Simon related to me 
what there was left in the way of excess mortgage proceeds. 

The Cuairman. I might say for the record that the windfall or the 
mortgaging out, or the total cost of the project subtracted from the 
mortgage proceeds was $2,426,921. 

Of course, this gentleman’s partner gave him in August 1950 ap- 
proximately $1,125,000, which was approximately half of what the 
total project mortgaged out for when it was finished. 

Mr. Sotow. The representation that was made to me at the time 
was that there was possibly $500,000 left. This was made by Mr. 
Sarner. Which included a mortgage premium and, of course, there 
was a question of the cost of renting and the other expenses which 

were thrown up at the time. 

The figure | arrived at was just a pure guess. I was satisfied to get 
rid of a situation which I thought was very ‘burdensome. 

Senator Leaman. I couldn't have been a pure guess because, as the 
chairman pointed out, it was approximately one-half of the windfall 
which Salie developed. 

Mr. Sotow. Well, Senator, that is true, but on August 29, 1950, 
before completion and before ‘final costs, I had no idea what that was. 

The Cuarrman. Thank you very much. 

Now our next witness will be Mr. Nathan Sonnenblick, of New York 
City. Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Mr. SonnENBLICE. I do, sir. 
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TESTIMONY OF NATHAN J. SONNENBLICK, SHIRLEY-DUKE APART- 
MENTS, ALEXANDRIA, VA., ACCOMPANIED BY FRED S. WEITZ- 
NER, COUNSEL 


The CuarrMan. If you will give your full name and address to the 
reporter, we will appreciate it, and then the name of your attorney. 

Mr. Sonnensuick. Nathan J. Sonnenblick. My business address 
is 100 East 42d Street, New York, N. Y. My attorney is Fred 8. 
Weitzner, 250 Park Avenue, New York City. 

Mr. Stmon. Mr. Sonnenblick, in 1948 applications were filed for 
the Shirley-Duke Apartment project. Two of them listed you as a 
sponsor and recited that you were going to furnish approximately 
$181,000 in cash e% equity for the project. 1 show you one of those 
applications and ask you whether you had authorized the use of your 
name in the application. The figure of money equity appears on the 
second page, Mr. Sonnenblick. 

Mr. SonnenBLICK. I have never seen this application, and as far as 
allowing my name to act as a sponsor and as far as agreeing to put up 
this amount of money, I do not recall ever giving anybody authority 
at this time to put me down as a sponsor. 

Mr. Simon. ‘The application is signed by 6. Gordon, J1 

Do you know Mr. Gordon ¢ 

Mr. SoNNENBLICK. No, sir, I never met the gentleman. 

Mr. Simon. Did you ever authorize him or anyone else to advise the 
Federal Housing Administration that you were going to put $180,000 
in to each of those two projects ? 

Mr. Sonnensuick. I never recall authorizing anybody that I would 
put up $181,000. 

Mr. Stmon. Mr. Sonnenblick, in an unrelated project you were 1 of 
the builders and I believe a stockholder in 2 Cleveland projects known 
as Cleveland Parkway Gardens. 

Mr. SonnENBLICK. Yes, sir. I was not a builder. I was a sponsor 
in that particular deal. 

Mr. Stmon. Did those projects mortgage out ? 

Mr. SonnENBLICK. Well, from the information that I received from 
the builder, Mr. Patrick J. Dwyer, he advised me that that project did 
not mortgage out. 

Mr. Srmon. Did you ever receive any dividends on your stock? 

Mr. SonNENBLICK. Yes, sir, I did receive dividends. 

Mr. Simon. How much did you pay for your stock ? 

Mr. Sonnensuick. If I recall correctly, 1 may have paid a nominal 
amount, probably either $1 or $100 for the small stock interest which 
I received in this Cleveland deal. 

Mr. Simon. How much have you received in dividends? 

Mr. Sonnensuick. That is something I cannot tell you at the pres- 
ent time because I did not realize that I was going to be questioned 
on this Cleveland deal today. 

Mr. Sruon. We didn’t know until yesterday that you were inter 
ested in the Cleveland deal. 

Mr. Sonnensuick. I beg to differ, Mr. Simon. I think, if you will 
recall, at the closed hearings I did discuss this Cleveland deal because, 
at that time, you asked me if I had any other dealings with one of 
the gentlemen who brought this deal up, and I said yes there was a 


Clevel and deal. 
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The Cuarrman. How much did you pay for the stock ? 

Mr. Sonnensuick. I paid either $1 or $100. 

The Cuatrman. For how many shares was that ? 

Mr. SonnenBLIcK. I have a 15-percent interest. 

The CHatrman. How much in dollars have you received in divi- 
dends for the 15-percent interest up to this time ? 

Mr. Sonnensuick. I don’t know. 

The Cuarman. Approximately ! 

Mr. SonneNBLICK. I don’t know. 

The CHarmman. Would you say it would be $15, $15,000, or 
$150,000 ¢ 

Mr. Sonnensiick. I don’t want to take a guess. If you want me 
to I will be very happy to call you and have my accountant tell you. 

The Cuarmman. We certainly do. 

Mr. SonnENBLICK. I just can’t remember. 

The Cuarrman. Thank you very much. We will appreciate your 
calling us this afternoon. 

Mr. Sonnensiick. Maybe tomorrow morning. I will call you or 
Mr. Simon or have my accountant call. 

The Cuatrman. If you will, please. Just call us here at the United 
States Senate. 

Senator Lenman. I have a question. 

The CuHatrMan. Senator Lehman. 

Senator Lenman. In addition to this amount which you paid in for 
capital stock, did you make any loans to the companies? 

Mr. SonNENBLICK. Senator, I would like to explain that situation 
so that you and the other Senators and Mr. Simon understand why I 
received this 15-percent interest in this particular deal. I put this 
deal together as a real-estate broker. The party who was putting this 
deal together asked me; I requested him that I could bring some 
builders in this job. 

Mr. Sruon. Mr. Sonnenblick, is that Don A. Loftus you are talking 
about ? 

Mr. Sonnensuick. Thatisright. I told him I thought I could bring 
some New York builders out to Cleveland to build this job, this FHA 
job, and in lieu of remuneration which I was to receive for putting 
this deal together, bringing the builder out there and going over all 
these facts and agreeing to sponsor the deal and agreeing also if neces- 
sary to put up capital, I received this 15-percent interest in the stock, 
Senator. 

The Cuatrman. You said you agreed to put up capital. How much 

capital did you put up ? 

Mr. Sonnensuick. I didn’t put up any, because there was no capital 
necessary at the time as far as I understand it. 

The Cuarrman. In other words, it was all handled by loans? 

Mr. Sonnensiicx. That is right. 

The Cuareman. And any money that you have loaned them has 
since been repaid ? 

Mr. Sonnensiick. I don’t know whether I loaned them any money. 
I don’t think I did. 

The Cuatrman. If your memory is serving you badly and you did 
loan them money, you are sure it has since been repaid ? 

Mr. Sonnensiick. Yes, sir, it has. 
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The CHarrman. And you will let us know this afternoon or tomor 
row morning how much you received in dividends for your 15-percent 
interest ¢ 

Mr. SONNENBLICK. I will be very happy to, Senator. 

(The following was received in response to the above :) 

Mr. Sonnenblick received from the Cleveland Park No. 3 Corp., as a corporate 
distribution, the following checks : 


Year: Amount 
ag a . : __$15, 525. 50 
La sincn cae _ 9,564. 00 
1953 12, 012. 00 
a ‘ 8, 500. 00 

Total iit __ 40, 601. 50 


The CuatrmMan. Unless there are further questions, thank you very 
much. 

Our next witness will be Andrew Nicol from the prosecutor’s office, 
Bergen County, N. J. 

Mr. Nicol, will you be sworn please ? 

Do you sole mnly swear that the testimony you are about to give will 


be the truth, the whole truth, and nothing but the truth, so help you 
God ? . 


Mr. Nicou. I do, sir. 


TESTIMONY OF ANDREW D. NICOL, PROSECUTOR’S OFFICE, BERGEN 
COUNTY, N. J. 


The Cuatrman. Will you be seated and give your full name and 
address to the reporter and also your official capacity. I believe you 
are assistant prosecuting attorney. 

Mr. Nicot. Lam not, sir. 

The Cuairman. Tell us exactly what you are. 

Mr. Nicov. My name is Andrew D. Nicol. I am financial investi- 
gator assigned to the office of the Bergen County prosecutor at Hack- 
ensack, N. J 

The CuarrMan. Is that a State office / 

Mr. Nico. It is a county office. 

The CuarrMan. It is the county prosecutor, is that right? 

Mr. Nicou. That is right, sir. 

The CHarrMANn. Suppose you proceed, Mr. Simon. 

Mr. Stmon. I believe, Mr. Nicol, that you have had some extensive 
investigation of alleged irregularities in the home repair program un- 
der title I of the Housing Act? 

Mr. Nico. I have, sir. 

Mr. Simon. Would you tell us briefly the results of your investi- 
gation ? 

Mr. Nicov. Back in January of 1952, I started getting complaints 
from homeowners in Bergen County. I made an investigation on 
my own time to ascertain if there was fraud connected with this home 
improvement situation. As a result of my investigation, we had two 
corporations and the individual officers indicted under the New Jer- 
sey Statute 2A, 111-5. 

Mr. Stwon. What were the names of those corporations. 

Mr. Nicoxt. Protexa-Wall Products, Inc., and the second corpora- 
tion was 

50690—54—-pt. 1 31 











476 FHA INVESTIGATION 


The Cuarrman. What was their address, please? What town were 
they in? 

Mr. Nicor. They were located at 7814 Tonnelley Avenue, North 
Bergen, N. J. 

The second corporation was Interstate Applicators, Inc. They also 
had their address at 7814 Tonnelley Avenue. 

Mr. Stmon. You said they were indicted ¢ 

Mr. Nicox. They were. 

The Cuatrman. Both of the concerns had the same address ? 

Mr. Nicou. Yes, sir. 

Mr. Suwon. Did they have common officers ? 

Mr. Nicov. Mr. Chairman, there was one other corporation also 
located at the same address, called Perma-Wall, Inc., 7814 North Ton- 
nelley Avenue. 

Mr. Sruon. All of these companies were at the same address ? 

Mr. Nicon. Yes, sir. 

Mr. Srwon. Did they have common officers ? 

Mr. Nicon. They did, sir. 

Mr. Stwon. And you say they were indicted ? 

Mr. Nicon. Yes, sir. 

Mr. Simon. What happened in the criminal proceedings ? 

Mr. Nicot. The attorney for the corporations entered a plea of 
guilty. 

The Cuarrman. Who was the attorney ? 

Mr. Nico. The original attorney, sir, who represented the corpo- 
rations and the individuals was one George Marcus. 

Mr. Stwon. Do you know whether that is George I. Marcus of 
Hackensack, N. J.? 

Mr. Nicot. I happen to know the gentleman, sir, and it is. 

Mr. Simon. I take it you know he is the same man who was here 
Monday ¢ 

Mr. Nico. I noticed by the papers, sir, that he made an appearance 
at this hearing. 

The Cuamman. He made quite an explosive appearance, I should 
say. 

Mr. Simon. Would you tell the committee briefly, Mr. Nicol, the 
practices of these three corporations, the practices they engaged in? 

Mr. Nico. I respectfully invite your attention to a service bulletin 
of the chamber of commerce, by the National Better Business Bureau, 
dated January 1952, and it is bulletin No. 199, and it is entitled, “Warn- 
ing on the Model Home Racket.” 

Mr. Simon. Could you briefly tell us what it is? 

Mr. Nicuox. In substance, as I understand it, it is a typical con- 
fidence game. These corporations would send represent: atives into 
a given area and approach the homeowner and tell them that their 
home has been selected for advertising purposes for the corporation 
and that they have some sort of preparation or siding to put on the 
home and that the preparation isn’t going to cost them any money 
because of the fact there is a commission arrangement of $50 that 
the homeowner will get for any job that is done in the area, regardless 
of whether the home owner gives that name or the individual to the 
corporation. 

Mr. Simon. Is what you are saying, Mr. Nicol, that they would 
sell the job to the homeowner for a certain price and then they would 
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tell him he would get the money back by a commission on all the 
other jobs that they sold in the area / 

Mr. Nico, That is right, Mr. Simon. 

Mr. Simon. Did they generally assure him that they would put 
enough salesmen in the area to sell enough other jobs so that he would 
be assured of getting his money back ¢ 

Mr. Nico. That is correct, sir. 

Mr. Srmon. Please go on. 

Mr. Nicox. There is one other thing to remember. When the com- 
plainants came in to the prosecutor’s oflice in Bergen County, natu- 
rally they would have to indicate that they had entered into a con- 
tract. They were now the recipients of notebooks from investment 
corporations whereby they would have to make payments on the job 
for a period of 34 or 36 months. The unfortunate situation is when 
these nema i would come to the complainants and ask them to 
sign these various forms and documents they would tell the com- 
plainants that they were of no value, that they were superfluous ma- 
terial and actually only credit applications. 

Mr. Simon. You mean the employees of these companies would tell 
the homeowners when they signed the document, which was a note, 
that is was merely a credit application ? 

Mr. Nico. That is right. I have here in this file a credit applica 
tion indicating a promisory note which is detachable from the credit 
application. They would tell the complainants that these documents 
they were signing were of no value and that the real contracts would 
come through the mail because they knew that no one would dare 
tamper with Uncle Sam’s mail. 

In the meantime, what they actually signed was a real bona fide 
note, in blank, and plus the contract and other miscellaneous papers. 

Mr. Srtmon. Then, those notes were discounted at the banks and 
guarantied under the Federal Housing Act, is that right ? 

Mr. Nicot. Within 3 days a group of men went up to the home, 
sprayed the house, and in fact in most cases they would only take one 
day. They would put a one-eighth inch thickness of plastic paint on 
the house. 

They would take off and in about 2 weeks’ time the people would 
be recipients of these notes and payment books that they would have 
to make certain payments on the installment plan for 34 or 36 months. 

Mr. Simon. By that time the note was in the hands of the bank 
and was guarantied by the Federal Government, is that right ? 

Mr. Nicot. Apparently so. 

I have never explored that because in my opinion this thing is on a 
national scale. 

Mr. Stuon. Do you know whether these salesmen referred to the 
Federal Housing Administration or the Government when they were 
selling these projects / 

Mr. Nicot. My investigation, talking to some of the complainants, 
revealed that they did represent themselves that the FHA was proc- 
essing these things under title I. 

Mr. Simon. Would you go on, please. 

Senator Lenman. May Lask one question ¢ 

The CuairmMan. Senator Lehman. 

Senator Leuman. You say these notes which were signed under 
misrepresentation by the homeowner were discounted at the bank. 
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Do you know whether they had the FHA guaranty when they were 
discounted at the bank ? . t 

Mr. Nicot. No, Senator, there is a reason for that. I did not get 
into the financial end of it because this swindle was really ona national 
scale, in my mind, and I can substantiate the fact that it is on a na- 
tional scale. Because I am only one little individual, I don’t have the 
personnel under my command to make any investigation of financial 
institutions. 

[ had hoped that the day would come when someone with higher 
authority would delve into it. I kept away from it so I wouldn’t upset 
things. 

Senator Lenman. There is no question about it having been a 
swindle. What I am trying to get at is whether the FHA was in- 
volved in this transaction. 

Mr. Nicox. If you will let me qualify my answer, sir, I will try to 
be more specific. 

Senator Lenman. I would like Mr. Simon to listen to this. I said 
there was no question in my mind that there was a swindle in this mat- 
ter, a misrepresentation. 

I was trying to develop the question as to whether the FHA was 
involved in this transaction. 

Mr. Nicot. Mr. Senator, I have a brochure here where these opera- 
tors of these corporations set up a school to train representatives. 

I have the sworn testimony and signatures on this 7-page brochure 
showing that these corporations operated in the South, the Middle 
West, on the west coast, and they were trying to open up markets in 
the East here. I also have in this file a letter-——— 

The Crarrman. You said you had a brochure showing that they 
had a school educating them to do what? 

Mr. Nico. It is a fraudulent scheme, sir. It is 100 percent fool- 
proof to get a homeowner to go into this thing. 

The Cnarrman. You mean they educated salesmen to do it? 

Mr. Nicon. Yes, sir. 

The Cuatrman. At a school ? 

Mr. Nicon. Yes, sir. 

The Cuarrman. Have you got anything to prove that ? 

Mr. Nico. Yes, sir. 

The Cruarrmman. Let’s see that. You mean they brought a salesman 
in and one man got up in front and taught them how to flimflam ? 

Mr. Nicon. That is correct, sir. 

The Cuarrman. Are you sure of that ? 

Mr. Nicow. Positive, sir. 

The Cuarrman. I have heard everything now. 

They would teach these salesmen in these schools how to beat the 
people ? 

Mr. Nicon. Yes, sir. 

The CuatrmMan. Did these two companies do business all over the 
United States ¢ 

Mr. Nico. Yes, sir. 

The Cuarmman. About how many salesmen did they have? 

Mr. Nico. I am still looking for six of them, sir, and I can’t find 
them. They used alias names. They never used the same name twice. 
The same man would never approach another homeowner. 
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In other words, if Mr. Manning went to Mr. Jones’ house and sold 
him a bill of goods I would get a call from another area and I would 
dash over there because they had made an appointment for some man 
to come in who represented himself to be Mr. Manning. Yet the Mr. 
Manning I met there was not the Mr. Manning I met the first time. 

The Carman. Were there two or three companies ¢ 

Mr. Nicor. There were three companies indicted. There were ac- 
tually three. 

The Catan. The two companies would hire salesmen and get 
them into a class and train them in how to perpetrate frauds on the 
people ? 

_Mr. Nicot. That is the testimony I have, and the evidence I have, 
sir. 

The CHarrman. And you have a brochure there to prove it ? 

Mr. Nicox. If you will just be patient with me, sir, I have worked a 
vear on this and I have got more records and files than I can easily 
find. , 

Mr. Srwon. Mr. Nicol, did you find any salesmen with criminal 
records ? 

Mr. Nicov. I checked on the three officers. Louis S. Garthson, 
Michael Garthson, his brother, and Abe Schiff, and I find that Michael 
Garthson had been arrested in Florida back in 1940. It was April 22, 
1940, under the name of Lawrence M. Strander, S-t-r-a-n-d-e-r. The 
charge was attempted larceny. Apparently it was dismissed and re- 
duced to a charge of disorderly conduct. 

Mr. Suwon. Are you satisfied it is the same man, even though they 
are different names? 

Mr. Nicot. I think our identification system is pretty good, sir. We 
check that with the Federal Bureau of Investigation. 

The Cuarrman. How long ago were they teaching these schools? 

Mr. Nicout. About 1952 or 1953. 

The Cuarrman. Last year? 

Mr. Nicot. The latter part of 1952, sir. Here is the beginning part 
of it. Here is something set up as a baseball diamond on how they 
train the men. You will see the signature of Jackson Dempsey. He 
was employed by those corporations and testified to the fact that they 
were trained and schooled. 

The Cuamman. It says on here: 

Outline of Close. More than anything else your selling personality and con- 
fidence. This close is more low pressure than high pressure. Sell your appear- 
ance, attitude, and self-confidence. Know the deal. Be sure of yourself. You 
are a factory executive, not a salesman. 

Now, they were salesmen, were they not? They were misrepresent- 
ing themselves as executives rather than salesmen ¢ 

Mr. Nico. That is right. 

Mr. Stuon. The reason for that is that the homeowner was told that 
this was a factory executive coming to pick their particular house as 
a model house and that the salesmen would call on the other home- 
owners ¢ 

Mr. Nico... That is right. 

They would call themselves sales representatives and executive di- 
rectors and things like that. I found this thing. In the first part it 
says this is a training schedule. 

Useful measures and doublecheck everything that has to be covered. Make 
yourself very busy muttering and talking to yourself in compiling all your figures. 
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Then in parenthesis— 
You are a mathematical genius, remember— 
end of parenthesis— 
and you act the part. 
The Cuairman. I find a good one on this sheet you give me. It says: 


measurements and buildup. Jumble figures over entire sheet. Customer is now 
spending. 


Without objection, we will place in the record the document called 
“Close,” this document signed by Mr. E. C. Dempsey on October 27, 
19d2. 


(The document referred to follows:) 


[E. C. Dempsey, 10/27/52] 
CLOSE 
INTRODUCTION 


Are you Mr. or Mrs. Prospect? My name is Mr. ---------_--___-_--__, a director 
for the advertising department of the Perma-Wall Corp. We have an appoint- 
ment arranged by a member of our staff Mr. -..-.------_-_-- , to discuss the 
possibilities of using your home in connection with our program. 


INSTRUCTIONS 


Smile—be friendly—relax—don't rush into the interview—arrange your seat- 
ing to the best advantage—if possible around a table. Let your prospects talk 
and get warmed up. Leave your brief case with your coat or in the foyer, etc. 


EXPLANATION OF CALL 


There has been an extensive search made in your neighborhood for the proper 
type of homes and homeowners who would fit into our picture for our advertising 
program. (Give example—National Periodical Advertising, ete.) 

You folks have been highly recommended on our point system of choice through 
the survey made by our representatives. (Be complimentary). To be exact 
there are 4 homes in this area in more or less the same category—you folks are 
our No. 1 selection and I am here to give my approval. (Make light but short 
conversation. ) 

BODY 


Before going into the complete details as to what we have in mind for you 
please bear with me, even though what I may have to say may be repetitious. 

I presume you folks have been approached by various firms who have tried to 
induce you to purchase some type of siding: and its quite obvious they have not 
been successful because you no doubt are aware of the pitfalls of that type of 
exterior covering. You must realize it would change the architectural lines and 
contours of your property and hurt the dollar value of your home. And I feel 
I can safely express myself when I say you are no doubt tired of paying and 
paying the terrific costs of painting and repairing, especially for the last 10 years. 
Labor is so very high—paints are exorbitant in cost and have been inferior in 
quality. (Start getting enthusiastic. ) 

The Perma-Wall Corp. are preparing to introduce in this eastern market the 
most amazing material that has ever been devised for the purpose of revitalizing, 
beautifying and insulating the exterior of homes through a new highly specialized 
process. The product is a pressure-sealed side wall resurfacer which will insu- 
late, protect, and beautify as nothing else can—it is waterproof and contains the 
two indestructible minerals, imported asbestos fiber and mica and it is not merely 
nailed on—but fused to the surface by powerful pressure and thus becomes.part of 
the same. It is actually air-blasted to the house and after absorption it is still 
one-sixteenth inch thick above the high point. Through this method that we are 
introducing you will eliminate all future maintenance costs which means a 
very large and substantial savings because it is unconditionally guaranteed for 
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labor and materials—moneys that can be used for many other purposes—even to 
an increase in your bank account. 

To introduce this new and amazing product to you homeowners, we have set 
aside a large sum of money to be expended in our advertising cost such as taking 
pictures before and after of your home to be used in our direct mail, newspaper 
and periodicals—letters of endorsement from you property owners—display signs, 
and compensation for recommendation. Part of this money is also to be used 
for the purpose of alleviating some of the costs to the homeowner. 

The purpose of all this is to help the sales staff present our product to the 
public in an intelligent manner. It has proven highly successful in other areas 
that we have opened up, such as the west coast, the South, and the Middle West, 
and certainly should prove itself more successful with you folks in the East. 

You people can readily appreciate that we need this cooperation because of 
the difficulty of showing a sample home in a person’s living room. So by enlisting 
your cooperation and the cooperation of other people like yourselves we will be 
able to use all this advertising material as our show window plus the three-di- 
mensional color pictures we will show with our special viewers. (Get more en- 
thusiastic. ) 

INSTRUCTIONS 


At this point get your briefcase and take out your brochure and follow through 
in the following manner : 

1. Show your color chart and read line for line using your pencil for illustra- 
tions what it says about the product—become expressive and enthusiastic about 
the beautiful colors and repeat the guarantee. Get prospect to show preference 
as to color. 

2. Show registration form and elaborate on same. 

3. Show your United States Testing Laboratory reports and read with your 
pruspects word for word the purpose of the test and the findings of the test— 
plus the conclusions and the signature on the bottom of the test. 

4. Read with prospect the history of Renuit from the brochure. 

5. Read the comments of the Journal of. Commerce from their editorial staff. 

6. Show the texture prints. 

7. (Only if you feel it necessary) show letters of endorsement and pictures. If 
you can avoid showing same do so and go on with your story as follows: 


QUALIFYING 


We are not in production. at present—we are retooling and preparing for the 
coming season—but we have set aside a limited quantity of this new revitalizing 
material to be used for display purposes only. 

Unfortunately time is running out and so is our limited supply and we have a 
deadline to meet to get our advertising program underway. 

Mr. and Mrs. Prospect—you have been kind and attentive in listening to my 
story and I really appreciate your courtesies—and now not to bore you any 
further, may I ask you a very personal question? If it is satisfactory we will get 
to the point at once. 

If what I have proposed doing to your house meets with your approval and 
the price is acceptable to your pocket and only if it is acceptable are you folks 
ready to make a commitment this evening—remember your “yes” is only predi- 
cated on the cost meeting with your approval. I am accepting the fact on face 
value that you like the idea very much. Please correct me if I'm wrong. (If the 
prospect says “yes,” make your excuses to go outside and measure the property. 
If you can get the homeowner to join you do so. They can be very valuable 
assisting you with the light also an opportunity to assure prospect of what is to 
be done and to continue selling them on various points. ) 


REQUALIFY 


If the prospect does not qualify—you follow in the following manner. 

No doubt because I’m a stranger you feel a little backward in committing 
yourself to a yes—remember your yes does not mean we enter into a contract, 
all it does is assure me that we might enter into one if my price meets with your 
approval. 

My work here is not as a salesman—I do not represent the Perma-Wall Corp. 
as a member of their sales staff—but as a director from the advertising 
department. 
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In addition to doing so much for your home on the basis we have discussed 
we do so much more that I haven’t even mentioned to this point—but to accom- 
plish our mission and because we are selfish in our thinking we must make your 
property an outstanding sample of our methods. As an example if you have any 
rotted clapboards we will replace them—if your boards are loose we retighten 
them—if you have rotted or loose wood shingles we do the same. If you have 
asbestos shingles we do the same. If the house is stone or brick we do the 
same. If the house is stucco or plaster we repair cracks and crevices. If paint 
is sealing or cracking or peeling—we wire brush. We caulk all windows and 
doors—making the house airtight using a special mastic (elaborate). 

Mr. and Mrs. Prospect everything I have said to you is entered word for word 
into a written contract including a 10-year written guaranty for labor and ma- 
terial with my signature affixed to same on the company’s stationery—you cer- 
tainly don’t have to be a Philadelphia lawyer to realize how strong that docu- 
ment is and how well it must stand up in a court of law. 

Mr. and Mrs. Prospect with all this in mind is there any reason in the world 
why you can’t give me an answer to my question. 

If the price is right, will you say yes this evening? If the yes is still not 
forthcoming add the following: 

REQUALIFY 


Please accept this—should you folks not get together with me on my proposal 
we are still the best of friends. I still have accomplished my missionary duties 
and sometime in the future when you have been aware of how much we have 
revolutionized the industry and wish to have your home beautified, we will also 
be most willing to do the work for you through the regular channels and at the 
regular retail costs. Tonight you have the opportunity of doing it at the ad- 
vertising costs which are much lower than the wholesale figure and an actual 
savings of at least four times your future expenditure on the maintenance of 
your property over a period of the next 20 years. 

If I have made myself clear I believe you can appreciate why I am asking 
for a commitment from you this evening, that is if the price is right you will 
go along with me—remember this is FHA approved and endorsed by Regulation 
W of the Federal Home Improvement Act. 


REQU ALIFY 


If yes is still not forthcoming you either work on their ego or start pressure 
selling and rehashing your complete program. If they will not qualify and go 
along with your program do not go any further or enter into a close. (Once 
they have said yes to your qualification the battle is practically won.) 


ACT 1 


After you have completed your measurements using your graph or illustra- 
tions on a pad (use full measure and double check everything that has to be 
covered) make yourself very busy muttering and talking to yourself in com- 
piling all your figures (you are the mathematical genius remember) and you act 
the part. 

ACT 2 


You have completed your figures. You put the pad down. You relax and 
smile. Mr. Prospect you really have a nice size home (a little or a lot larger 
than the average) and I must say to my way of thinking a very nice home and 
one to be proud of. You folks are people above the average and realize that 
figures do not lie so let me show you a few facts and figures with my pencil—ac- 
tual costs you are aware of but have not been able to do much about. 


ACT 3 


At this point, repeat the part of the sales program in reference to the prepar- 
ing of the house—which is in the requalifying part 2. 
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CLOSE 1 
Then follow through with 


Mr. Prospect about how much do you spend a year for heat? Approxi- 


mately $300 a year in 20 years_____. __.. $6, 000. 00 

For painting a property of this size I presume under today’s « ‘onditions 
it should be between $300 to $500 every 4 years___ . ____.. 2,000.00 
Additional maintenance (such as) should be about $20 per year y 400, 00 
Termite proofing is worth about $20 per year y / 400. OD 
Total expenses_-_ o st 8,800.00 

Mr. and Mrs. Prospect here is what our product will do for you. We 
will cut your heating bill by 30 percent—savings ‘ 2, 800. 00 
We will eliminate your painting—savings____ one ; . 2, 000. 00 

We will eliminate your maintenance termite destruc tion or the oppor- 
tunity of them damaging your property—savings__._______________ S00. 00 
Total ite ; 4, 600. 00 

The retail cost of job: 

I EI LTE EE LRT TE — 1, 400. 00 
20-year expenditure ae ‘i i io 6, 009. 00 
Wholesale cost ke — ee a aE ee x . 1,100.00 


Savings____-_ iit io and 4,900.00 


Pause (no conversation forthcoming) 

Now to assure you that everything I have told you is exactly as I have said, 
I am going to write everything down word for word in this contract and I would 
appreciate your corrections if I leave anything out. 

Start writing and repeating out loud what you are writing. If the prospect is 
not happy with the price you have quoted put the contract aside for the moment 
and continue. 

CLOSE 2 


As I explained earlier in my program we compensate you for various privileges 
you allow us for advertising which we pay you in cash or you deduct from the 
cost of the job. 

First we pay you a sales commission of $50. 

Second we pay you $50 for your endorsement. 

Third we pay you $50 for allowing us to display a small sign on your property 
during the period when we do the actual work to satisfy all the sidewalk super- 
intendents, the passersby and the neighbors. And we pay you $50 for the 
use of the pictures we use in our program—a total of $200 leaving a cost of only 
$900—a savings of $5,100 for a period of 20 years 

At this point go back to your contract, continue writing and repeating what 
you are writing. 

If there are further objections to the cost at the rate of $900 again put your 
contract aside and say 

CLOSE 3 


But Mr. and Mrs. Prospect you are not paying $900; you have forgotten to 
deduct $200 that our representative Mr. So and So offered you when he spoke to 
you. 

At this point the customer will be surprised and say (he never mentioned 
anything about $200). Then you become surprised and do a little acting on your 
part and follow through. 

Didn’t Mr. So and So tell you we would guarantee you at least 8 jobs that we 
would do in your area for which you get $25 apiece—and didn’t he tell you that 
whether we get 1 or 101 jobs you are assured of that amount which is equivalent 
to $200. Moneys that you can use for any purpose whatsoever. Whether you 
wish to buy a fur coat for the missus—-a deposit on a car or apply it to your 
contract. Money that you can have in advance. And didn’t he tell you that for 
every direct recommendation you make that results into a completed contract 
you would receive an additional bonus check of $50 in the mail—whether it be 
1, 10, or 1,000 completed jobs. 
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Then let me apologize to you if he hasn't told you all this and I must remember 
to call him in on the carpet and refresh his memory. 

Continue with your contract and after you have finished reread all you have 
written showing what you have written to your prospects. Then ask them to 
write and I said write not sign their full name in the allocated space then con- 
tinue with all your papers with the prospects signature. If possible do not fill 
in the price until the prospect has written in their signature. 

Be sure to get at least 10 percent down, No more than 30 months to pay be- 
ginning no later than 45 days after completion of job. 


CLOSE 4 

If you have not closed at this late hour it’s a question of staying powers and 
who wears who out first—just keep punching and reselling over and over again 
and believe me if you have had to use all this ammunition to make the sale you 
will first start appreciating the easy ones. If you have failed—better go home 
and sleep it off and talk to me the next day. Wouldn't want to be around that 
night. 

Mr. Simon. Mr. Nicol, do you have any instances of people being 
threatened because they tried to protect these homeowners 4 

Mr. Nicou. At the very outset of this investigation there was a 
woman named Mrs. Ruth Balts, B-a-I-t-s, who was instrumental i 
initiating this investigation. 

Mr. Simon. By this investigation, you mean your investigation ¢ 

Mr. Nreou. That is correct, sir. 

She had gotten wise to these characters and had made an investiga- 
tion on her own and had developed various names of various other 
people who had been swindled in this model-home racket. I under- 
stand from Mrs. Balts that on several occasions, on at least two ocea- 
sions, she told me that she had been threatened and she has now gone 

Florida or somewhere. Her whereabouts are unknown. She told 
me she wanted to move away because she was afraid something would 
happen to her 

Mr. Stmon. Wasthat because of her investigation ? 

Mr. Nicon. She was concerned about it. 

The CHairman. Are these three corporations still in existence / 

Mr. Nicor. As I understand it, sir. two of them have been dissolved 
and one, Interstate Applicators, is still in existence. 

The Cuarrman. We will possibly want to call them down here 
unless we call them in New York. 

Senator LeuMan. I have no doubt at all that this was a fraud and 
a flimflam game and I congratulate the district attorney of Bergen 
County for having prosec uted this case, but this is an investigation of 
the FHA. What I am trying to develop is what, if any, connection 
there was between the FHA and these frauds. 

The CuarrmMan. We will get into that in just a moment but I can 
tell you real quick that FHA financed all the sales these crooks made. 

Senator Leaman. That is what I am trying to get at and I have 
had no testimony from the witness. Were these loans which were rep- 
resented by these promissory notes, when they were discounted at the 
banks, guaranteed by the FHA ? 

Mr. Nicor. I am not trying to avoid your question, Mr. Senator. 
That brochure that was just submitted in evidence indicates that 
these corporations have been working throughout the Nation and I 
also have before me a letter dated Dec ~ember 3 , 1952, from the Federal 
Housing Administration, office of the district ‘direc tor, Miami, Fla. 
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It is addressed to Mr. Jerome Brett, president, Pioneer Home Im- 
provement Co. of Newark, N. J. If I may read this little paragraph. 

The CuarrmMan. You may. 

Mr. Nicon. (reading) : 


DeAR Mr. Brett: This office is in receipt of written complaints from the above 
mortgagors regarding exterior paints sold and applied by the Pioneer Home 
Improvement Co., a Florida corporation, Jerome Brett, president, which paint 
has discolored, cracked, peeled and mildewed, although 10- or 20-year guaranties 
were given against such occurrences. This administration has investigated these 
complaints and believe them to be justified and of a nature that should be checked 
by you. These improvements were insured under title I of the National Housing 
Act. We would like to point out that in the event precautionary measures are 
instituted, the measures will be applicable in the area in which you now operate. 
We would appreciate an immediate reply as to what arrangements you have made 
to satisfy these complainants. 

To my knowledge, sir, they never did catch up with them. 

Senator Lenman. That is testimony that 1 was looking for. Let 
me ask you this. When was the complaint filed with the district at- 
torney against these people ? 

Mr. Nicot. The original complaint, sir? 

Senator Lenman. On which you proceeded. 

Mr. Nico. I started my investigations shortly after I entered the 
prosecutor’s office around January 1, 1952. I worked for over a year 
on the case because by the nature of the complaints it looked like 
there was merely a breach of contract, a civil matter, and naturally 
the prosecutor’s office was precluded from stepping into the picture. 
But I felt that so many complainants couldn’t be wrong, there must 
have been fraud, and it was predicated on that analysis that I investi- 
gated on my own until I got sufficient evidence to present the matter 
to the grand jury. 

Senator Lenman. When did these defendants plead guilty ¢ 

Mr. Nicor. On June 25, 1954, Interstate Applicators—I beg your 
pardon. May 17, 1954. The Protexa-Wall Co. and Interstate Ap- 
plicators entered a plea of guilty to the New Jersey statute. 

Senator Lenman. And you had been investigating from the be- 
ginning of 1952? 

Mr. Nicot. That is right. 

Senator Lenman. Until they pled guilty ? 

Mr. Nicon. Yes, sir. 

Senator Lenman. The complaint was made in January and the 
prosecution was undertaken at that time ¢ 

Mr. Nicov. That is right, sir. 

Senator Leuman. What was the disposition of these cases when 
they plead guilty ? 

Mr. Nicon. On June 25, 1954, Interstate Applicators were fined $500 
on each indictment. Protexa-Wall was fined $500 on each count in the 
indictments 17374 and 17375. The indictments as against Abe Schiff, 
Louis 8. Garthson, and Michael Garthson were nol. prossed. 

Mr. Stmon. Mr. Nicol, have you worked with the Better Business 

Jureau on these matters ? 

Mr. Nicon. I have been in communication with the Better Busi 
ness Bureau; yes. 

Mr. Stmon. You have worked particularly, haven't you, with John 
Hoffman in New York, of the New York Better Business Bureau ? 
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Mr. Nicor. I have on occasion, sir. 

Mr. Srwon. I would like to say, Senator Lehman, that Mr. Victor 
Nyborg, president of the Better Business Associations, and John Hoff- 
man are si and both of them will testify about their efforts to get 
the FHA to correct some of these abuses. 

The Cuatrrman. Have you anything further, Mr. Nicol? 

Mr. Nicon. I think you might be interested to know, sir, that I 
traced this thing down to find out that after the notes were discounted 
and these two investment companies— 

The Cuarrman. Can we get the names of these investment com- 
panies ¢ 

Mr. Nicov. Yes. They were the General Investment Co. 

The Cuarrman. Of what address? 

Mr. Nico.. Just a moment, sir. Before I get to that, sir, may I show 
you something else ? 

The Cuarrman. Yes. 

Mr. Nico... Here is another piece of fraud. When these people get 
these jobs done they are afforded a guaranty. In the guaranty they 
are told by the representatives of the corporations that the job is in- 
sured by one of the largest insurance companies in the country, nam- 
ing the Indemnity Insurance Co. of North America. They are given 
this bona fide certificate citing the Indemnity Insurance Co. of North 
America to insure the product and saying it protects the life of the 
wall. I have made an investigation with the Indemnity Co. of North 
America and I have before me a letter and a copy of their old policy 
referred to in this guaranty. This blank liability policy has only 

varied with respect to the product and it has no bearing on whether 
the job was put in them or not. 

I approached the Indemnity Insurance Co. and they said that was 
fraud and they had never given permission to have their name used on 
this certificate, but here it is. 

The Cuatrman. Without objection, the certiflicate and the other 
document you have in your hand will be made a part of the record. 

(The documents referred to follow :) 
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INDEMITY INSURANCE Co. OF NoRTH AMERICA, 
Newark, N.J., October 31, 1952. 

Re L-338597 

Krylon Ine. 

Mr. and Mrs. Anthony Calabrese—PD 

Account May 12, 1951 
Mr. ANDREW D. NICOL, 

Bergen County Prosecutors’ Office, 

Hackensack, N. J. 

Dear Sre: In accordance with your request, we attach hereto copy of letter 
dated July 9, 1952, addressed by Marshall I. Groff superintendent of the com- 
pensation division at our home offices in Philadelphia to Mr. Paul J. Molnar, 
special assistant deputy, Department of Banking and Insurance at Trenton, N. J. 
We also attach hereto a typewritten copy of policy No. LB—9463 prepared for 
Krylon, Inc. 

Should the prosecutor’s office desire any further assistance in this matter, we 
shall be only too giad to try to oblige. 

Very truly yours, 
J. H. BRANDES, 
Superintendent. 


PLANKET LIABILiry PoLicy No, LB—-9463, EsPEcIALLY PREPARED FOR KRYLON, INC., 
BY INDEMNITY INSURANCE Co. OF NORTH AMERICA—EXPIRES SEPTEMBER 28, 1953 


A stock insurance company herein called the company, does hereby agree with 
the insured, named in the declarations made a part hereof, in consideration of 
the payment of the premium and of the statements contained in the declarations 
and subject to the limits of liability, exclusions, conditions, and other terms of this 
policy : 

INSURING AGREEMENTS 


I. Coverage A—Bodily injury liability 

To pay on behalf of the insured all sums which the insured shall become 
obligated to pay by reason of liability for damages, including damages for care 
and loss of services, because of bodily injury, including death at any time result- 
ing therefrom, sustained by any person or persons, caused by accident and arising 
out of the operations of the insured as defined herein. 
Coverage B—Property damage liability 

To pay on behalf of the insured all sums which the insured shall become obli- 
gated to pay by reason of liability for damages because of injury to or destruc- 
tion of property, including the loss of use thereof, caused by accident and arising 
out of the operations of the insured as defined herein. 


II. Assumed liability, products liability 


Coverage A and coverage B shall include coverage for liability assumed by the 
insured under any contract or agreement in force at any time during the policy 
period, and also for liability arising out of the possession, consumption, han- 
dling or use of any merchandise or product manufactured, sold, handled or 
distributed by the insured. 


IIT. Additional insured 


This policy shall insure each subsidiary, allied or affiliated company in the 
same manner and to the same extent as if a separate policy had been issued 
to each. This policy shall cover as additional insured the executive officers, 
directors and stockholders of the insured named in the declarations in respect 
of liability arising out of the operations of the insured as covered hereunder. 


IV. Additional interest (products) 


The word “insured” shall include any other person, firm, or corporation which 
shall become liable to pay damages imposed by law on account of accidents 
covered by the policy, suffered, or alleged to have been suffered, by any person 
or persons by reason of the possession, consumption, handling or use of any 
merchandise or product manufactured, sold, handled or distributed by the in- 
sured named in the declarations. 

It is the intent of this paragraph to cover only the liability of such other 
person, firm or corporation arising out of the sale, distribution or handling of 
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such merchandise or product, and this endorsement is not to be construed as 
covering any act of negligence on the part of such other person, firm or cor- 
poration in selling, handl*ng or distributing such merchandise or product, nor 
the liability of any one from whom the insured named in the declarations has 
purchased or acquired any merchandise or product, ingredient, part or con- 
tainer entering into, accompanying or containing the product of the insured 
named in the declarations. It is further agreed that the extension of coverage 
herein provided shall not operate to increase the company’s limits of liability 
as stated in the declarations. The limit of liability expressed in the declara 
tions as applicable to “policy period” shall apply jointly and not severally to 
all insured covered hereunder. 

V. Defense, settlement, supplementary payments 

It is further agreed that the company shall: 

(a) defend in the name and on behalf of the insured any suit against the 
insured alleging such injury or destruction and seeking damages on account 
thereof, even if such suit is groundless, false or fraudulent; but the company 
shall have the right to make such investigation, negotiation and settlement of 
any claim or suit as may be deemed expedient by the company ; 

(b) pay all premiums on bonds to release attachments for an amount not in 
excess of the applicable limit of liability of this policy, all premium on appeal 
bonds required in any such defended suit, all costs taxed against the insured 
in any such suit, all expenses incurred by the company, all interest accruing 
after entry of judgment until the company has paid, tendered or deposited in 
court such part of such judgment as does not exceed the limit of the company’s 
liability thereon, and any expense incurred by the insured, in the event of bodily 
injury, for such immediate medical and surgical relief to others as shall be 
imperative at the time of accident. 

The company agrees to pay the expenses incurred under divisions (a) and (b) 
of this section in addition to the applicable limit of liability of this policy. 


VI. Definition of bodily injury 


Bodily injury as used in this policy shall be eonstrued to include sickness, 
disease and mental anguish. 


VII. Assault 


sodily injuries or death alleged to have been caused by an assau!t shall be 
deemed the result of an accident within the meaning of this policy, provided 
that the assault was not committed at the specific instance or direction of an 
executive officer of the named insured. 


VIII. Policy period, territory 


This policy applies only to such injuries and damages occurring during the 
policy period and within the United States of America, Canada or Newfound- 
land. 

DEFINITION OF OPERATIONS 


This policy shall cover the manufacture, distribution and sale of plastic paints 
and other goods and all operations of the insured related thereto which shall in- 
clude, but not be limited to, the ownership, maintenance and use of plants, prop 
erties and elevators; ordinary construction work necessary to the maintenance, 
extension, repair, addition or demolition of existing plants and equipment; ex- 
traordinary construction work, demolition and construction of new buildings and 
equipment, either upon the premises of the insured or elsewhere, whether per- 
formed by the insured’s employees or by others under contract witb the insured 
and the ownership, operation or use of teams. 


EXCLUSIONS 
This policy does not apply: 

(a) to any liability imposed upon or assumed by the insured under any 
workmen’s compensation statute, law, or plan; 

(0) to bodily injury or death of any employee of the insured, if such in- 
jury or death arise out of or occur in the course of employment of such 
employee, but this exclusion shall not apply to bodily injury or death 
of any employee of the insured in respect of which the insured has assumed 
liability therefor under contract or agreement ; 

(c) except with respect to operations performed by independent contrac- 
tors, to the ownership, maintenance or use, including loading or unloading, of 
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automobiles while away from the premises of the insured or the public ways 
immediately adjoining ; 

(d) to damage to or destruction of property owned by, rented to, leased 
to, in charge of, or transported by the insured, but this exclusion shall not 
apply to damage to or destruction of property of others (not property rented 
or leased to the insured) in charge of or transported by the insured caused 
by elevators; 

(e) to the ownership, maintenance or use of aircraft by or in the interest 
of the insured. 

CONDITIONS 
A. Limitation of liability 


In respect of coverages A and B, the liability of the company for all damages, 
including damages for care and loss of services, arising out of bodily injury to or 
death of one person, shall be limited to the sum of $100,000 in any one accident 
and, subject to the same limit for each person, the total limit of the company’s 
liability for all dainages, including damages for care and loss of services, arising 
out of bodily injury to or death of two or more persons, shall be limited to the 
sum of $300,000 in any one accident. The liability of the company on account of 
all claims for damages because of injury to or destruction of property, including 
the loss of use thereof, shall be limited to the sum of $50,000 as the result of any 
one accident. There is no limit to the number of accidents for which claims may 
be made hereunder, provided such accidents occur during the currency of this 
policy, except as hereinafter provided. In respect of bodily injury or death or 
property damage resulting from the possession, consumption, handling or use of 
any merchandise or product manufactured, sold, handled or distributed by the 
insured, the liability of the company, subject to the above limits applicable to 
each person and each accident, shall be limited in the aggregate to $300,000 for 
bodily injury or death and to $50,000 for property damage in respect of all acci- 
dents occuring during each 12 months of the currency of this policy. The inclu- 
sion herein of more than one insured shall not operate to increase the limits of 
the company’s liability. 

B. Premium computation 


The premium for this policy is based upon the entire gross sales by the insured 
and shall be computed by applying to each $1,000 of such gross sales the rate 
shown in the declarations. Upon delivery of this policy the insured shall pay the 
advance premium shown in the declarations and at the end of each 12 months 
during the policy period, shall render to the company a statement of the entire 
gross sales by the insured during that period and the earned premium shall be 
computed thereon and shall be paid to the company, except that the advance 
premium shown in the declarations shall be credited against the premium found 
to be due the cOmpany for the last 12 months of the policy period, The company 
shall, in any event, retain the minimum premium stated in the declarations. 


C. Records and audit 


The company shall be permitted to examine the books and records of the 
insured at all reasonable times during the policy term and within 1 year after 
its expiration or cancellation, for the purpose of determining the actual premium 
earned while this policy was in force, and the insured shall render reasonable 
assistance and cooperation in furnishing the company with a statement of the 
entire gross sales. 

D. Automatic coverage 


This policy shall cover automatically additional premises and elevators ac- 
quired during the term of this policy without prior notice to the company, but 
the insured shall, within 60 days of their acquisition or installation in the in- 
sured’s service, report additional elevators to the company by written notice for 
the sole purpose of enabling the company to afford adequate inspection service. 
BE. Notice of accident 

Upon the oceurrence of an accident, written notice shall be given by or on 
behalf of the insured to the company or any of its authorized agents as soon as 
practicable after notice thereof has been received by its executive officers at the 
insured’s headquarters. Such notice shall contain particulars sufficient to 
identify the insured and also reasonably obtainable information respecting the 
time, place, and circumstances of the accident, the name and address of the 
injured, and of any available witnesses. If claim is made or suit is brought 


etnias le 


<n 


bias Ri 


ae 


ways 


leased 
ll not 
‘ented 
aused 


terest 


nages, 
‘to or 
cident 
any’s 
rising 
to the 
unt of 
luding 
if any 
Ss may 
f this 
ith or 
use of 
vy the 
ble to 
OO for 
| acci- 
inclu- 
its of 


sured 
e rate 
ay the 
ionths 
entire 
all be 
lvance 
found 
npany 


f the 
after 
ium 
mnable 
of the 


rvice. 


or on 
pon as 
at the 
nt to 
ng the 
of the 
rought 


FHA INVESTIGATION 49] 


against the insured, the insured shall immediately forward to the company every 
demand, notice, summons or other process received by him or his representatives 


F. Assistance and cooperation of the insured 

The insured shall cooperate with the company and, upon the company’s request, 
shall attend hearings and trials and shall assist in effecting settlements, securing 
and giving evidence, obtaining the attendance of witnesses and in the con 
duct of suits, and the company shall reimburse the insured for any expense, other 
than loss of earnings, incurred at the company’s request. The insured shall not, 
except at his own cost, voluntarily make any payment, assume any obligation, o1 
incur any expense other than for such immediate medical and surgical relief t 
others as shall be imperative at the time of the accident, Upon the company’s 
request, the insured shall give to the company a signed statement of facts con 
taining all available information deemed necessary by the company to determine 
and define its liability and rights under this police 


G. Action against company 


No action shall lie against the company unless, as a condition precedent thereto, 
the insured shall have fully complied with all the conditions hereof, nor until 
the amount of the insured’s obligation to pay shall have been finally determined 
either by judgment against the insured, after actual trial or by written agree 
ment of the insured, the claimant, and the company. Any person or his l 
representative who has secured such judgment or written agreement shall there 
after be entitled to recover under the terms of this policy in the same manner 
and to the same extent as the insured. Nothing contained in this policy shall 
give any person or organization any right to join the colpany, as a codefendant 
in any action against the insured to determine the insured’s liability. Bank 
ruptey or insolvency of the insured shall not relieve the company of any of its 
obligations hereunder. 





H. Other insurance 

If the insured has other insurance against a loss covered by this policy, the 
insurance provided by this policy shall be in excess of such other valid and 
collectible insurance, 
I. Conflicting statutes 

If any condition in this policy conflicts with any specific statutory provision 
in the State in which it is claimed that the insured is liable for any such injurie 
or loss as are covered by this policy, such specific statutory provision shall be 
substituted for such condition. 


J. Subrogation 


In the event of any payment under this policy, the company shall be subrogated 
to all the insured’s rights of recovery therefor, and the insured shall execute all 
papers required and shall do everything that may be necessary to secure such 
rights, but the company shall have no right of subrogation against any sub 
sidiary or allied company owned or controlled by the insured, nor against any 
person, firm or corporation in respect of which the insured has assumed liability 
under any contract or agreement. 

K. Changes 

No notice to any agent or knowledge possessed by any agent or by any other 
person shall be held to effect a waiver or change in any part of this policy nor 
stop the company from asserting any right under the terms of this policy; nor 
shall the terms of this policy be waived or changed, except by endorsement 
issued to form a part hereof, signed by the president, vice president, secretary 
or an assistant secretary of the company; Provided, however, That changes ma) 
be made in the written portion of the declarations by the agent countersigning 
this policy by endorsement issued to form a part hereof signed by such agent 


I. Assignment 


No assignment of interest under this policy shall bind the company until its 
consent is endorsed hereon. If the insured shall die or be adjudged bankrupt or 
insolvent within the policy period, this policy, unless canceled, shall cover the 
insured’s legal representative for the unexpired portion of such period. 


M. Cancellation 


This policy may be canceled at any time by either party by written notice to 
the other stating when thereafter cancellation shall be effective. Such notice by 
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the company to the insured’s address stated in the deciarations, given not less 
than 30 days prior to the effective date of cancellation, shall be a sufficient notice. 
if the company cancels, the earned premium shall be computed pro rata; if 
the named insured cancels the earned premium shall be computed in accordance 
with the customary short-rate table, but such premium shall not be less than the 
short rate of the minimum premium stated in the declarations. The mailing 
of notice as aforesaid shall be sufficient proof of notice and the insurance under 
this policy shall end on the effective date and hour of cancellation stated in 
the notice. Delivery of such written notice, either by the insured or the com- 
pany, shall be equivalent to mailing. The company’s check or the check of its 
representative similarly mailed or delivered shall be a sufficient tender of any 
refund of premium due to the insured, but no unearned premium shall be payable 
until the insured has filed with the company a true statement of the gross sales 
during the time this policy has been in force. 


N. Declarations 


By acceptance of this policy, the insured agrees that the statements in the 
declarations are his agreements and representations, that this policy is issued 
in reliance upon the truth of such representations, and that this policy embodies 
all agreements existing between himself and the company or any of its agents 
relating to this insurance. 

In consideration of the premium charged for the policy to which this endorse- 
ment is attached, it is understood, and agreed that the word “insured” shall 
include Gimbel Bros. who shall become liable to pay damages imposed by law on 
account of accidents covered by the policy, suffered, or alleged to have been 
suffered, by any person or persons by reason of the possession, consumption, 
handling or use of any merchandise or product manufactured, sold, handled or 
distributed by the insured named in the declarations. 

It is the intent of this paragraph to cover only the liability of Gimbel Bros. 
arising out of the sale, distribution or handling of such merchandise or product, 
and this endorsement is not to be construed as covering any act of negligence on 
the part of Gimbel Bros. in selling, handling or distributing such merchandise 
or product, nor the liability of anyone from whom the insured named in the 
declarations has purchased or acquired any merchandise or product, ingredient, 
part or container entering into, accompanying or containing the product of the 
insured named in the declarations. 

It is further agreed that the extension of coverage herein provided shall not 
operate to increase the company’s limits of liability as stated in the declarations. 
The limit of liability expressed in the declarations as applicable to “policy 
period” shall apply jointly and not severally to all insured covered hereunder. 

Nothing contained herein shall vary, alter or extend any provision or condition 
of the policy other than as above stated. This endorsement becomes effective on 
the 28th day of September, 1950. Attached to and hereby made a part of blanket 
liability policy No. LB—-9463 of the Indemnity Insurance Co. of North America, 
issued to Krylon, Ine. 

Joun A, DIAMOND, President. 


In consideration of the premium charged for the policy to which this endorse- 
ment is attached, it is understood and agreed that the word “insured” shall 
include McKesson & Robbins who shall become liable to pay damages imposed by 
law on account of accidents covered by the policy, suffered, or alleged to have 
been suffered, by any person or persons by reason of the possession, consumption, 
handling or use of any merchandise or product manufactured, sold, handled or 
distributed by the insured named in the declarations. 

It is the intent of this paragraph to cover only the liability of McKesson & 
Robbins arising out of the sale, distribution or handling of such merchandise or 
product, and this endorsement is not to be construed as covering any act of negli- 
gence on the part of McKesson & Robbins in selling, handling or distributing 
such merchandise or product, nor the liability of anyone from whom the insured 
named in the declarations has purchased or acquired any merchandise or product, 
ingredient, part or container entering into, accompanying or containing the 
product of the insured named in the declarations. 

It is further agreed that the extension of coverage herein provided shall not 
operate to increase the company’s limits of liability as stated in the deelarations. 
The limit of liability expressed in the declarations as applicable to “policy 
period” shall apply jointly and not severally to all insured covered hereunder. 

Nothing herein contained shall vary, alter, or extend any provision or condi- 
tion of the policy other than as above stated. This endorsement becomes effec- 
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tive on the 28th day of September 1950. Attached to and hereby made a part 
of blanket liability policy No. LB—-9463 of the Indemnity Insurance Co. of North 
America, issued to Krylon, Inc. 

JoHN A. DIAMOND, President. 


In consideration of the premium charged for the policy to which this endorse 
ment is attached, it is understood and agreed that the word “insured” shall 
include Stix, Baer & Fuller who shall become liable to pay damages imposed by 
law on account of accidents covered by the policy, suffered, or alleged to have 
been suffered, by any person or persons by reason of the possession, consump 
tion, handling or use of any merchandise or product manufactured, sold, handled 
or distributed by the insured named in the declarations. 

It is the intent of this paragraph to cover the liability of Stix, Baer & Fuller 
arising out of the sale, distribution or handling of such merchandise or product, 
and this endorsement is not to be construed as covering any act of ations on 
the part of Stix, Baer & Fuller in selling, handling or distributing such merchan- 
dise or product, nor the liability of anyone from whom the insured named in the 
declarations has purchased or acquired any merchandise or product, ingredient, 
part or container entering into, accompanying or containing the product of the 
insured named in the declarations. 

It is further agreed that the extension of coverage herein provided shall not 
operate to increase the company’s limits of liability as stated in the declarations, 
the limit of liability expressed in the declarations as applicable to “policy period” 
shall apply jointly and not severally to all insured covered hereunder. 

Nothing herein contained shall vary, alter or extend any provision or condi- 
tion of the policy other than as above stated. Endorsement becomes effective on 
the 28th day of September 1950. Attached to and hereby made a part of blanket 
liability policy No. LB—9463 of the Indemnity Insurance Co. of North America, 
issued to Krylon, Inc. 

JoHN A, DIAMOND, President. 


DEACON, SCHNEBLY & Co., 
Philadelphia, Pa 


DECLARATIONS 3LANKET LIABILITY PoLttIcy No. LB—9463 


1. Name of insured : Krylon, Inc. 

2. Address: 2601 North Broad Street, Philadelphia, Pa. 

3. Policy period: 36 months, beginning on the 28th day of September 1950, 12: 01 
a. m., and ending on the 28th day of September 1953, 12:01 a. m. standard 
time, at the place where this policy has been countersigned. 

4. Location of the insured’s operations: 2601 North Broad Street, Philadelphia, 
Pa., and Eddington, Pa., and elsewhere in the United States of America and 
Canada. 

5. Premium computation : 


eemmend Gumebar wrote maleic oti i ce $350, 000. 00 
Rate per $1,000 gross sales____-_ Rig sbi Ben nth ttark w 6 . 804 
Estimated annual premium__--........_.________ . SSeS 281. 40 
MIRROR em rOwaie.  o a os i Sn is Sb diien bbs 100. 00 
URES NR 2 Sl a cl i sec Ud als 281. 40 


In witness whereof, the Indemnity Insurance Co. of North America has caused 
this policy to be signed by its vice president and assistant secretary at Phila- 
delphia, Pa. 


, (Assistant Secretary) 
Countersigned : 


(Agent) 

In consideration of the premium charged for the policy to which this endorse- 
ment is attached, it is understood and agreed that the word “insured” shall in 
clude Stix, Baer & Fuller who shall become liable to pay v images imposed by 
law on account of accidents covered by the policy suffered, or alleged to have 
been suffered, by any person or persons by reason of the possession, consu: nption, 
handling, or use of any merchandise or product manufactured, sold, h: indled, 
distributed by the insured named in the declarations. 
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It is the intent of this paragraph to cover the liability of Stix, Baer & Fuller 
arising out of the sale, distribution, or handling of such merchandise or product, 
and this endorsement is not to be construed as covering any act of negligence 
on the part of Stix, Baer & Fuller in selling, handling, or distributing such mer- 
chandise or product, nor the liability of anyone from whom the insured named 
in the declarations has purchased or acquired any merchandise or product, 
ingredient, part, or container entering into, accompanying, or containing the 
product of the insured named in the declarations. 

It is further agreed that the extension of coverage herein provided shall not 
operate to increase the company’s limits of liability as stated in the declarations. 
The limit of liability expressed in the declarations as applicable to “policy 
period” shall apply jointly and not severally to all insured covered hereunder. 

Nothing herein contained shall vary, alter, or extend any provision or condi- 
tion of the policy other than as above stated. This endorsement becomes effec- 
tive on the 28th day of September 1950. Attached to and hereby made a part 
of blanket liability policy No. LB 9463 of the Indemnity Insurance Co. of 
North America issued to Krylon, Inc. 

Jonn A. DIamMonp, President. 
JULY 9, 1952. 

It is hereby understood and agreed that the undermentioned policy is extended 
to cover the insured’s operations at the following location: 2038 Washington 
Avenue, Philadelphia, Pa. 

Nothing herein contained shall vary, alter, or extend any provision or condi- 
tion of the policy other than as above stated. This endorsement becomes effec- 
tive on the 29th day of May 1952. Attached to and hereby made a part of 
blanket liability policy No. LB 94638 of the Indemnity Insurance Co. of North 
America, issued to Krylon, Ine. 

September 28, 1948. 

Joun A. Diamonpn, President. 
JULY 9, 1952. 
Re Jersey Home Improvement Co. 
Mr. PAuL J. MOLNAR, 
Special Assistant Deputy, 
Department of Banking and Insurance, 
Trenton, N. J. 


Dear Mr. Motnar: I wish to acknowledge yours of July 8 enclosing copy of 
letter registering complaint with respect to claim against ProtexaWal! Co. and 
Krylon, Ine. 

We insure Krylon, Inc., under a comprehensive liability and property damage 
policy which protects Krylon against liability resulting from accident and aris- 
ing out of the manufacture, distribution, and sale of its products. 

Because of a misunderstanding created by certain distributors of Krylon 
products, an impression has been created that our policy affords a guaranty of 
performance of Krylon products running for an indefinite period. The truth 
of the matter is, however, that our policy is not a guaranty of the product or 
of its performance, but merely affords protection to Krylon with respect to 
liability caused by accidents resulting from their manufacturing operations or 
from the product itself after it has been sold and is in the possession of others. 

Any assertion by a distributor selling or applying Krylon products to the 
effect that the work is guaranteed by our policy is completely erroneous. For 
many months we endeavored to stop this improper advertising and believe that 
now the matter has satisfactorily been taken care of, but, of course, we recognize 
the fact that many of the advertising circulars and “certificates of insurance” 
were distributed in the past and, also, we recognize the fact that there may un- 
doubtedly be outstanding advertising circulars. 

Should there be any further information which you desire in connection with 
this matter, we will appreciate your calling upon us. 

Very truly yours, 
MARSHALL I. GRoFF, 
Superintendent, Compensation Division. 


The Cirarrman. What are the names of these two investment com- 
panies and their addresses, please ? 

Mr. Nicot. The geographical location of these investment com- 
panies— 
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The CHairMan. Give us the names of the companies, if you can. 

Mr. Nico., New Jersey Mortgage & Investment Corp. 

The Cuairman. And what is the address ? 

Mr. Nico. 5 Commerce Street, Newark, N..J. The second one was 
the General Investment Co., 31 Clinton Street, Newark, N..J. 

The CHatrmMan. Are those two concerns banks? Do they accept 
deposits and operate a banking institution ¢ 

Mr. Nico. I don’t think so, sir. 1 think they just deal in discount 
ing commercial paper. 

The CuarrMan. Your best judgment is that they discount commer 
cial paper ¢ 

Mr. Nicou. [stayed away fromthem. I did not go in there. 

The Cuairman. Is it your testimony that they financed three com 
panies by insuring their accounts with FHA ? 

Mr. Nico. I don’t know that. I haven’t made the internal investi 
gations, sir. They discounted all the notes to all our complainants. 

The CuarrMan. You mean these 3 companies discounted their notes 
or paper with these 2 concerns ¢ 

Mr. Nicou. That is right, sir. 

The CuarrMan. Were these two concerns accredited FHA banks or 
lenders ¢ 

Mr. Nicox. As I understand it, they did business with the Franklin- 
Washington Trust Co., Commerce Street North. As I understand it, 
that was the depository for the investment companies. 

The CuarrmMan. These 2 finance companies would create the paper 
from these 3 concerns and the Franklin-Washington Trust Co., then 
being an FHA lender, would handle the paper, is that your under- 
standing ? 

Mr. Nicon. I guessso. That is the way it must be, sir. 

The CiarrMan. Youare not sure of your own aceord / 

Mr. Nico. No, I never made that investigation, sir. I didn’t go in 
the bank or the investment companies. I don’t know what the tie-in is. 
All I know is that the geographical locations of the principals involved 
are all located within a block of each other. 

The Cuairman. The 2 investment companies and the 3 other com- 
panies were located within a block of each other ? 

Mr. Nicou. No, the three corporations that solicited business were 
located in one area in North Bergen, N..J. The New Jersey Mortgage 
Investment Corp. is located in Newark. The General Investment is 
located in Newark. The Indemnity Insurance of North America is in 
Newark, all within one block of each other. 

The CuarMan. Will someone on our staff find out if the Franklin- 
Washington Trust was an accredited lender of FHA and also these 
other two concerns so we can have it this afternoon. 

Mr. Stmon. Senator, we can do that right now. 

The Cuarrman. All right, we will put one of or investigators on 
the stand who has that investigation. Thank you very much, unless 
you have something else, 

Mr. Nicor. Mr. Chairman, that guaranty certificate that you have 
was printed by the Security Bank Note Co., of 15 Wall Street, New 
York City. I checked there and I find that all those certificates were 
ordered through Gray & Rogers, 12 South 12th Street, Philadelphia, 
Pa., which company is the advertising organization believed to repre- 
sent Krylon, Inc., the directors of this company. 








496 FHA INVESTIGATION 


The Cuarrman. I can see we are going to have to call some more 
witnesses in connection with this thing. 

Mr. Nicot. Yes, sir. r 

The Cuarrman. Unless you have something more, we appreciate 
very much your testimony. 

Our next witness will be a member of the staff. Will you give your 
name to the reporter. 

Mr. Zanmcatski. My name is Anthony Zabiegalski. 

The Cuarrman. Will you give your address, please ? 

Mr. Zaprecauski. 3502 Seventh Street SE. 

The Cuamrman. You are an investigator for this committee ? 

Mr. Zasincatski. lam. 

The Cuarrman. Do you work regularly for a governmental agency ? 

Mr. Zanmearskr. Yes, I work for the Federal "Trade Commission. 

The Cuarrman. And you are on loan from the Federal Trade Com- 
mission to this committee ¢ 

Mr. Zaprecauskt. I am on loan. 

The Cuarrman. Do you solemnly swear that the testimony you are 
about to give will be the truth, the whole truth and nothing but the 
truth, so help you God ¢ 


TESTIMONY OF ANTHONY ZABIEGALSKI, INVESTIGATOR, 
BANKING AND CURRENCY COMMITTEE 


Mr. Zasrecarskt. I do. 

Mr. Simon. Have you spent the last 2 weeks investigating these title 
I cases in the New York area for the committee / 

Mr. Zapiecauski. Yes, sir, I have. 

Mr. Stwon. Do you know whether the General Investment Co. and 
the New Jersey Mortgage & Investment Co. that Mr. Nicol has just 
referred to are approved FHA mortgagees ¢ 

Mr. Zapiecarskt. I have evidence of that fact. 

Mr. Stuon. Do you know that they are ¢ 

Mr. Zapiecarskt. I have evidence of the fact that they are approved 
for handling all FHA title I transactions. 

The Cuarrman. Are they approved at the moment ? 

Mr. Zapimearskt. They are approved at the moment, to the best 
of my information. 

The Cuarrman. You mean they are still approved after all this in- 
formation that has been brought out against them ? 

Mr. Zapiecarskt. That is correct. As a matter of fact, these lend- 
ing institutions, both the New Jersey Mortgage & Investment Co. and 
the General Investment Co., have received numerous complaints from 
FHA title I applicants for loans who have complained to the lending 
institution about the workmanship, the failure to complete the projects 
by these particular companies, and that nothing had been reported to 
FHA with regard to it, and that one partic salar company Rad been 
placed on the precautionary list on March 17, 1953, and that such com- 
pany had continued its operations under a new corporation name. 

The CHarrman. Do you know whether this Franklin-Washington 
Trust Co. is an accredited FHA lending agency ¢ 

Mr. Zanrecaisnt. Yes,sir. The paper of the New Jersey Mortgage 
Investment Co. and the General Investment Co. is discounted with 
Franklin-Washington Trust Co. 
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The Cuatrman. Thank you very much. 

Unless there are questions, we appreciate your testimony. 

Our next witness will be Mr. Don A. Loftus. 

Mr. Loftus, will you come forward, please. 

Mr. Loftus, will you please be sworn. 

Do you solemnly swear that the testimony you are about to give will 


be the truth, the whole truth and nothing but the truth, so help you 
God. 


TESTIMONY OF DON A. LOFTUS, SHIRLEY-DUKE APARTMENTS, 
ALEXANDRIA, VA., ACCOMPANIED BY ALBERT R. HAMILTON, 
ACCOUNTANT, AND EDWARD J. EAGAN, COUNSEL 


Mr. Lorrvus. I do. 

‘The CHarrman. Thank you very much. Will you be seated. 

I will place in the record, at the conclusion of your testimony if ther: 
is no objection, four statements prepared by Mr. Loftus or hia 
attorneys or both, and any other statements that you may have. 

Mr. Eagan. The Clifton Park statement required some revision. | 
want to substitute that for the other one. 

The CuatrmMan. Without objection, we will accept the substitution 
for the statement on Clifton Park Manor Apartments, and you may 
take that one back. We will substitute this one. 

Now, Mr. Loftus, will you give your name and address to the re 
porter and also the ni lant your attorney. 

Mr. Eacan. Edward J. Eagan, 250 Park Ave nue, New York City, 

Mr. Chairman, Mr. ee is brought here again contrary to the 
doctor’s wishes. He is still suffering from ulcers and taking bella- 
donna. His vision is not very good, and we have prepared these state- 
ments. I would like to read them for him. If it would assist this 
mittee, I think that it would expedite matters considerably if I edi 
read them. We have copies for each member of the committee. 

The CHarrman. We have made your statements a part of the record, 
and I think we would prefer to ask Mr. Loftus a few questions. I 
think if he will answer them very briefly that we can possibly expedite 
this whole matter. You may help Mr. Loftus in any way you care to, 
but I do not believe it would serve the best interests of the committee 
to permit you to read statements for Mr. Loftus. If Mr. Loftus’ health 
is such that he cannot testify, that is a different matter. 

Mr. Eacan. His vision isn’t too good. Because of this belladonna he 
cannot refer to these statements. 

The Carman. You help him in any way you care to, and we will 
try to hurry this matter along the best way we can. I think if Mr. 
Loftus then will answer the questions yes or no we can get through 
much quicker. 

Mr. Lorrus. My name is Don A. Loftus. My address is 4519 

Cathedral Avenue, Westley Heights, Washington, D. C. Presently I 
am living at a hotel which I am president of just outside of Wilming- 
ton which was recently built and just newly operating, and I am living 
at the hotel temporarily until it is in full operation. 

Mr. Stwon. Mr. Loftus, referring to the Beverly Manor project in 
Columbus, Ohio, who are the stockholders of that project? 

Mr. Lorrus. Myself, Mr. D. E. Ryan— 
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Mr. Stmon. He is the former vice president of Investors Diversified 
Syndicate, is that right ? 

Mr. Lorrus. He is the former vice president of the Investors Diver- 
sified Services, that is correct. 

Mr. C. J. Ryan—— 

Mr. Simon. That is the brother of D. E. Ryan? 

Mr. Lorrus. That is the brother of D. E. Ryan. 

Mr. Jack F. Chrysler. 

Mr. Srwon. Is he a member of the Chrysler family in the automobile 
business ¢ 

Mr. Lorrus. Yes, sir. Dr. Webster R. Robinson. 

The Cuarrman. Who is he? 

Mr. Lorrvs. He is a doctor of philosophy and a former professor 
of California University and a research survey analyst. He is & con- 
sultant for many corporations, and they use him as an economist. 

Mr. Webster R. Robinson, Jr. 

Mr. Srmon. He is the son of the professor? 

Mr. Lorrvus. Yes, sir. And his other son, Marshall Robinson, who 
is a former Ohio State University professor. He is now a professor at 
one of the other colleges in Texas or California. 

Mr. Stmon. Any other stockholders? 

Mr. Lorrvus. I believe Harry Davis, who happens to be some em- 
ployee of Jack Chrysler is a small shareholder. 

Mr. Simon. Any other stockholders ? 

Mr. Lorrvus. Helen Robinson, the wife of Dr. Webster R. Robinson. 

Mr. Suwon. Any other stockholders ? 

Mr. Lorrus. Not that I know of. 

Mr. Simon. At the time the corporation was set up, were you the 
owner of 30 percent of the stock as trustee ? 

Mr. Lorrus. Yes, I was. 

Mr. Sraron. Will you tell us who the beneficiaries of the trust are? 

Perhaps I can same some time, Mr. Loftus. I think we spent con- 
siderable time on this trust yesterday. It is a fact that there were 
two groups of people involved in the trust, one of whom had the right 
to purchase the stock of the trust at $5 a share, after there had been 
distributed to a different group of people whatever might be the pro- 
ceeds over and above the cost of construction out of the mortgage, and 
that a second group of people had the right to receive the proceeds 
of the trust stock representing the difference between the cost of con- 
struction and the mortgage. 

Mr. Eacan. He didn’t get the last part of that. 

Mr. Srmon. A second group of people had the right to receive the 
portion which you, as trustee, were entitled to receive on the differ- 
ence between the cost of construction and the proceeds of the mortgage. 

Mr. Lorrus. That is correct. 

Mr. Staton. Who were the people in the group who were entitled to 
receive the trustee’s share of the proceeds, making up the difference 
bet ween the cost of construction and the mortgage ? 

Mr. Eagan. Would you repeat that, Mr. Simon, please. 

Mr. Simon. Who were the people who were entitled to receive the 
money which you, as trustee, received in the distribution of the dif- 
ference between the cost of construction and the mortgage ? 

Mr. Lorrus. There was no such agreement as that. 
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Mr. Simon. Who were the people who you had issued certificates to 
saying that they were beneficial owners of the stock of that trust up 
until the mortgage proceeds were distributed ? 

Mr. Lorrus. The ones that I had issued certificates to ? 

Mr. Stuon. Who were those people ¢ 

Mr. Lorrus. They were in the Community Builders, who built half 
of the project. 

Mr. Simon. Who were the people, Mr. Loftus?) What were their 
names. 

Mr. Eacan. Do you want me to read them / 

Mr. Lorrus. Please. 

Mr. Eacan. May I read these, Mr. Simon. 

The CuairMan. Yes, you may read them. 

Mr. Eacan. James F. ‘Twohy, Earl J. Preston, Carl Budwesky, 
EF. G. Wallentsik, Marshall A. Robinson, and W. R. Robinson, Jr. 

Mr. Simon. Out of the proceeds of the mortgage, how much re- 
mained and was distributed to stockholders after paying the cost of 
construction’ Approximately $750,000, wasn’t it, Mr. Loftus? 

Mr. Lortvs. I think it 1s $762,000, if my memory serves me right. 
That is correct. That is the total amount of savings out of the con- 
struction cost. 

The Cuarrman. How much did he receive ? 

Mr. EaGan. $35,759.27. 

The Cuarrman. Whois James F. Twohy ? 

Mr. Lorrus. James F. Twohy is the former Governor of the Fed- 
eral Home Loan Bank System. 

The Cuatrman. The former Governor of the Federal Home Loan 
Bank System here in Washington / 

Mr. Lorrus. That is correct. 

The Cuarrman. Where does he live now ? 

Mr. Lorrvs. Santa Monica, Calif. 

The Cuarrman. How much did he pay for the stock for which he 
received this $45,000 as a beneficiary of the owner of the stock. 

Mr. Lorrvus. $5 per share. 

The Cuarrman. How many shares? 

Mr. Lorrus. Twelve shares. 

The Cuarrman. Then for $60 he received $45,000 in dividends? 

Mr. Lorrvus. He received it because of the fact that he had an incen- 
tive and initiative to do all things possible to bring about a saving. 

The Cuarrman. I see. What percentage was 12 shares to the total 
of the entire project? In other words, what percentage did Mr. 
Twohy own? 

Mr. Lorrus. There were 200 shares. 

Mr. Simon. By savings, you mean that was the amount distributed 
to the stockholders out of the mortgage proceeds after paying the cost 
of construction ? 

Mr. Lorrus. That is correct. 

Mr. Stuon. Who was the $762,000 distributed to by the corporation ¢ 

Mr. Lorrus. Those names read a moment ago by Mr. Eagan, my 
attorney, and the balance of them are in those sheets. 

Mr. Srwon. Do you have a document there showing how that 
$762,000 disbursed by the corporation was split up ¢ 

Mr. Lorrus. I do. 

Mr. Stmon. Would you read it to use or have Mr. Eagan read it? 
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Mr. Eacan. These are the lists of names, \ 


[r. Simon. 


Mr. Lorrus. The answer you want is on a consolidated sheet that 


was supposed to have been here yesterday, M 
(The information referred to follows :) 


Beverly Manor Corp., distribution 


Number 





: ection | Section I] 
sres 
Available for distribution * $169, 216.95 | $832. 539. 58 
Amount per share 846. 08 662. 70 
STOCKHOLDER 
Don A. Loftus 35. 8, 194. 43 
Cyril Kyat 13.5 097. 2 
Don Rya 17.5 9) O97. 2 
Jack F. Chrysler 25. 2 41, 899. 99 
Harry C. Davis 2.8 4, 65 
Helen Robinson 21.0 34, 916. 66 
Wenpster Robinson 14.0 | 23, 277.7 
W. R. Robinson, Jr 7.0 | 11, 638. 89 
D. A. Loftus, trustee 60.0 | 19, 761. 87 
Total 200. 0 169, 216. 95 332, 539. 58 


Mortgage funds 
Construction costs 
Land ee 
Interest (fund draw) 
Taxes___ 

Hazard insurance____- 
Mortgage insurance_- 
Refrigerator interest 
Auditing 7 ee cealialec tape cited se ata cece 
Travel and entertainment—- 


Unused mortgage funds*_- 
protit from rentals_____- 
Interest 
Taxes ; 
Hazard insurance__ 
Mortgage insurance 
Rental housing survey 


Travel and entertainment____-_~_~_ one 


ae 


Net operating profit for rentals_.__._._.______~ 
Prepaid and amortization: 
ae pe 
Hazard insurance 
Mortgage insurance 
Replacement fund tact eailieiiknias mantener onsen 
Payments on principal Sapclteles te'eetiebinsiclaaiiedieienee 
Other income: 
Preferred stock . 
Common stock i aS See eee ae 
O'Toole 


Cash or equivalent . a2985 
Available for distribution___---_~~ 


r. Simon. 


to stockholders 


on lV Total 


$126, 911. 56 | $133, G86. 44 $762, 654. 53 
634. 56 669. 93 3, 813. 27 





126, 911. 56 133, 986. 44 762, 654. 53 


$1, 500, 415. 83 
18, 550. 00 

32, 961. 64 

6, 118. 25 

1, 549. 03 

8, 704. 30 

1, 841. 04 

1, 787. 50 

1, 255. 46 


$40,472.00 
390. 39 

1, 236. 86 
2, 880. 11 
1, 300. 00 
1, 200. 00 


$2,638.58 
7, 053. 48 
9, 355. 61 
5, 277. 95 


10, 962. 84 


$1090. 00 
1, 000. 00 
8, 712. 00 


$1, 742, 400. 00 


1,573,183.05 
169,216.95 
129, @52. 52 


47,479.36 
81, 573. 16 


35,288.46 


9,812.00 
225, 313. 65 
225, 313. 65 
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Beverly Manor, Section I, Inc., distribution to stockholders, July 26, 1952 


Available for distribution__.___._____~_ 
Amount per share, $846.08. 


...... $169, 216. 95 


Stockholder 


Don A. Loftus, 35 shares__........... nies 5 ; ’ 29, 612. 97 





Cyril Ryan, 17.5 shares.___._......._.... 48 
Don Ryan, 17.5 shares 1S 
Jack F. Chrysler, 25.2 shares 33 
Harry C. Davis, 2.8 shares__._.~~- O4 
Helen Robinson, 21 shares. ~~~ .78 
Webster R. Robinson, 14 shares 19 
W. R. Robinson, Jr., 7 shares___— es 59 
Don A. Loftus, trustee, 60 shares : 

James F. Twohy, 12 shares_- wigitaiicaicaeall . $10, 153. 02 

Earl J. Preston, 12 shares - ast : 10, 153. 02 

Carl Budwesky, 3 shares ; te Ride 2, 538. 25 

kk. G. Wallentsik, 3 shares 2, 588. 35 

Marshall A. Robinson, 12 shares 10, 153. 02 

W. R. Robinson, Jr., 18 shares . 15, 229. 53 

Total nO. T65. 09 
Grand total (200 shares) 169, 216. 95 
Beverly Manor, Section II, Ince. 

Mortgage funds ; $3, 630, 000. 00 

Construction costs—— ‘ . $3, 131, 161. 55 

Land P 32, 710. 00 

Interest (fund draw) ‘ _ 101, 404. 40 

Taxes 4, GST. 63 

Hazard insurance fe re +, 681. 26 

Mortgage insurance wae actpe tl iacalie athie 21, 175. 00 

Refrigerator interest sshd dinaiiaaeniiiak «mabe nad mam 

Auditing . : 362. 50 


Travel and entertainment ena ‘ 1, 278. OS 


*Unused mortgage funds es a , 332, 539, 58 

Net profit from rentals 148, O05. O2 
Interest $23, GSG6. 28 
Taxes 1, 404. 59 
Iiazard insurance : : wee 744. 01 
Mortgage insurance : 16, 239. 78 
Rental housing survey 2, 600. 00 
Travel and entertainment 1, 200. 00 


45, S74. 66 
Net operating profit for rentals j 97, 220. 36 
Prepaid and amortization: 


Taxes $5, 175 12 
Hazard insurance : ; 6, 231. 14 
Mortgage insurance > 15, 286. 59 
Replacement fund biwena i 4,411. 68 
Payments on principal__-_- on 9, 192. 11 


40, 596. 64 
Other income: 


Preferred stock $100. 00 
Common stock a. 1, 000. 00 
Toole LS, 150. 00 


. 19, 250. 00 
Cash or equivalent - nniiines - ( seenpiaieiaptiiaeeetae 408, 413. 30 
Available for distribution co biinibeca saa i. 408, 413. 30 
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Beverly Manor, Section Il, Inc. distribution to stockholders, July 26, 1952 


eee er Citrine aS 

Amount per share, $1,662.70. 

Stockholder : 
>. OO TORR is tecnsi cede nteemninenscesesismilalib aE ins ea mite 
PI SRI Ph NN i ie cnecccsensnennninstiniin ce ennAGIRME Dik bees 
I gc I a siseansiitinideninnses AAA Na ct 
ee Ce Fi I one cttterto scone eeieieen. Salah on sis 
ST ck I, Ie NN i sasscsisinaneiecnineientonns cc iia Se eecellth t ad 
Renn UDR ROMS, SET MR i ices enn ccnnncblilel ii eecweredbasaechs 
Webster R. Robinson, 14 shares 
Se teen, UN, «0, TN a ctiernteccestinitnenendlltihdci ites triegth La. Ltdeeeed 
Don A. Loftus, trustee, 60 shares: 


James F: ‘Tordhy, 12 sheros.............-teiids. $19, 952. 37 
Base Fests, 12 GONG. on icccie ine nti! 19, 952. 37 
Cari eewenkys,.3. spares... Seed 4, 988. 10 
a. Ger ereeeeeetaee, 2 See ee 4, 988. 10 
Marshall A. Robinson, 12 shares__..._________ 19, 952. 37 
W. BB. Robinson, Jr., 18 abares.... ci... 29, 928. 56 


Total (60 shares) 


$332, 539.58 


58, 194.43 
29, 097.21 
29, 097.21 
41, 899.99 

4, 655.55 
34, 916.66 
23, 277.77 
11, 638.89 


’ 


99, 761.87 





Grand total (200 shares) _- 


Beverly Manor, Section IIT, Inc. 


Mortgage funds______-_ — 
Construction” coste.u.i..................... $1, 386,82), & 


ici SS meee eT eee 





DOG cnn cca is. sn secant tmscelaeticstbi tian catia 14, 550. 00 
PG CROMER sone cccdiecikidtaccdadesue 41, 484. 58 
Taxes i ‘neaent Sa ot 866. 33 


Hazard insurance___ 
Mortgage insurance 
Refrigerator insurance 
Auditing : 

Travel and entertainme 


Unused mortgage funds 
Net profit from rentals 
Interest 
Taxes__ 


Hazard insurance__ . 


Mortgage insurance___- 
Rental housing survey. 
Travel and entertainmer 


Net operating profit for rentals_.._.c._...._....-.------ 


Prepaid and amortization : 
I ean te Rah ak tin 
Hazard insurance 
Mortgage insurance 
Replacement fund_ 
Payments on principal 


Other income: 
Preferred stock 
Common stock____- we 
O’Toole____- Jat 


Cash or equivalent____----~- 


Shopping center loan. 


Available for distribution 


ant 


Tee iibdicnsaiaitweneenieneiacdieaain 


2, 391. 55 


10, 000. 09 


362. 50 
1, 112. 96 
1, 599, 588. 44 
126, 911. 56 
9, 949. 71 





$838. 31 
224. 30 
7, 265. 00 
1, 300. 00 
1, 200. 00 
10, 827. 61 


(877. 90) 








$2, 622. 96 

2, 915. 92 

7, 625. 38 

1, 054. 09 

2, 192. 44 
16, 410. 79 


$100. 00 
1, 000. 00 
8, 632. 50 


——$—$__—___—. 9, 732. 50 


119, 855. 37 
86, 101. 41 


33, 253. 96 
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Beverly Manor, Section III, Inc., distribution to stockholders, July 26, 1952 





Available for distribution_ . om _. $126, 911. 56 
Amount per share $634.56. 
Stockholder : 
a ttimenaliaa Fee 22. 209. 52 
Cyril Ryan, 17.5 shares____-_ oe “ 11, 104. 76 
Don Ryan, 17.5 shares . ~atebed 11, 104. 76 
Jack F. Chrysler, 25.2 shares ; a5 j 15, 990. 86 
Harry C. Davis, 2.8 shares ‘ 776. 76 
Helen Robinson, 21 shares_- — . 13, 325. 71 
Webster R. Robinson, 14 shares_-_ 8, 883. 81 
W. R. Robinson, Jr., 7 shares ~ 4, 441. 91 
Don A Loftus, trustee, 60 shares: 
James F. Twohy, 12 shares. m iis $7, 614. 70 
Earl J. Preston, 12 shares_ 7, 614. 70 
Carl Budwesky, 3 shares ‘ss 1, 903. 67 
BE. G. Wallentsik, 3 shares 1, 903. 67 
Marshall A. Robinson, 12 shares 4 7, 614. 70 
W. R. Robinson, Jr., 18 shares ‘ 11, 422. 08 
Total (60 shares) : 38, 073. 47 
Grand total (200 shares) : 5 126, 911. 56 
Beverly Manor, Section IV, Inc. 
Mortgage funds $1, 727, 500. 00 
Construction costs $1, 5380, 502, 22 
Land sales 14, 690, 00 
Interest (fund draw) 38, 831. O8 
Taxes ; 606. 72 
Hazard insurance ; ; - 2, O56. 06 
nS ee ns ad ip awoke 5, 314. 98 
Refrigerator interest 
Auditing 362. 50 


Travel and entertainment. ......-..........- 1, 150. 00 


1, 593, 513. 56 


Unused mortgage funds ied ; 133, 986. 44 


Net profit from rentals i ; 66, 4038. 95 
Peas Sse eee a oe ee : $17, 217. 09 
Wee: L duiciodin: c 592. 57 


Hazard insurance___ La 890. 61 


Mortgage insurance 2, 853. 41 
Rental housing survey ‘ ad 1, 300, 00 
Travel and entertainment 1, 200. 00 
—__—_— _~— 24, O58. 71 
Net operating profit for rentals_ 42, 350, 24 
Prepaid and amortization : 
De cau $2, 623. 54 


i 2, 894. 52 
“4 u én g 9, 305. 80 
ad ‘ bs " 5, 270. 45 

10, 862. 10 


Hazard insurance 

Mortgage insurance 
Replacement fund__- 
Payments on principal_- 


silniliniticimanpaiiaadiie — 30, 956. 41 
Other income: 
Preferred stock ‘ ‘ bi = $100, 00 
Common stock i " - alia 1, 000, 00 
O’Toole a aise pap ing 8, 637. 50 


Sct ee 9, 737. 50 
Cash or equivalent ise 155, 117. 77 


Available for distribution__- ‘ ; ‘, 155, 117. 77 
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Beverly Manor, Section 1V, Inc., distribution to stockholders, July 26, 1952 


Available for distribution 
Amount per share, $669.03. 
Stockholder : 
Don A. Loftus, 35 shares 
Cyril Ryan, 17.5 shares_- 
Don Ryan, 17.5 shares = 
Jack F. Chrysler, 25.2 shares__ 
Harry C. Davis, 2.8 shares 
Helen Robinson, 21 shares____~- oue.. Bitdthhn 14, 068. 58 
Webster R. Robinson, 14 shares_ cise bebe 9, 379. 05 
W. R. Robinson, Jr., 7 shares_-_ puiselee <oee i ; 4, G89. 52 
Don A. Loftus, trustee, 60 shares: 
James F. Twohy, 12 shares 
Earl J. Preston, 12 shares_ 
Carl Budwesky, 3 shares 
E. G. Wallentsik, 3 shares ; 2, 009. 8O 
Marshall A. Robinson, 12 shares- ibis ke ee le 
W. BR. Robinson, Jr., 18 shares... -....... 12, 058. 79 
TE SO EG D oi ecardiinttin nd deel acide we 40, 109. 93 


sabennenaiapiimgeicnpsinldita kabdas alates $133, 986. 44 


- . ene sis ‘ 23, 447. 63 
" ths eal ee J 11, 723. 81 
tae ated itt SUES ebhth 11, 723. 81 
viihcmaiantitieieastecevaatntlal ddd Rese 16, 882. 29 
i ed Sie 1, 875. 82 


_ eels US 25 198s O80; 28 
ab ewhh “ &, 039. 18 
ges aoe _ 2,009. 80 


Grand total (200 shares) —_ Pe eee! OG 


For value received, I, Don A. Loftus, trustee, as holder of 60 shares 
of the common stock of Beverley Manor, Section I, Inc., do hereby agree to sell, 
assign and transfer said 60 shares of stock in my name, as trustee, to the follow- 
ing named persons, each to be entitled to receive the number of shares set 
opposite his name at a price of $5 per share: 

Number of 
Name shares 


Jack F. Chrysler ts a2 se A ee en 
Harry C. Davis ES £ deena ito eos 
Don A. Loftus eerie acim <a cnasiiacamaee ecadihicaenen 15 
Helen G. Robinson i Ce eatin timber at 9 
Webster R. Robinson ion ite oak cadkieeieeadiaet ata tetenad oO 
Webster R. Robinson, Jr : Sen EE Se ae Silat nin een ete ati 3 
Don E. Ryan _-_- ‘ at Sahota: 2 ak ie eit alae aca a 
Cyril J. Ryan as Sap itcbama uit ee, aoe 7% 


provided, however, that said above-named parties shall not be entitled to acquire 
ownership of and transfer to them respectively, of said shares of common stock 
until a.ter there has been a distribution out of capital or otherwise to the share- 
holders of said corporation, of any money that may remain unexpended for the 
complete cost of the rental housing project now being constructed by said Bey- 
erley Manor, Section I, Inc., of the proceeds of the mortgage loan heretofore 
negotiated on said project and insured by the Federal Housing Administrator, if 
any, but may be acquired by said above named parties on the terms indicated 
at any time after such distribution, if any, has been made. 
Witness the following signature and seal this 5th day of September 1950. 
[sEAL] Don A. Lorrus, Trustee. 
Executed in the presence of : 
D. E. RYAN. 
W. R. RoBInson. 


Mr. Srwon. Yes, there were four sections, and I want to know what 
each person got. You have just testified that $762,000 was distributed. 
Is that right ? 

Mr. Lorrvs. I thought that was the amount. 

Mr. Srwon. I would like you to tell us how much each of them got. 

The Cuarrman. If you don’t have the sheet, we do, so we will ask 
vou if that is the proper sheet. We seem to know more about your 
business than you do. 

Mr. Lortus. That is correct. 

The CHammay. Is that the proper distribution there ? 

Mr. Eacan. This total is $762,000 and so forth. 
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The Cuatrman. Is that the right amount of the distribution ? 

Mr. Eacan. That is right. 

The CHarrman. And Loftus has received as trustee how much ? 

Mr. EaGan. $228,796.36. The others were Don A. Loftus, 35 shares. 
The Ford Corp. received a grand total of $133,464.55. 

The CHarrMan. Just read them all. 

Mr. Eacan. Cyril Lyons, $66,722.36; Don Lyons, $66,722.36; Jack 
Chrsyler, $96,094.40; Harry Davis, $10,677.17; Helen Robinson, $80,- 
078.83: Webster Robinson, $53,385.82: W. R. Robinson, Jr., $26,892.91 : 
D. A. Loftus, trustee, $228,796.36. 

Mr. Simon. Mr. Loftus, that $762,000 was distributed on stock for 
which the stockholders paid a total of $4,000, is that right ? 

Mr. Lorrus. That was the normal capital; yes, sir. 

Mr. Simon. The 30 percent that you held in trust, was that in a 
trust under which the see ond group of people were entitled to receive 
the shares of stock only after, and I now quote from the trust “How 
ever said above-named parties shall not be entitled to acquire owner- 
ship of and transfer to them respectively of said shares of common 
stock until after there has been a distribution out of capital or other 
wise to the shareholders of said corporation of any money that may 
remain unexpended for the complete cost of the rental housing proj- 
ect now being constructed by said Bever ly Manor, Section 1, Inc., of 
the proceeds of re mortgage loan heretofore negotiated on said proj- 
ect and insured by the Federal Housing Administrator, if any, but 
may be acquired by said above-named parties on the terms indicated 
any time after such distribution, if any, has been made.” 

Mr. Lorrus. That was an option rather than a trust agreement. 

Mr. Simon. Is that the correct provision of the agreement ? 

Mr. Lorrus. That is the correct provision, but it was an option 
rather than a trust agreement. 

The Cuarrman. Who got. the 30 percent you were holding in trust ? 

Mr. Lorrvus. I just read those names a moment ago. 

The CuatrmMan. Will you read them again, please. Also we would 
like to know how much each of them received. 

Mr. Eacren. I handed over those sheets to you, Mr. Simon. 

Oh, here they are. 

James I. Twohy. 

The CuarrMan. Then 12 shares would be about 6 percent. But he 
still owns a 6 percent interest in the project, does he not ? 

Mr. Lorrus. No: he sold his shares for $5 a share when he went 
back to Santa Monica. 

The CuatrmMan. So he sold them for $45,000. In other words, he 
sold these shares back to you $5 each after he got the $45,000 ? 

Mr. Lorrus. That is correct. That was an option. 

The Cuamman. Why would a man sell shares for $5 a share that 
gave him a dividend of $45,000 ¢ 

Mr. Lorrus. At the time that agreement was signed for an option, 
which Mr. Simon just read, he called it a trust, and I said it was an 
option. At that time I don’t believe it had much more value than $5 
because the proof was could it be built within the amount of money 
that was committed on the part of FHA. 

The Cuarrman. Who owns those 12 shares of stock. 

Mr. Lorrus. The 12 shares went into the pool for all of those in the 
70 percent ownership to acquire at $5 per share. 
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The Cuarrman. In other words, the 12 shares that Mr. Twohy 
owned, who owns them now? . 

Mr. Eacen. Mr. Chairman, may I interrupt one minute? 

Mr. Srmon. Isn’t it a fact, Mr. Loftus, that the group of which Mr. 
Twohy was a member was only to share in the money between the cost 
of construction and the mortgage and after that money was distrib- 


uted, then that stock was to go to the people named in this document 
that you call an option agreement ? 


Mr. Lorrvs. That is correct. 

The Cuarrman. Well, isn’t the $220,000 really some kind of bonus 
or gift to these people? 

Mr. Lorrus. It was an incentive for them to acquire the stock and, 
if anything was made out of the savings, they were to have a distribu- 
tion; and, if not, they could remain with their stock or sell their stock 
at $5 per share. 

The Cuarrman. Who is Mr. Carl Budwesky, and how much did he 
receive ? 

Mr. Eacen. Budwesky had three shares. 

Before I go on here, Mr. Chairman, Tw ohy had 12 shares in each 
one of 4 corporations. Budwesky has 3 shares in each one of the 4 
corporations. He received a grand total from the 4 corporation of 
$11,439 

The Cuarrman. For his four shares of each ? 

Mr. Eacen. Yes. I will read the exact amounts, if you like. 

He got $2,538.25—— 

The Cuarrman. Just the total amount. 

Mr. Eacen. $11,439.82. 

The Cuarrman. Who is he? 

Mr. Eacen. Carl Budwesky. 

Mr. Simon. He is the attorney who organized the Shirley-Duke 
organization, isn’t he? 

Mr. Lorrvs. He is here and can speak for himself. He was the 
attorney for the Beverly Manors for handling all of the closing papers 
insofar as the drawing up the papers, the deed, all of the necessary 
papers. 

The Cuarrman. He was attorney for you ? 

Mr. Lorrus. For the Beverly Manor Corp. 

The CuarrmMan. He was a witness before this committee last week. 

He was also attorney for the Shirley-Duke project in Arlington, Va., 
is that correct ? 

Mr. Lorrvus. He was attorney for some of the Shirley-Dukes. I 
don’t know whether it was all of them or not. 

The Cuarrman. Who is Mr. E. J. Preston and how much did he 
receive? 

Mr. Eacen. E. J. Preston had 12 shares and received a grand total 
of $45,759.27. 

The Cuarrman. And who is he? 

Mr. Lorrvus. Mr. FE. J. Preston is quite a well-known builder in the 
Washington area. He has built a considerable amount of housing in 
the area and was a part owner and, I believe still is a part owner, of 
the Shirley-Duke project. 

The Cuarrman. He was a witness before our committee in connec- 
tion with the Shirley-Duke Apartments. Who is Marshall Robinson ? 
How much did he receive? 
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Mr. Eacen. Marshall Robinson had 12 shares and received 
$45,759.27. 

The CuatrmMan. Who is Mr. Wallentsik ? 

Mr. Lorrus. Mr. Wallentsik is a former superintendent for Mr. 
E. J. Preston prior to the time that Preston expanded and took him 
into his company. 

The Cuarrman. How much did he receive ? 

Mr. Eacen. He had three shares and received $11,439.82. 

The Cuarrman. Who is Webster R. Robinson, Jr. ? 

Mr. Lorrvs. He is a former president of the Rock Wool Corp. of 
America, a mechanical engineer, and a man well acquainted with much 
of the type of structure such as was built in these apartments. 

The CuarrMan. Is he related to Webster ? 

Mr. Lorrus. He isthe son of Dr. Webster Robinson. 

The CuarrMan. Marshall is also a son? 

Mr. Lorrvs. He is also a son of Dr. Webster R. Robinson. 

The Cuamman. Exactly what did these two Robinsons do to earn 
$68,000 and $45,000 ? 

Mr. Lorrus. Webster R. Robinson, Jr., worked perhaps 10 hours 
a day, 7 days a week, in the building operation of the 60 apartment 
buildings for which the Community Builders were building for the 
Beverly Manor Corp. 

Mr. Srmon. He was also a stockholder in the Community Builders, 
wasn’t he? 

Mr. Lorrus. Yes, he was. That is what we are talking about, the 
distribution of the shares that went to those people. 

Mr. Srwon. Mr. Loftus, in addition to distributing the $762,000 
which represented the proceeds of the mortgage after paying all the 
costs of construction, you and your fellow stockholders still owned 
the building, is that right ? 

Mr. Lorrus. We sure do, and appreciate the fact that we do own 
them, and would have owned them whether we paid a dollar or not. 

Mr. Stmon. Who was awarded the contract for building the Bev- 
erly Manor buildings? 

Mr. Lorrvus. Beverly Manor buildings originally was—it is a long 
story, and I believe I will have to have Mr. Eagan read my statement 
as to why it was brought about and how it came about if I am to an- 
swer it, because I have no other answer than that. 

Mr. Srmon. Did each of the four Beverly Manor Corps. enter into 
a contract with Don A. Loftus & Associates for the construction of 
the buildings? 

Mr. Lorrus. I would prefer, if possible, if the Chairman will per- 
mit, to clarify it by how Don A. Loftus Associates and the name itself 
and the corporation was organized for the purpose. 

Mr, Stmon. We would be glad to get that, but could you tell me 
whether they did enter into the contract with Don A. Loftus Asso- 
ciates ? 

Mr. Lorrus. They entered into that contract. 

Mr. Stmon. Then did Don A. Loftus Associates enter into a con- 
tract for two of these buildings with the Shirley-Duke Corp., that 
corporation not being in any way connected the Shirley-Duke Corp. 
here in the Virginia area. It was a separate, distinct corporation that 
lay idle. It was a corporation formed for the sole purpose of build- 
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ing a school building, as I understand, that was given to me recently. 
And the Shirley-Duke Corp. got the subcontract for the buildings, is 
that right ? 

Mr. Lorrus. No, they got the subcontract to build 62 of the build- 


ings. 
The Cuairman. To build the buildings of two of the Beverly Manor 
Corps. 


Mr. Lorrus. No, it was involved, I believe, overlapping between 
three of the corporations. 

Mr. Simon. And did Community Builders get the contract to build 
the remaining buildings ? 

Mr. Lorrus. The Community Builders got the contract to build the 
60 of the balance. 

Mr. Suwon. Was Earl Preston the principal stockholder and officer 
of the Shirley-Duke Corp. ? 

Mr. Lorrus. He was not the principal officer, because he and Jim 
Twohy had equal, 40 percent each. 

Mr. Srwon. And Jim Twohy is the man in California ? 

Mr. Lorrus. Right. 

Mr. Simon. Mr. Preston is the man who is interested in the Shirley- 
Duke Corps. here in Virginia, is that right ? 

Mr. Lorrus. He is interested in the Shirley-Duke Corps. here in 
Virginia. 

Mr. Simon. Did the contract with the Shirley-Duke Corp. provide 
for the payment of the full cost of building the buildings to them ? 
What Iam driving ai, did it include a builder’s fee ? 

Mr. Lorrus. We had an upset figure for the building of each of 
those buildings which was $60,000 per building or cost, whichever 
might be the raost. 

Mr. Stuon. Do you know whether the Shirley-Duke Corp. made a 
profit on ouilding those buildings or not ? 

Mr. Lorrus. I do not believe so. I haven’t seen their books, but it 
so happens that the accountant is here, and he had to do with the 
actual bookkeeping or the accounting of that corporation. 

Mr. Stmon. Mr. Hamilton, can you tell us whether the Shirley- 
Duke Corp. made a profit on building the buildings ? 

Would you be sworn first ? 

The Cuarrmman. Do you solemnly swear that the testimony you are 
about to give will be truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Hammon. I do. 

Shirley-Duke made a profit of $2,512.36. 

Mr. Suwon. Did Community Builders make a profit on building 
those buildings? 

Shirley-Duke made a profit of $2,512.36. 

Mr. Simon. Thank you. 

Now, Mr. Loftus, going to Clifton Park in Delaware, are you a 
stockholder in that c ompany? 

Mr. Lorrus. May I clarify the loss and whatnot on those two cor- 
porations ? 

He showed a profit of $2,500 on one and the loss of $5,000 on the 
other. I would say that they had equipment and other things which 
of course they had bought and they had to write down and they took 
their loss on writing it. Each and every one of them drew a salary 
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during that period, and the salaries might be read, if you wished, to 
know how much money they got in salaries during the construction, 

The CuarrMan. I suspect we will want to subpena their records and 
go into the books ourselves. 

Mr. Simon. What you are saying is that Mr. Hamilton's figures of 
a minor profit on one and a small loss on the other are after the prin- 
cipals took salaries, is that right ¢ 

Mr. Lorrus. After they took salaries and depreciated their equip- 
ment which they had bought during construction. 

Mr. Simon. And that is not intended, I gather, to be the purely cash 
income against the cash outgo but includes depreciation before you 
reach that loss. 

Mr. Hamitron. That is correct. 

The Cuairman. How much was the depreciation, since you bring 
it up. 

Mr. Hamixtron. The depreciation on Shirley-Duke was $4,636.21. 
On Community Builders it was $5,692.82. 

Mr. Simon. What were the salaries that the principals took out of 
ach of the companies? Do you know that? 

Mr, Hamittron. That I couldn’t tell you. There is also something 
else on Community Builders. They had some equipment that went 
bad on them, and they had to sell it and they had a loss on that of 
about $1,000. 

Mr. Simon. That is computed in the figures? 

Mr. Hamivron. Yes. 

Mr. Stwon, Are you a stockholder of Clifton Park in Delaware, 
Mr. Loftus? 

Mr. Lorrvus. I am. 

Mr. Stmuon. How much of the stock do you own? 

Mr. Lorrvs. Seventeen and a half percent. 

Mr. Simon. Who are the other stockholders ? 

Mr. Lorrvus. George T. Weymouth, Mr. Porter Schutt, Mr. C. Roy 
Martin, Mr. Charles Benzel, I believe Charlotte O’Toole, the widow of 
T. B. O'Toole, Lamont, Bookaw, and Copeland, Tom Brittingham, 
Petie DuPont and Nicky DuPont and myself, of course. 

Mr. Siaton. In that corporation did the stockholders you just men- 
tioned originally own 51 percent of the stock and did you own 49 per- 
cent of it in trust ? 

Mr. Lorrvs. That is correct. 

Mr. Srwon. And again was the trustee agreement similar to that 
which you had in Columbus ? 

Mr. Lorrus. The trustee agreement was an option to buy back in the 
same manner and form, as I understand it. 

Mr. Srmon. And again it provided that one group of people were 
to share in the distribution of the difference between the mortgage and 
the cost of construction ? 

Mr. Lorrvs. In other words, the amounts set up for the building 
cost was the amount approximating what the builder was to get. The 
balance of the risk and chances on all of the improvements, landscap- 
ing, and so on were to be done by the owners, and any savings that 
there was, there was an incentive for them to own the stock in the 
corporation, and if there was no money made they still had the right 
to sell the stock at the end to those who held the option. 
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Mr. Sraon. The point I was trying to get at is that again you had 
an agreement before the building was built that one group of people 
would receive, as to 49 percent of the stock, the difference between the 
total cost of construction and the mortgage; is that right? 

Mr. Lorrvs. The group were involved by cash or by indemnity bonds 
to the total of more than $1 million. 

Mr. Srvon. Is it true that that one group was to receive that? 

= Lorrus. It is true that they were to receive 51 percent of the 
stock. 

Mr. Simon. Is it true that another group was to receive 49 percent 
of the difference between the mortgage and the cost of construction? 

Mr. Lorrus. That is true. They were the builders. 

Mr. Srmon. And that agreement was made before the building was 
built; is that right? 

Mr. Lorrvus. That was made before the building was built and be- 
fore they actually knew what their costs would be. 

Mr. Srmon. After the building was completed and you made the 
distribution of the difference between the construction cost and the 
mortgage, how much was distributed to the stockholders ? 

Mr. Lorrvs. I do not have the figures. I would have to venture a 
guess. 

Mr. Srmon. The 49 percent that went to you as trustee was $289,- 
000; wasn’t it ? 

Mr. Lorrus. Yes. I would have to divide that by 49 and multiply 
it by a hundred. 

Mr. Stxron. And you received for your 17 percent about $110,000; 
isn’t that right? 

Mr. Lorrvus. I believe it was $102,000. 

Mr. Srmon. $102,000? 

Mr. Lorrvs. I believe so. 

Mr. Srmon. So that by a process of mathematics the total would in 
either event be somewhere between $550,000 and $600,000 ? 

Mr. Lorrus. I thought it was around $549,000 or $564,000. 

Mr. Smrvron. Between $549,000 and $564,000 ? 

Mr. Lorrus. Somewhere in that neighborhood. 

Mr. Srwon. And that was distributed to the stockholders and the 
group involved in the 49 percent trust arrangement out of the proceeds 
of the mortgage and over and above the construction costs? 

Mr. Lorrus. It was distributed to those who had the nonproductive 
risk capital and the builders who had the incentive to produce within 
a figure. 

The Cuarrman. How much was the risk capital ? 

Mr. Lorrvs. I haven’t a schedule here. The schedule is on its way, 
as I understand it. 

We have for weeks tried to get it out of the auditors of the Clifton 
Park Manor and they have told Mr. Weymouth, when I called him 
yesterday—I asked if he had it and he told me they were still waiting 
for it, but that they would have it within a few days. The books had 
been subpenaed and he would have them here. 

The Cuarrman. We subpenaed you to bring it and so far you claim 
you can’t bring it. Who do you want us to subpena to get it, because 
We are going to get it. 

Mr. Lorrus. I understand that those books have been promised and 
that thev would be here, and I understand that Mr. Walker had 
reached Mr. Weymouth and also Mr. Porterschutt after he returned— 
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The Cuarrman. Do you know of any good reason why there have 
been these days of delay ? 

Mr. Lorrus. Noreason whatsoever. Those books were in the hands, 
as I testified 

The CuarrmMan. There must be some reason because they haven’t 
delivered them. 

Mr. Lorrvs. I testified in executive committee here that the auditors 
or accountants, McConnell and Brittin, I believed had those books. 

The CuarrMan. Are you president of the corporation ? 

Mr. Lorrus. I am not. I am no longer an officer of the corpora- 
tion. Iamsimply astockholder. 

The CuarrMan. You were the originator; weren’t you? 

Mr. Lorrvs. I was an honorary chairman but not the originator. 

The CuatrrmMan. How much was the risk stock that was put up 
originally ? 

Mr. Srtmon. It was $7,300 for the common stock, isn’t that right, 
Mr. Loftus? 

Mr. Lorrvs. That was the normal common stock. 

The CHarrman. I asked you about three times for that information, 
Mr. Loftus, and you said you didn’t remember and you didn’t have 
the books. 

Mr. Lorrvs. That is correct. 

The Cuatrman. Why did we have to say to you that it was $7,300 
before we could get an honest answer out of you. 

Mr. Lorrvs. He was asking for the total risk capital. 

The Cuarrman. I asked youa pointed question. I said, “Mr. Loftus, 
what was the risk capital in the project,” and you went all around the 
barn 4 or 5 times. 

Mr. Lorrus. Senator, he just said the normal capital. You were 
asking for the risk capital. 

Mr. Srwon. Was there any other kind of stock issued ? 

Mr. Lorrus. There was authorized 100,000 of second preferred. 

Mr. Stmon. Was it ever issued ¢ 

Mr. Lorrvs. I don’t believe it was issued. 

Mr. Srtmon. Isn’t the common stock in the amount of $7,300 and the 
$100 of preferred to the Federal Housing Commissioner the only stock 
that was ever issued ? 

Mr. Lorrus. $300 to the Federal Housing Commission, $100 in each 
corporation. 

Mr. Sraon. Isn’t that the only stock that was ever issued ? 

Mr. Lortvus. The other was authorized and the stock was there, but 
it hadn’t been issued. 

Mr. Stwon. The $7,300 of common and the $300 of preferred to the 
Commissioner is the only stock that was issued, is that right ? 

Mr. Lorrus. That is right, but there was somewhere in the neigh- 
borhood of at least $500,000 or more that was nonproductive risk 
capital. 

The CuarrmMan. But it was put in in the form of a loan, was it not? 

Mr. Lorrvs. It was put in in the form of a loan. 

The Cuatrman. And repaid out of the proceeds of the mortgage, is 
that correct ? 

Mr. Lortus. It finally was paid from the proceeds of the mortgage, 
yes, sir. 
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The Caamman. $500,000 worth of loans which were later repaid out 
of the proceeds of ‘the mortgage after the Federal Government had 
guaranteed it and some mortgage company bought it. I am getting a 
little bit tired of you gentlemen trying to make me believe, and others, 
that that kind of loans are capital. They are not capital. Capital in 
this corporation was $7,300, is that correct / 

Mr. Lorrvs. That is correct, but— 

The Crarrmman. And that isthe amount on which you will pay divi- 
dends, is that right ? 

Mr. Lorrvs. That is correct. 

The Cmairman. Just like the capital in this Columbus project was 
how much ? 

Mr. Lorrvs. The normal capital was $4,000. 

The CrHatrmMan. $4,000 out of which you paid dividends of some 
$700,000. I am not saying there is anything wrong with it at all. It 
is just like pulling teeth to get out of you ge ntlemen what your capital 
stock is. We know you can’t take $4,000 and build a project like that. 
We know that you were capitalized for $4,000, and you got a commit- 
ment from the FHA. You then proceeded to borrow money to do cer- 
tain things and when the project was all finished the FHA guaranteed 
it and the mortgage company gave you a check and you repaid all the 
loans. All you had left invested was $4,000 or $7,300, 

Mr. Lorrvs. But in this particular instance, sir, we were without a 
commitment of FHA for pretty nearly 4 months and could have had 
all our risk capital wiped out. 

The Cuarrman. I don’t question that. I have no way of knowing 
whether that is true or not, and I will take your word for it. I think 
it is true. But the fact still remains that you did get an FHA 
commitment. 

Mr. Lorrvs. We did get a commitment, and we also had a com- 
mitment for a larger sum from the FHA after 

The CHatrmMan. You keep insisting you had $500,000 invested. 
Why didn’t you put the $500,000 in the corporation in the form of 

capital stock so it would be sitting there to help guarantee the Federal 
Government on their guaranteed mortgage? Why didn’t you put it 
in the form of capital stock ¢ 


Mr. Lorrvs. It wasn’t required, Senator, because it was set up by 
the FHA. We did not set up the amount required. The FHA set 
that up. 


The Crarrman. Would the FHA have been opposed to you putting 
$500,000 cash in it ? 

Mr. Lorrus. They would not have been opposed to it, but they were 
the ones who had the vardstick we were following. 

The Cuarrmman. You mean the FHA said to you, “All you need to 
put up to build this several-million-dollar project is $7,300” ? 

Mr. Lortvus. I believe if I went into the application I could show 
you didn’t have to put any capital up and we put capital up in the 
bank, working capital, and the amount of off-site and other amounts, 
which of course was capital that we had to put up. 

The Cuamman. IT am just as aware of that as you are, that you 

can’t take $7,300 and do this, but my point is, why didn’t the FHA 
insist that the $500,000 be made capital and remain there as capital 
until the mortgage was paid off and they no longer had an obligation 
to guarantee that mortgage ¢ 
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Mr. Lorrvs. Senator, I had very little to do with the FHA other 
than these two projects. All other business | did over a period of 44 
years was without FHA, 

é Phe CHamMan. Would you have done business without the Govern 
ment’s guaranty with a corporation with $4,000 money. 

Mr. Lorrus. I surely would. I have done it be fore and proved that 
it was very successful and the lending institutions, large and sinall, 
love to do business with the people who know how and if they find 
out that after completion there was any money made or there was a so 
called mortgaging out, they want to pat them on the back for doing so, 
because they knew that the man knew how and proved that 1t was 
better than replacement cost, and they still had vood value. 

The CuarMan. You are trying to make us believe that in private 
industry you can take $4,000 and go out and get a mortgage for a 
several-million-dollar project ? 

Mr. Lorrus. It all depends upon the men who have the ability within 
the $4,000 capital structure that would be able and w illing and anxious 
to put in all the necessary funds to see it to its successful conclusion. 

Mr. Simon. When did Mr. 'T'woly leave the home loan bank board ? 

Mr. Lorrus. In 1947 or 1948. 

Mr. Stwon. We have had testimony that in the 6 Shirley-Duke 
projects the owner-sponsors received distribution upon the comple- 
tion of the building of about $2,225,000 and that the Investors Di- 
versified received in fees and other compensation about $1,300,000 and 
in the 3 Cleveland Parkway Gardens and the Broadway Gardens in 
Cleveland Investors received a total of $720,000, and we have not yet 
been able to check the amount of money that the owner-sponsors got. 

Would you tell us exactly what your participation was in the 4 
Cleveland projects and the 6 Shirley-Duke projects I have just re- 
ferred to? 

Mr. Lorrus. Again, if you will permit me to have my written state- 
ment read as to how that came about, 1 will have Mr. Eagan read it 
to you and that will give you the exact picture as it took place. 

Mr. Stwon. Couldn’t you tell us briefly what participation you had 
in those 6 projects in Virginia and 4 in Cleveland ¢ 

Mr. Lorrus. I had no participation whatsoever in the 6 projects in 
Virginia, not 1 dime. 

Mr. Srwon. We have been told that you were the man who arranged 
the financing and that you brought the sponsors and the financiers 
together. Is that in any respect accurate ? 

Mr. Lorrus. Ignorance usually seeks out experience. My long 
period of experience was sought out by many, not only the Investors 
Diversified Services but some of the largest insurance companies in 
America. ‘They asked my opinion like most any other man on the 
street would ask. These men came to me. I did not seek them out. 
I was in a cottage down at Key West, Fla. I was then suffering from 
ulcers, as I am now, and I hope I don’t suffer much from this meeting. 

[ say to you that these men came to me. They sought me out. They 
pleaded with me to get some low-cost housing in Washington which 
was badly in need. They met me at the cottage on 3 or 4 different 
occasions, Mr. Bryan Gordon and Mr. Black. I told Abe that I 
would be in Washington during the holidays. I came up during the 
holiday. I met t with them in the Investors Diversified Services offices. 
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They had Mr. Albert Lueders, an architect. This architect had a large 
plan of buildings and a plan of the buildings for which he and Mr. 
Gordon and Mr. Black had planned. 

Mr. Stwon. Was it your help to these people that enabled them to 
distribute $3,500,000 out of the Shirley-Duke project ? 

Mr. Lorrus. It was my introduction only to the Investors Diversi- 
fied Services insofar as I was concerned, I was a consultant for the 
Investors Diversified Services, and I recommended this location and 
the deal as it was originally proposed by Mr. Black and Mr. Gordon, 
but advised Mr. Black and Mr. Gordon that they were not financially 
able and it required others in order to undertake a job the size of that 
2,106 units, 

Mr. Simon. Do you think it was your help and advice that enabled 
them to distribute that $3,500,000 ? 

Mr. Lorrvs. I think that Mr. Preston, who was building a large 
project at that time in Maryland, who happened to be one of them, was 
well known to the Investors Diversified Services and had to know how. 
He was formerly with Stuart, Thompson, Starrett and other com- 
yanies. I think Mr. Bryan Gordon was well known to them also, 
aren he was building in Virginia. 

Mr. Hutman was recommended by Mr. Bornstein. 

Mr. Sraon. I still don’t have an answer to my question, whether 
you think it was your help and advice that enabled them to make the 
$3,500,000 distribution. 

Mr. Lorrus. After they entered into the deal with Investors Serv- 
ices, I never had a conversation with them. 

Mr. Stwon. Did you help them prepare the FHA applications? 

Mr. Lorrus. I might have helped on the first occasion in the office 
when they first met as a group. 

Mr. Srwon. Did you at any time ever suggest to them that they 
might put Mr. Sonnenblick’s name in the application ? 

Mr. Lorrvs. I didn’t at that time, not in the first application. 

Mr. Srwon. Did you ever suggest to them that they might put Mr. 
Sonnenblick’s name in the application ? 

Mr. Lorrvs. I suggested to Mr. Bros, after Mr. Sonnenblick had 
solicited the opportunity of getting in on a project. 

Mr. Srmon. Is Mr. Bros the Washington office manager of 
Investors ? 

Mr. Lorrvus. That is correct. 

Mr. Srwon. And he is the man who invested a couple of hundred 
and got a $12,000 profit out of the Shirley-Duke ? 

Mr. Lorrvs. I don’t know what his investment was. I heard that 
here one day when I was present. 

The Cuarrman. Did you advise him how to do that? 

Mr. Lorrvs. I did not advise him how to do it. I was surprised, as 
T testified, to learn that he had. 

Mr. Stwon. Did you hear Mr. Sonnenblick’s testimony this morn- 
ing to the effect that he had never authorized the use of his name? 

Mr. Lorrvs. I did, and he must have an awful absentminded 
memory. 

Mr. Srwon. To whom did he give that authorization ? 

Mr. Lorrus. He gave it to me on the phone—— 

The Crarreman. You jnst testified you had absolutely nothing to 
do with the Shirley-Duke Corp. 
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Mr. Lorrvs. I said I had nothing to do with the helping of the con- 
struction. He asked if I helped and was it possible through my help 
that they were able to make that money. 

Mr. Simon. What conversation did you have with Mr. Sonnenblick 
in which you say he authorized the use of his name ¢ 

Mr. Lorrus. Mr. Bros had called me in Florida and said that the 
FHA had turned down Bryan Gordon and Preston and some of the 
others for not having sufficient financial stability. 1 believe that Mr. 
Bornstein joined up with some of them. I later learned so. As far 
as Mr. Nat Sonnenblick is concerned, I called him on the telephone 
after Bros informed me that the application was stymied. 

I said, “Well, the only thing you might do, and the only one that 
I know of that. is up in that area, and you should know him well 
because he is the main mortgage broker for the New York office of 
the Investors Syndicate, which is the Investors Syndicate Title & 
Guaranty in New York. He sells them mortgages. He is well known 
to them.” 

He said, “If I am a part of the project and I will get my just share 
in a project, you can count me in at any time.” 

Mr. Srmon. He told that to you? 

Mr. Lorrus. He told that to me and I said, “Would it be for 
$200,000 ?” 

He said, “That or more.” 

Mr. Simon. Now when you told Mr. Bros that he could put Sonnen- 
blick’s name in the application, you knew that FHA was unwilling 
to issue the commitment to the sponsors unless somebody like Mr. 
Sonnenblick went into the deal; is that correct ? 

Mr. Lorrus. Unless they had aditional equity money beyond that 
which their statement showed. 

Mr. Srvon. And his name was added to the application to supply 
that additional equity which the FHA was insisting upon; is that 

right? 

Mr. Lorrvs. Under the basis of a commitment for insuring during 
construction or insurance of advances so far. 

Mr. Srwon. But you authorized them to put Sonnenblick’s name 
in the application, knowing that FHA insisted on him or somebody 
like him being included for “additional financial responsibility ; is that 
right? 

Mr. Lorrvs. I had conveyed that to Mr. Bros, that that was what 
Mr. Sonnenblick had said to me, and I believed that he could use 
his name. 

Mr. Stwon. And Mr. Bros had told you that the reason he needed 
a name such as Sonnenblick’s was because FHA didn’t think the 
others had sufficient financial responsibility ? 

Mr. Lorrus. That is correct. 

The Cuarrman. And this Mr. Bros was the manager for the In- 
vestors Diversified in Minneapolis; is that correct ? 

Mr. Lorrus. That is correct. 

The Cruarrman. A rather shoddy way to do business, don’t you 
think ? . 

Mr. Lorrus. I understand on the second application that even Mr. 
Sonnenblick’s name was not sufficient so they asked for further finan- 
cial stability and a letter of some kind went into the FHA wherein 








516 FHA INVESTIGATION 


they said that they would take back a second mortgage if necessary if 
the job was not completed within the commitment. 

Mr. Simon. Have you ever seen that letter ? 

Mr. Lorrus. I have not seen it. I just saw the application. 

Mr. Srmon. I can say to you that we have sear aon all the FHA 
files and we can find no such letter. 

Mr. Lorrus. That letter was definitely issued according to what 
Mr. Bros said, and I verified that at one time as to why they gave out 
a letter such as that. 

Mr. Srwon. All I can say to you, Mr. Loftus, is that the applica- 
tions all refer to a letter from Investors Syndicate dated March 8, 
1949, but the testimony we have had here is that all that letter said 

was that Investors would make sure that the mortgage was a first lien 
on the property. 

Have you seen any other letter from Investors bearing that date? 

Mr. Lorrus. Nothing other than I was told that it stated, at the time 
they told me what the ‘deal was—the »y told me that they had written a 
letter to FHA to give sufficient financial stability to those projects to 
the extent that if the funds were not sufficient to complete the job they 
would supply any money and take back a second mortgage if necessary. 

Mr. Stwon. Who told you that ? 

Mr. Lortvs. I was told that by Mr. Ryan and the attorney Mr. Dan 
Farr. 

Mr. Srwon. You never saw the letter ? 

Mr. Lorrvs. I did not, but I took their word for it. 

Mr. Simon. Is there any connection between the fact that Mr. Ryan 
had apparently worked on this Shirley-Duke project with you and the 
fact. that he and his brother made $162,000 out of the Beverly Manor 
projec t in Cleveland ? 

Mr. Lorrus. You mean in—— 

Mr. Srwon. In Columbus. 

Mr. Lorrus. As a matter of fact, he had nothing to do with it, and 
as a matter of fact they did not work with me. As a matter of fact, 
the amount of fees and everything else that was worked out was mostly 
worked out with Mr. Jim Ridgeway. 

Mr. Simon. But Ryan was the one who told you that Investors would 
assure FHA that they would put up additional funds; is that right ? 

Mr. Lorrus. Either Mr. Ryan or Mr. Farr. 

Mr. Stuon. Out of the two projects, Shirley-Duke and Cleveland 
Parkw ay, Investors Syndicate got roughly $2 million. 

Did they ever pay you anything ? 

Mr. Lorrvs. Not a 5-cent piece of any kind, that I recall. They may 
have paid some railroad fares or plane fares or something of that kind. 

Mr. Srwon. The Shirley-Duke sponsors got roughly $2,225,000, Did 
they ever pay you anything? 

Mr. Lorrus. Nothing whatsoever. 

Mr. Suwon. Other than the fact that the land of Cleveland Parkway 
was purchased from you and Investors supplied that money. 

Did the sponsors of the four Cleveland projects ever pay you any- 
thing ? 

Mr. Lorrvs. I don’t smoke cigarettes or cigars, and they never offered 
them to me and I don’t drink any liquor so they never offered any of 
that, so they never offered me anything. 
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The Cuamman. I believe you want to correct the testimony you 
made in executive session some time ago in which you testified to some 
$700,000, and now you want to say that your memory was bad ? 

Mr. Lorrus. My memory was bad, Senator. I was in very bad shape 
and, at that time, I definitely didn’t know that I was sitting in the 
chair. 

The CuHarrman. Where did you think you were sitting? 

Mr. Lorrus. Occasionally I would come out of it and if you had as 
much belladonna as I had, it would affect you the same way, Senator. 
I was all full of it, trying to come in to be helpful. 

The CHarrMAN. We want to correct the record, then.. Just how 
do you wish to correct the record ? 

Mr. Lorrus. I wish to correct that record by having Mr. Eagan 
read exactly what took place, if you will permit it. 

The CHarrMan, You may proceed. Are you going to bring that 
all out, Mr. Eagan ? 

Mr, Eacan. Yes, I will bring it out. It is already made a part of 
the record in this statement. 

The CuarrmMan. But you want to correct the record. In other 
words, what you are doing now is correcting the testimony that Mr. 
Loftus gave under oath ¢ 

Mr. Eagan. That is right, because at that time he was ill. I will 
not read the entire statement but just the part that obtains. 

The CuarrMan. Just clear up the the part you want. In other 
words, he is now changing the testimony he gave under oath in execu- 
tive session. 

Mr. Eacan. That is the first executive session, not the one yesterday. 

I did not have the correct figures in front of me and I became confused be- 
cause I withdrew 2 papers from my brief case, and 1 paper had on it the figure 
of $191,000 and the other the figure of $228,000. One of these figures, $228,000 
is a correct amount and does refer to Beverly Manor but was not conneeted 
with the sale or purchase of the land but instead was the amount paid to me 
as a distribution of capital to be disbursed as trustee to the beneficial owners. 
I have since supplied you with a photostatic copy of the agreement naming me 
as trustee and also with photostatic copies showing the disbursements of this 
amount of $228,000. The $191,000 has no reference to Beverly Manor at all 
The other figure of $508,000 was in my mind because that is the amount which 
a broker had bid recently for the commercial part of the land which is zoned 
for light manufacturing. 

The reason for the confusion in the figures above was due principally to the 
fact that when I received your subpena I endeavored to get in touch with the 
Robinsons only to learn that they could not be reached. Finally, on Monday I 
succeeded in locating Jerry Murphy, the bookkeeper in Columbus, and he gave 
me a number of figures over the telephone. 

To return to the purchase of the land, Don A. Loftus Associations, Inc., took 
up the option for the balance of the $90,000 which sum was invested by me, D. EB 
Ryan and Helen Robinson. Each of us gave our personal check for $30,000. 

The deed transferring the property from the Ralston Steel Car Co. to Don A. 
Loftus Associations, Inc., is dated July 17, 1950. 

On August 9, 1950, Don A. Loftus Associates, Inc., sold to Beverly Manor 
Corps. 1, 2, 3, and 4 the 60 acres mentioned above for the sum of $80,500. Be- 
tween the time of the FHA commitment to insure was issued, the risk capital 
invested by me and my associates amounted to $354,199.20 

The Cuatrman. That was the risk capital? That was later paid 
back: is that correct ? 

Mr. Eacan. That is right. 

The CHatrman. That was a loan and later paid back out of the 
proceeds of the mortgage; is that correct? 
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Mr. Eacan. That is correct. 

The Cuairman. So it was not in any sense capital. 

Mr. Eagan. I might say off the record that it is like the fellow who 
called a meadow a pasture but actually it was a meadow. 

The Cuatrman. You never in your life saw loans put down as 
capital on a loan. 

Mr. Eagan. Mr. Loftus considers it as capital. He risked the 
money. As a matter of fact, the FHA in their standard form, Sen- 
ator, make allowances for giving people credit for builders and archi- 
tects’ fees and the moneys that they advanced, so they certainly must 
have taken it into consideration as being worth something. Do you 
want me to finish this statement ? 

The Caairman. When you get all through the Federal Government 
guarantees the mortgages. As a result of that guaranty, you are able 
to go and get $10 million or $11 million or $12 million or whatever the 
amount is. 

Then you take the proceeds and you pay off all the loans. You pay 
off everything except the capital. In the instance out there, it was 
$4,000. So you had $4,000 invested in this project. TI am not saying 
that it is wrong. I am just trying to be factual. I don’t like people 
to try to make me believe that loans are the same as capital. 

Mr. Excan. I don’t think that was Mr. Loftus’ intention. I think 
he was trying to say that the FHA permitted those things to be done. 

The Cuatrman. The fact that they did those things and the FHA 
knew about it proves they permitted it. 

Mr. Eacan. They made allowances for it, as a matter of fact, in 
their commitments. 

The Carman. We are not taking that position at all. We will 
have the FHA up here as witnesses one of these days, all of them. 
Don’t you worry about that. 

Mr. Escan. I have one more paragraph. 

The CHarrman. Go ahead. 

Mr. EaGan (reading) : 

The FHA requirements which were put up by Jack Chrysler and myself with 
the mortgage at the time of closing amounted to $261,668. We also furnished an 
indemnity completion bond in the amount of $851,704. This bond was written 
for 4 years including 2 years after completion of construction. 

In other words, we were still liable on the bond for a full 2 years after com- 
pletion of the project. The nominal amount of money invested in the common 
stock was $4,000. 

The Cuatman. In executive session, Mr. Loftus, you testified that 
you were to receive $508,000 for the land. Now, you are saying that 
that was an untrue statement ? 


Mr. T orrvs. I am saying that that was untrue, The $508,000, Sen- 
ator, was something that came into my mind. I said in executive ses- 
sion that I was very much confused and that my ulcers did disturb me 
considerably so that IT didn’t know where I was at and on top of it, 
with all of the buzzing for you to come to the floor I was further con- 
fused. 

The Crarrman. I will have to get rid of the buzzers. Maybe you 
can appreciate why we Senators get ulcers. 

Mr. Lorrus. I can apvreciate it very much. 

The Cramman. Has the record been corrected ? 

Mr. Lorrvs. I hope so because that is exactly what happened. 
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The CuHarrman. You have changed your testimony. Are you satis- 
fied now with the way we have handled it? 

Mr. Lorrus. I am satisfied, Senator, 100 percent. 

The Cuairman. Are there any other questions ¢ 

Mr. Simon. I just have one more question, Mr. Loftus. In connec- 
tion with the Cleveland project which you say you had no interest in, 
did you ever go into Mr. Powell's office on that project ¢ 

Mr. Lorrus. Did lever go into Mr. Powell’s project ¢ 

Mr. Simon. Mr. Powell’s ofiice in connection with the Cleveland 
project ¢ 

Mr. Lorrus. I never went into Mr. Powell’s office on the Cleveland 
project ; no, 

Mr. Simon. I don’t have it with me, unfortunately, but there is a 
letter in the F11A Cleveland files from the Investors Diversified Cleve 
land office, confirming a conversation that you are supposed to have 
had with one of Mr. Powell's assistants. Does that refresh your recol 
lection ¢ : 

Mr. Lorrus. The only conversation I had was some question about 
the title of the property. That property was originally zoned for 
cemetery use and it was a matter as to whether or not they could prove 
that there was a body buried there stili, and Mr. Bovard is the gentl 
man whom I saw at the FHA in reference to that. 

Mr. Stwon. Did you ever see a man who was an assistant to Mr. 
Powell about this project ¢ 

Mr. Lorrus. If I did I talked to him about this particular matter. I 
think there were three or four called in to find out what could be done 
to prove that there were no bodies in that cemetery. 

Mr. Stwon. That is the only connection in which you went into Mr. 
Powell’s office ? 

Mr. Lorrvus. I believe so. I never discussed any project with Mr. 
Powell. 

The CuarrmMan. Was it generally understood by you and others in 
this business of building rental properties that you could mortgage 
out or get more money from the proceeds of the mortgage than all the 
total costs? 

Mr. Lorrvs. I never had that conveyed to me, Senator, as a matter 
of fact. We didn’t expect to mortgage out here and that was our 
honest, good judgment. We did not expect to. We did not have the 
type of loan that would afford mortgaging out. It was a very low 
loan and had to be for a very low re ntal and we were based on that, 
Senator, and we were not sure. Generally if a general contractor 
has a bid on a highway and he can find a subcontractor that he can 
subcontract to and sit back and be sure that he has enough money 
held back so that if he gets stuck he can finish it, that is regular busi- 
ness. 

The CHarrmMan. My question is—and I don’t believe you have 
answered it—to your ‘knowledge did the FHA officials or employees 
leave the impression with you that it was perfectly all right to receive 
more money from the proceeds of the mortgage than the total cost of 
the project. 

Mr. Lorrvs. I had heard something about that as we went along, 
Senator, but no one ever approached me or talked to me about it. In- 
directly, it was hearsay. 
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The CHarrman. Was it your understanding that it was perfectly 
legitimate on the part of builders and project sponsors to claim 5 
percent on architects’ fees and only spend 1? 

Mr. Lorrus. When the applications were made, Senator, on Clifton 
Park, we went into that quite thoroughly to find out where the en- 
gineering, the landscaping and the surveying and the sewer and water 
plans and the various other items which were necessary on the job— 
where they calculated that in their figures and they told us all of that 
went under architecture, and all of that would amount to anywhere 
from 4 to 5 percent. 

The Cuatrman. I don’t believe you have answered my question. Of 
your own knowledge, was it your understanding that the FHA officials 
had no objections to including 5 percent architects’ fees in the amount 
of the mortgage they had insured, even though you as a builder or 
any other builder only spent one-half of 1 percent or 1 percent or 2 
percent ¢ 

Mr. Lorrvus. We spent more than that, Senator, and I believe if you 
will examine the records of most all of the building operations you 
will find that it is more than that. The architect’s fee as an architect 
only, yes, that was common practice. 

The Cuarrman. You are still not answering my question. We have 
had much testimony that FHA encouraged these gentlemen and in- 
sisted that they put 5 percent down for architects’ fees. even though 
they knew they were only going to spend 1 percent. Was that your 
understanding ? 

Mr. Lorrus. FHA put 5 percent down and that was regular on all 
of their estimating and today under a congressional evaluation of any 
conventional loan, they will use 6 percent as an architects’ fee rather 
than 5 for replacement value. 

The promo AN. Youare evading my question. 

Mr. Lorrus. I am not trying to evade it, Senator. 

The Cuarrman. Was the FHA permitting you to include 5 percent 
in the total amount of the mortgage, even though they knew you were 
only going to spend 1 percent and actu: lly spent less than 1 percent ? 

Mr. Lorrus. As a matter of fact, Senator, the applications were 
printed. I don’t know whether these partic ular applications had them 
or not. They were printed with 5 percent in there. 

The Cuatrman. We haven’t found any of them yet that were printed 
that way. 

Mr. Stmon. Have you ever seen them printed that way ? 

Mr. Lorrvs. I have seen many of them and had one or two at the 
time these applications were about. 

Mr. Srwon. Could you produce an application with 5 percent 
printed in it? 

Mr. Lorrvs. I don’t know whether I could produce it. Perhaps the 
printer could do it if you wanted it. I know the 5 percent was printed 
in there. 

The Caarrman. It was printed ? 

Mr. Lorrvs. Yes, sir. 

The Crarrman. In forms furnished by the FHA ? 

Mr. Lorrus. Yes, sir. 

The CuarrMan. And you have you seen them ? 

Mr. Lorrvs. Yes, sir. 

The CuarrmMan. Can you supply us with some of them ? 


wales 


aka 


ee ae a ea 





Mi 
back. 
Th 
Mi 
Th 
ten i 
M 
tell y 
Th 
Mi 
Tr 
Mi 
that 
the 5 


(‘I 
low: 
STs 


Sol 
Unive 
mark 
versi! 
city « 
surve 
low-c 
the e 
quart 
He al 
suffe: 
It wi 
of th 
units 

Iv 
of m 
I wa 
tion. 
mucl 
with 
burd 
suggt 
they 
these 

Wi 
they 
my < 
tinuc 

On 
some 
sary 
bus, 
looki 
tions 

At 
view 
whic 
out J 
Cory 
seen 
on W 
offer 

TI 
was 





FHA INVESTIGATION 521 


Je 


Mr. Lorrvs. I don’t know whether I could now. It was 5 or 6 years 
back. 

The Cuatmrman. Just supply one. 

Mr. Lorrus. I can try to find out who the printer was. 

The CuarmrMan. You are certain the 5 percent was not always writ- 
ten in by typewriter ¢ 

Mr. Lorrvs. I think Mr. Bovard or some of the others in FHA will 
tell you that definitely they had printed forms with 5 percent in it. 

The CuairmMan. You think he will ¢ 

Mr. Lorrus. I think so. 

The Cuarrman. Mr. Powell ought to know, but he won’t testify. 

Mr. Simon. I have looked at hundreds of them in all of these cases 
that had big windfalls and I have never yet found an application with 
the 5 percent printed in. 

(The statements and other material submitted by Mr. Loftus fol- 


low :) 


STATEMENT OF Don A. Lorrus Re BEveRLY MANOR Provect, CoLUMBUSs, OHIO 


Some time in 1949, Webster R. Robinson, Ph. D., a former professor at the 
University of California and a well-known economist who at that time was doing 
market surveys and analyses, and his son, Marshall Robinson, an Ohio State Uni- 
versity professor, had made an extensive survey of housing conditions in the 
city of Columbus, Ohio. They became so much interested in the results of their 
surveys that Dr. Rubinson asked me if I would try to do something to help the 
low-cost rental housing conditions in that area. He stated that in particular 
the employees of the North American Aviation Corp. and the employees of the 
quartermaster depot were in dire need of the proper low-cost rental housing. 
He also stated that Columbus, with its many, many new and expanded industries, 
suffered appreciably from the lack of adequate low-cost rental housing facilities. 
It was his opinion, based upon the many contacts with personnel management 
of these industries, that Columbus needed thousands of small homes and rental 
units. 

I was not the least bit interested in doing anything further in business because 
of my physical condition and the possible further disturbance to my health, but 
I was keenly interested in doing what I could do to alleviate this onerous condi- 
tion. He told me at that time that it would not be necessary for me to expand 
much physical effort because his son, Webster R. Robinson, Jr., was a young man 
with buiiding experience and ability, who was capable and willing to carry the 
burden of long hours and intensive management effort. In reply to this plea, I 
suggested that the initial step would be for the Robinsons to find locations which 
they thought suitable for low-cost rental housing and, if they wised, I would visit 
these locations and give them my ideas as to suitability. 

With this in mind, I made a trip to Columbus, looked over the sites which 
they had selected and one or two which they had under option. None of these, in 
my opinion, were worthy of the type of project that would survive and be con- 
tinuously occupied. 

On this visit to Columbus, I met with the FHA Director, the city officials, and 
some of the larger employers and learned firsthand from these people how neces- 
sary it was to have low-cost rental housing. After these interviews, I left Colum- 
bus, but, before going, | recommended to Dr. Robinson that he snould keep on 
looking because | could perform a major public service if he found better loca 
tions and if he found them, I would return and assist him as best I could. 

About a week later, at Dr. Robinson’s suggestion, I revisited Columbus and 
viewed a Sullivant Road tract and a small site near the university, neither of 
which was properly zoned for low-rental housing. I then suggested that we drive 
out Broad Street and take a look at an area closer to the North American Aviation 
Corp. We were fortunate in that I spotted a location which, in my opinion, 
seemed to be the most suitable of any I had ever seen, It was a piece of ground 
on which was erected a weatherbeaten sign indicating that the property had been 
offered for sale for a very long period of time. 

This property was surrounded by apartments, houses, and railroads. One side 
was across from the United States Government Quartermaster Depot which 
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employed some 5,000 people and the expectation was that the depot would expand 
to require 9,000 employees. 

After walking over the entire property, I said: ‘‘Doe, let’s go back to see the 
other two pieces of property which border on this tract.” We looked over this 
land and returned to the hotel. In the meantime, we learned that the Ralston 
Steel Car Co. was the owner of the first tract, which consisted of 86 acres. I 
called Ralston Steel and was referred to, I believe, either a vice president or 
treasurer, and I talked to this gentleman and was told that the property was for 
sale for $200,000. When I called this officer’s attention to the fact that the 
property which we had seen had two long, wide, meandering ditches across the 
land, he said that they would pipe and cover these ditches to which I replied: 
“That will cost you $100,000 or more.” I finally offered $90,000 and said we 
would assume the risk and expense of covering the ditches. He said that he 
would refer to the matter to the board of directors. 

I told Dr. Robinson that I wanted that land myself if it was not going to be 
used for a project and I authorized him to offer Ralston as high as $100,000 for 
the land and to do it by option for a period of 90 days. I believed, and I so 
stated, that it was a real sleeper; it was zoned for light manufacturing and the 
only reasons that the buyers kept away were the fact that the sign was old and 
weatherbeaten and the presence of two big ditches. I further told Doc. if the 
ditches were closed, the land would easily be worth 50 cents to $1 per square foot 
because it was zoned for light industry. Doc. asked me what it was worth for 
apartment houses and I told him 30 cents a square foot for the part which was 
not usable for light manufacturing. Robinson got an option on the 86 acres, as is, 
for $92,000. He did this by advancing $1,000 for the option and subsequently 
another $1,000 for the option which was taken in the name of Don A. Loftus Asso- 
ciates, Inc. At the time I obtained the option, he told me that the two adjacent 
pieces of property which he had looked at had been sold for apartments and a 
school site, both of which added further value to the property. 

At the time of my testimony before the committee in executive session I did not 
have the correct figures in front of me and I became confused because I with- 
drew 2 papers from my briefcase, and 1 paper had on it the figure of $191,000 
and the other the figure of $228,000. One of these figures—$228,000—is a correct 
amount and it does refer to Beverly Manor but it was not connected with the 
saie or purchase of the land but instead was the amount paid to me as a distri- 
bution of capital to be disbursed as trustee to the beneficial owners. I have since 
supplied you with a photestatice copy of the agreement naming me as trustee and 
als») with nhotostatice copies showing the disbursement of this amount of $228,000. 

The $191,000 has no reference to Beverly Manor at all. The other figure of 
$508,000 was in my mind because that is the amount which a broker had bid 
reeently for the commercial part of the land which is zoned for light manufac- 
turing 

The reasons for the confusion in the figures above was due principally to the 
fact that when I received your subpena I endeavored to get in touch with the 
Robinsons only to learn that they could not be reached. Finally, on Monday, 
I succeeded in locating Jerry Murphy, the bookkeeper in Columbus, and he gave 
me a number of figures over the telephone. 

To return to the purchase of the land, Don A. Loftus Associates, Inc., took up 
the option for the balance of the $90,000 which sum was invested by me, D. E. 
Ryan, and Helen Robinson. Each of us gave our personal check for $30,000. 

The deed transferring the property from the Ralston Steel Car Co. to Don A. 
Loftus Associates, Inc., is dated July 17, 1950. 

On August 9, 1950, Don A. Loftus Associates, Inc., sold to Beverly Manor Cor- 
porations 1, 2, 3, and 4, the 60 acres mentioned above for the sum of $80,500. 
Between the time of the FHA commitment to insure was issued, the risk capital 
invested by me and my associates amounted to $354,199.20. The FHA require- 
ments which were put up by Jack Chrysler and myself with the mortgage at the 
time of closing amounted to $261,668. We also furnished an indemnity comple- 
tion bond in the amount of $851,704. This bond was written for 4 years, includ- 
ing 2 years after completion of construction. In other words,we were still liable 
on the bond for a full year 2 years after completion of the project. The nominal 
amount of money invested in the common stock was $4,000. 

The savings we effected were as follows: We prevailed upon the city of Colum- 
bus to close the ditches referred to above because they were taking care of a 
very large area as well as water runoffs for the railroads. This saving amounted 
to $155,000. 
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Because of the size of the project, the labor market locally could not te ke care 
of our needs. We had to import mechanics; most of whom came from small 
towns within a radius of 50 miles whose wages were far below the prevailing 
wage scale established by the United States Department of Labor, for this proj- 
ect. Naturally, our paying them at this greatly increased rate gave them an 
incentive to greater production which brought about a large savings aggregating 
about $300,000. 

Some of the savings which were brought about during construction resulted 
from the following: 

1. The savings out of architect’s fees, which should be classified not as archi- 
tect’s fees alone but should also include, architect’s, engineering, lan:iscape and 
land planning. I make this statement because the amount paid to an architect 
in most cases is much less than the amounts paid for engineering, land planning, 
etc. 

2. Builders’ fees were saved because there was no actual fee paid to the build 
ers as such, 

3. Contracts were for lump-sum price 

4. Savings were effected on materials by job-site storage of materials and 
equipment. 

As proof of the value of the project, 8 or 9 months after completion we were 
offered $950,000 more than the FHA secured loan on a conventional loan basis 
from another large insurance company. We endeavored to have our mortgagee 
forego his 3 percent penalty for paying off the mortgage but after three attempts 
we were refused, the reason given was that our mortgagee liked the loan even 
though it could reinvest the proceeds resulting from the payoff of its mortgage 
at one-half to three-fourths percent higher rate. 

Likewise, we could not get FHA to waive their 1 percent prepayment penalty 

Since this time, we have had numerous offers from substantial investors who 
would like to buy this project at 20 percent or more above the amount of the 
insured mortgage. 

We have attempted to pay the savings off on the mortgage provided it would 
reduce the monthly payment which we felt would reduce our rentals about 5 
percent. This was not agreed to because the prepayment would have to 
apply to the latter years of the mortgage and would not help other than to reduce 
the lengths of years of the mortgages. 

We distributed some of our surplus capital after having our assets appraised 
by an experienced real-estate appraiser who is a member of the Institute of Ap- 
praisers Division of the National Association of Real Estate Boards, and his 
appraisal is far in excess of the FHA replacement value. We distributed some 
of our surplus capital as a long-term capital gain in accordance with an opinion 
obtained from the Deputy Internal Revenue Commissioner. It is our understand 
ing that this letter is one of a few hundred which have been issued to others in 
similar cases. 

This project has been nearly always 100 percent occupied except during periods 
required for cleaning or decorating. Our reserves and surplus are very substan- 
tial and no dividends have been paid out of income to date. Homes have been 
provided for 1,350 families. Aside from the ravages of drought which have 
injured some of the landscaping, this project is a credit to Columbus, to the FHA, 
and to the sponsors who made it possible. I am proud to have been a part of 
this edifying civic project. 





STATEMENT OF Don A. Lortrus RE CLIFTON PARK MANOR APARTMENTS, 
WILMINGTON, DEL. 


SECTIONS I, Il, I 


Some time during, I believe early April of 1949 Mr. C. Roy Martin, an econo- 
mist, telephoned me at my farm where I was in retirement, and asked whether 
or not I would discuss, in New York, with one of the Du Pont family a suggested 
low-rent housing development in the Wilmington area. I told him I was retired 
and wished to remain so, but that I would do him a favor if possible. 

A few days thereafter at the Barclay Hotel in New York City, I met Roy Mar- 
tin, George T. Weymouth (of the Du Pont family) and an architect whose nume 
was Keyst or Cyst. They told me of their plans for their property and showed 
me some of the architect’s sketches for low-cost housing. 


50690—54—pt. 184 
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I inquired as to the estimated cost of the unit which the architect had antici- 
pated to be low rent. I advised them that it was not a low-rental project and 
that there was not a sufficient number of low-rent units to warrant a project of 
that kind, After approximately 1 hour of discussion I was asked by Mr. Wey- 
mouth if I would act as consultant, come to Wilmington and look over the property, 
obtain the housing facts to prove the need for low-cost housing, and advise the 
possible type or size of apartment units that would best fit into the picture. 

I advised Mr. Weymouth and Mr. Martin that I was not at all interested in 
being hired by anyone and that I was retired and would not wish to be paid for 
any services. I would accept if it were possible for me to stay away from having 
anything to do with the building operations. This was agreed. 

I visited with George Weymouth, Tom O'Toole, Charles Benzel, and a group 
of their associates at the office of Charlie Benzel in Wilmington (Mr. Benzel 
is an investment trust manager), all of whom were interested in getting a low- 
rent housing project in Wilmington to help the critical housing need for the 
many large diversified industries, which were suffering for housing for their 
employees. 

I spent 3 hours with them that evening, and told them that it looked to me as 
though they would have to have housing in the $55 or $60 bracket for a living 
room, combination kitchen and dinette, bedroom, and bath, including all utilities 
except electricity and gas, and top rental of $70, preferably less, for a 2-bedroom 
unit. This of course was a challenge, because no such housing was available in 
any area close by Wilmington. 

They asked if I would sit in and advise or help to solve the problem with them 
from time to time; whether or not I had anyone who might possibly have a plan 
of an apartment building which might be feasible to fit into a project on the 
land owned by the Byard Co. which was controlled by George T. Weymouth, 
Mrs. George T. Weymouth and T. B. O’Toole. I told them that most recently such 
a plan had been developed and submitted to FHA in Washington, D. C. I sug- 
gested that they might even hire the architect or that I might ask the architect 
to view the land and that I might take time out to study it from a standpoint of 
layout and development plan. At all times it was made clear that I was doing 
a favor for Mr. Martin and for an old friend, Mr. T. B. O’Toole, whom I did not 
know at that time to have any interest in the proposed project. 

I also recommended a Fred Britton, a cost analyst and cost breakdown engineer 
to prepare the figures. This was done and an application to insure against ad- 
vances was submitted to FHA by T. B. O’Toole, Inc., mortgage correspondent. 
Mr. Weymouth, Mr. Benzel, Mr. Martin, and myself discussed the plan with 
the officials of FHA in Philadelphia. These officials insisted that a qualified 
project builder must act as a part sponsor upon submission. I said, “Well, you 
could use my name or Don A. Loftus Associates,” which meant that I would 
have to be a part sponsor but that some of my associates could possibly do the 
building of the project. 

The application was then revamped including my name, and I woke up to the 
fact that I was in a project which I had not intended to be a part of, but was 
enticed into. I had not intended to subscribe for stock or be a part of the project 
prior to the time of submission of application to the FHA. The project planning 
was completely revamped by the FHA land planners and the buildings were 
somewhat revamped, and the FHA finally issued a commitment to insure against 
advances with certain requirements to be met by July 1, because after that date 
there would be no further FHA insurance available. This commitment to insure 
was obviously tenuous. Truly, we did not know what kind of a commitment 
we had or on what basis, until FHA made all of its demands for changes of plans, 
specifications, and allocation of replacement costs. Allowances were very much 
different than the proposed estimated requirements, so that it was more or less 
a “pig in the poke” type of a commitment until all of their departmental heads 
had made their decisions as to their department demands. However, the commit- 
ment was finally closed to insure advances during construction. The demands 
for funds such as I will state later, were on outright request and requirement 
which was necessary and essential at the time of closing advances. 

After the revamping by FHA I acquired 17 or 17% percent of common stock 
in Clifton Park Manor Apartments, Inc., I, II, III. 

The total stock authorized excluding FHA was $300 first preferred, $100,000 
second preferred and the right to borrow up to $300,000 plus the signing of an 
indemnity bond for $554,804 and $7,325 of normal no par common. 

Prior to obtaining commitments for the construction of the projects, the spon- 
sors devoted hundreds of hours collaborating with engineers and architects to 
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evolve the many plans required for development. These plans included engineer- 
ing surveys of the actual site, engineering and survey work required by the re- 
gional planning commission for New Castle County, FHA requirements, land- 
scaping plans, and design of the respective structures themselves. In addition, 
the sponsors were required to negotiate with utility companies for water and 
lights, with the Levy Court of New Castle County for sanitary and storm sewers, 
and the highway department in respect to the construction and future main- 
tenance of the roadways. All of this meant time in engineers and draftsmen to 
complete plans for the utility companies as well as the county and State highway 
department. Legal counsel was also required. Moreover, painstaking and indus- 
trious “know-how” was applied without thought of time or effort to obtain and 
negotiate with contractors and subcontractors capable of completing the con- 
struction in a manner satisfactory to the FHA. if their approval was not ob- 
tained there would be no closing for FHA insured advances from the mortgagee. 

An error in judgment at this point could possibly mean loss of the risk capital 
of the unpaid efforts of the sponsors and, more important, the failure of a vital 
construction need in line with the aims and desires of the Federal Government. 
Such planning and expenditures of time and money were necessary to satisfy the 
FHA requirements prior to the issuance of any commitments and much of it 
was spent even before the application was made. These expenditures totaling 
roughly $198,000 would have to be borne by the sponsors in the event the project 
were not approved for insurance by the FHA. 

In addition, the sponsors were required to pay, prior to the issuance of com- 
mitments, application fees totaling $17,800. Again these were not recoverable 
in the event a commitment was not issued by the FHA. 

Indeed, the FHA almost canceled any intention of insuring the loan on Clifton 
Park. A dispute arose between the United States Labor Department and the 
subcontractors as to the prevailing wage scale paid the employees and as to 
trade classifications. ‘ihe FHA noufied the mortgagee who in turn notified Clif- 
ton Park owner-mortgagor-sponsors that FHA insurance was canceled until the 
subcontractors paid and classified their employees as ordered by the Department 
of Labor. In some instances as much as $1,400 was paid an employee to satisfy 
the order. Much time and money was spent hunting out people no longer em- 
ployed to be paid a properly called, “windfall.” 

The Philadelphia prevailing union wage and classification was used by the 
Labor Department. This greatly increased the prevailing rate in Wilmington. 
A laborer handling lumber from a truck to another laborer who handed it to a 
carpenter was classified as a carpenter and paid the Philadelphia carpenter 
wage scale. Laborers handling pipe were similarly classified as steamfitters and 
paid the Philadelphia wage rate. The subcontractors were chiseling but the 
sponsors were held responsible. The sponsors had to police the subcontractors 
under threat of Labor Department penalties. 

During this period of 3 or 4 months no advances were received nor FHA insur- 
ance obtainable. The stockholders were called upon to advance more than $100,- 
000 or stop the project. Their faith and additional risk capital was vital in time 
saving and alleviating a housing shortage as soon as possible. 

At the closing of the mortgage insured by the FHA the sponsors were re- 
quired to enter into indemnity agreements personally guaranteeing completion 
of the projects and against structural defects for a period of 2 years during 
construction and 2 years thereafter. The guaranties amounted in the aggre 
gate to $554,804.00. Please remember that these projects were being constructed 
in late 1949, 1950, and 1951, during which period economic conditions in this 
country were anything but stable. No human being had assurances at the 
time of the commencement of the projects that they could be completed for the 
contract sums. 

The sponsors personally assumed a very substantial risk in guaranteeing com- 
pletion to the extent of $554,804. Also after the commitments were issued and 
the construction commenced, the stockholders at one time advanced toward 
construction upward of $191,000. All of the financial risks assumed by the 
sponsors certainly must be considered in viewing in proper perspective the de- 
velopment and construction of Clifton Park Manor Apartments. This project 
was not a windfall when the sponsors were putting in additional money amid 
labor troubles and a canceled commitment. This was a time calling for the 
courage and daring of the American businessman. 

During construction and after completion, none of the sponsors or stockholders 
or officers received any remuneration for their efforts, guaranties, or other- 
wise. As a result of this saving and because of the selection of competent con- 
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tractors with the know-how to construct efficiently and expeditiously, a sav- 
ings resulted on the projects which could not be conceived by the sponsors at 
the outset. The type of efficient labor and highly skilled mechanics, given an 
incentive with windfall pay, made it possible. The profit motive. A good Ameri- 
ean tradition. Classification of a laborer as a carpenter because he merely 
handles lumber, and many similar examples, perhaps helped the savings as 
much as anything. When the Labor Department forced this on the sponsors 
it was not viewed in this light, I assure you. In retrospect it undoubtedly 
helped. 

Since the completion, the management has spent thousands of dollars for addi- 
tional landscaping, trees, and shrubbery which were not required under the 
commitments, The sponsors’ vision resulted in one of the best constructed and 
lowest rental projects in this area. The sponsors and the stockholders feel 
that they have made a great contribution to the housing requirements in the 
Wilmington area. This was their plan and purpose in undertaking the develop- 
ment and construction of Clifton Park Manor Apartments, 


STATEMENT OF Don A. Lorrus Rr CLEVELAND PARKWAY GARDENS AND 
BROADVIEW GARDENS 

Cleveland Parkway Gardens, in a suburb of Cleveland, and Broadview Gar 
dens, within Cleveland, interested me from the outset for this was my home- 
town and domicile There has been much need for housing. Today, Cleve 
land is tens of thousands of housing units short of the need. 

Sometime in August 1948, Mr. Nathan Sonnenblick met me at the office of In 
vestors Syndicate Title & Guaranty Co., where I usually dropped in when in 
New York City. He immediately asked what I had done, if anything, with all 
or any part of my large landholdings in the Cleveland area. I said that I had 
done nothing up to date. He immediately called me a fool for not selling or 
developing the land now as the need for housing was so great. He then asked 
whether I would consider a building project on it and sell the land outright. I 
told him that the only kind of rental housing project that would be a real suc 
cess and one in which I would be mostly interested in seeing go through would 
have to be for the low- or middle-income bracket family and that the monthly 
rental for a 3-room apartment could not exceed $60 and for a 4-room apart- 
ment, approximately $70. I then informed him that the Cleveland area was a 
high labor cost area and the only way to find out whether or not low-cost hous- 
ing could be produced for this income bracket would be to have risk money spent 
to make a survey for proper cost estimate analysis. 

I further told him that it would require a builder with the know-how to join 
with him as a financial sponsor and that since he had been doing business 
with the Investors Syndicate supplying or originating mortgages for the In- 
vestors Syndicate Title & Guaranty Co., a subsidiary of the parent company, 
that it might be well to ask whether or not they would agree to become the 
mortgagee for the project since I owned the land and, at that time, was a large 
stockholder of the Investors Syndicate. 

Shortly after this meeting. Mr. Sonnenblick asked whether or not I would be 
willing to meet him and Mr. Patrick J. Dwyer of the same named construction 
company of New York City, either in New York or in Cleveland and arrange 
for a visit to the site in Cleveland. We arranged to visit the site. Somehow 
or other in a short space of time, the Investors Syndicate had agreed to become 
the mortgagee on an anticipated basis of participation wherein they would 
become a part owner of the project after completion and to take care of the neces- 
sary construction mortgage as well as to advance the nonproductive risk money. 
Mr. Dwyer worked up the building plans, the land plan and cost estimates. 
After much survey and analysis of the Cleveland building situation, including 
labor and material, cost by and through subcontractors, it looked as though there 
eould be no such thing as low-rental housing for the Cleveland area. However, 
I was informed by Mr. Dwyer that he would not give up until this project 
could go forward and prove to be a low-rental housing garden apartment de- 
velopment. 

During this period of time the Cleveland Electric Illuminating Co. made a 
new survey as to the vast need for housing in the Cleveland area, reportedly 
some 35,000 housing units. They were knocking at the door along with the 
NACA because of the great need for housing their employees and technicians. 
The fact that General Motors was about to start to build an $80 =nillion Chevro- 
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let plant and employ some 7,500 people within a mile from the proposed project 
site, plus the fact that Ford Motor Co. had taken an option on a parcei of 
ground some 3% miles distant from the site with an announcement that the 
plant was to cost $95 million and employ some 15,000 employees further proved 
the added need for additional housing beyond that which was revealed in the 
Cleveland Electric Illuminating Co. survey. 

The FHA wanted something done and was being pushed from Washington 
to see what might be done for low-cost housing in that Cleveland area. Some 
time in the early part of November 1948, I happened to be in Cleveland and 
Mr. George Goudreau dropped in to see me to talk about the need for low-cost 
housing in Cleveland. He, being a Cleveland builder, reiterated much of what 
had been either presented in print or passed on to me. 

Since this job required some haste and the housing situation being so critical, 
I suggested to Mr. Dwyer that they split up the project, giving Mr. Goudreau 
1 of the 3 sections as originally planned for Cleveland Parkway Gardens and 
that they then try to work to a point of proving that the low-rental housing 
might be possible. And so they went forward with the challenge to do every- 
thing possible. 

During my visit in Cleveland at that time, I was told that the FHA wanted 
something done within the city of Cleveland in the area between, Pearl, Broad- 
view, and Brook Park Road to help furnish homes for the Brook Park industrial 
area which was expanding very rapidly. I told George Goudreau the same 
thing I had told Mr. Dwyer. Both men agreed to help one another to the end 
of solving a rental problem in the $60 to $70 monthly bracket. 

If my memory serves me right, Mr. Goudreau mentioned the fact that there 
was a parcel of ground which was about to be sold at a sherirf’s sale in the area 
fronting on Broadview Road and that it might be bought at a price that would 
afford low-cost housing. I told Mr. Goudreau that I personally was not inter- 
ested in acquiring it but it might be possible that my nephew, Mr. J. Charles 
Lewis, might be willing to invest if he could see a profit or a capital gain pro- 
vided he could turn the money over. My nephew acquired this parcel with some 
small investments on the part of others. 

This parcel as I found later was subject to a right by the city to claim part for 
park purposes and part for a proposed throughway along one side of the property. 
Those details I did not follow through but they evidently were worked out so 
that a project could be sponsored by Mr. George Goudreau and in this instance, 
his brother, Joe Goudreau, Investors Syndicate agreed to be the mortgagee. 
Applications on this site, so far as I know, were made on the same basis of the 
regular FHA insurance advances during construction. I am rather vague as to 
whether or not they finally had a change of application to insure upon com 
pletion. 

Both of these projects were built to suecessful completion. The only interest 
that IT had was that of seeing a successful low-rental housing project produced 
for the much needed housing shortage in the Cleveland area. While I eventually 
sold the land to the Cleveland Parkway Gardens corporations for their project, 
the price was 50 percent less than an offer I received less than a month before 
this proposal for a housing project. This much higher offer came through an 
attorney whom I knew quite well and who represented the Barth Co. They 
wanted the site for light manufacturing. This ground had been properly zoned 
for that use. I was not willing to accept the $5,000 per acre which was offered 
because it would have a general depreciating effect on other lands which I owned 
in the immediate area. The price of the land sold to the Cleveland Parkway 
Gardens, I believe was $98,315.98. I was paid for this land at the time that the 
construction mortgage and the loan agreements were signed by and between the 
Cleveland Parkway Gardens corporations and the Investors Syndicate. 

At the time of the closing and the sale of this property, I was not a substantial 
stockholder of the Investors Syndicate, as I had been more or less forced to dis- 
pose of my stock at the time of the purchase of the voting controlled stock by 
the Alleghany Corp. which corporation, I believe, presently is the majority vot- 
ing stock control owner of the Investors Diversified Services. 


SvATEMENT OF Don A. Lortrus Re Surraitey-DvuKE APARTMENTS, ALEXANDRTA, VA, 


Sometime during the latter part of 1948, Mr. Cal Black came to see me at a 
small cottage on the keys in Florida where I was convalescing with ulcers. He 
pleaded with me to assist him or advise him what to do with 118 acres of land 
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that he was interested in, which was about to be zoned for apartments; he told 
me of his plan of developing it by selling off 10 to 20 acre tracts to builders for 
low cost rental housing and cited an instance of Bryan Gordon depositing 95,000 
on 1 parvel and 2 or 3 others who were will‘ng to do the same and asked me to 
help him, advising or financing or to introduce him to the Investors Syndicate’s 
mortgage loan heads, as he was sure that the location and need for low-rent hous- 
ing would interest them. 

Since I had retired and did not care to get involved in any business nor invest 
in any project personally but was much interested in low-rental and low-cost 
housing, I told him that I would be North for the holidays but sugvested that he 
line up a group of know-how builders who might be financially able and respon- 
sible to meet the requirements of FHA. That, in the meantime, he should also 
find out from FHA as to his typical plan, layout and their ideas as to the need 
in the rental bracket which they felt was most needed and if the FHA were 
receptive, that I would be glad to have him and his group meet with the Investors 
Syndicate loan department heads after I got back North. About a week later 
Mr. Bryan Gordon called me from Fort Lauderdale, Fla. and came to see me 
that evening, asking me to be sure to visit with him and his group ineluding Cal 
Black, which meeting took place in the Investors Syndicate office in the Tower 
Building. Mr. Gordon introduced me to Mr. Albert D. Leuders, an architect who 
had drawn the proposed plans, and had a land plan which had been prepared and 
incInded land topography, street, parking and group building lavout. 

There were present Mr. Bryan Gordon, Mr. Cal Black, Mr. Leuders, Mr. E. M. 
Bros, Washington area manager of Investors Syndicate. 

After a half hour discussion I again asked who the group of buiiders were 
and what the financial setup was, insofar as the 10-percent requirement of FHA 
was concerned. 

I again told them that the project of 2,100-plus units would have to be split 
up in 3 or 4 sections or more and that at least 3 builders and sponsors would 
be needed. In the course of this discussion Mr. William Bornstein dropped 
into the office as he had heard rumors that something was being developed. 
He asked if I was in the office or in town and asked to see me for just a minute. 
T told the girl to let him come in as most of those present knew him or knew of 
him. 

His first question was, “I heard that Cal Black and Bryan Gordon have a 
project planned and I would like to get a chance to bid on the plumbing and 
heating, and you can well recommend my work.” 

I told him before the group what was lacking—that they had the rough plan 
and part of personne! and could undoubtedly fit the purpose, provided they could 
have at least two more builders of know-how on low-cost rental housing with 
fine neial racyiromeants to mert PHA renpests, 

He asked, “What’s wrong with my son, Al, and myself?’ I said your ex- 
perience in the plumbing and heating field is excellent, but you and your son, 
Al, are not practical, experienced project or large building constructors. He 
immediately suggested Herman Hutman whom I knew and he agreed to help in 
the financial requirement with Hutman. 

Mr. Bros then spoke un and suggested Mr. E. J. Preston, who at that time 
was hnilding a large single-house project known as Glenmont Forest in nearby 
Maryland. TI told them that low rental of S60 for 3 rooms and $70 for 4 rooms 
meant the cost had to he low to meet the requirements. 

These grouns were invited to meet the following dav or so and Mr. Bros sug- 
gested that they all cet down to figures, that he had the proposed setup and 
estimate forms of FHA and that he had 1 or 2 adding machines, s» all of them 
went to work. Present were Hutman, Gordon, Preston, Bros and myself. 

T was sitting at Mr. Bros’ desk and I am not certain whether I helped to figure, 
add or subtract but may have put figures down if Mr. Bros was too busy at the 
adding machine. 

This nronesed setun, I believe, was the first one submitted to FHA and under- 
stand was sent hack for more sources of equity requirements. 

IT do not recall what sections but believed that they were the ones that Bryan 
Gordon was to build. 

Thev needed someone who had cash or anick assets. When Mr. Bros phoned 
me ahout this I said that Mr. Nat Sonnenhlick had many times asked me to let 
him know of anv rental units he might buv or partake in as a rental project 
wherein he would supply canital and /or mortgage financing. 

So, I phoned Nat and asked him if he had about $200.000 to go into a nronosed 
low-rental project in the Washington area, that he had always asked if I knew 
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of any and his answer was, “If I can have a financial interest and a just share 
of the stock, I will be glad to be a sponsor with Gordon” (I believe it was Gordon) 
at the time it was supposed to be an ayplication for insurance on advauces on 
commitment by FHA. 

There were 2 or 3 meetings held and a proposed site plan, architects’ draw- 
ings with application sent to the district office requesting approval for com- 
mitment to insure advances on a proposed mortgagee. 

Much time elapsed thereafter, until I returned from Florida again, at which 
time I was called on for advice on the FHA turndown uless more financial re- 
sponsibility on the part of the sponsors and builders could be obtained. The 
Investors Syndicate loan heads had agreed that they might guarantee any 
requirement financially to satisfy FHA, provided they have the controlling 51 
percent of stock which I believed to be sound. 

I may have been in the FHA offices on 2 or 3 occasions with Mr. Bros and Mr. 
Black on the structural details. 

During months ensuing, I learned that it Was more agreeable to the loan depart- 
ment to have a commitment on completion, whereby since the Investors were 
assuming all risk that they would better protect their invested funds under a 
construction loan agreement, that they could be assured against any failure or 
loss if they had their own inspection and overall supervision along with FHA 
inspectors. By doing so they could avoid any disagreement or reasons for final 
inspection and commitment to insure upon completion. 

Sonnenblick’s name in the equity financing and as a sponsor was supposed to 
have been disregarded under the later arrangements which were made for a 
commitment upon completion. 

The mortgage loan heads advised me of their proposal wherein they would, 
under past experiences charge a larger interest rate and a larger fee than first 
thought of in lieu of the participation. The request for such a commitment was 
issued. I had questioned the possibility of Investors’ position in case of unex- 
pected reasons for no FHA insurance, final possible increased cost and whether 
any insurance department or secretary of State could have any objection as to the 
ownership as to the size of or percentage of the valuation of completed property, 
if it was a mortgage on their trust, the failure of sufficient occupancy, ete. But 
upon final discussion I was convinced that with proper management and super- 
vision, that the transaction was sound. 

I cannot refresh my memory as to any of the grief and hardships which un- 
doubtedly took place during the construction period as I was not called into 
any discussions, was not in on any closings of the loans, did not accept or receive 
any participation by any stock, received no compensation, fees, salary or other- 
wise, not to the extent of one dime. 

I was a so-called dollar-a-year consultant for Investors Syndicate. I was glad 
to keep my mind occupied in helping to advance the betterment of housing for 
the low-rental bracket mass middle class which, of course, is now the majority, 
but at that time was the minority. 


(Cheeks and bank statements submitted will be found in the files of 
the committee. ) 

The Cuarrman. If there are no further questions, we will dismiss 
vou gentlemen. We certainly owe an apology to Mr. Bros and Mr. 
Nyborg and Mr. Hoffman. I am wondering if you gentlemen can 
come back at 10 o’clock tomorrow morning. It would be very much 
appreciated bv us. 

s that going to throw too much of an inconvenience on you? Can 
you come back at 10 o’clock tomorrow morning, Mr. Bros? 

Mr. Bros. I would like to ask counsel if they can make it. 

The Cuatrman. We certainly apologize to you gentlemen, and par 
ticularly Mr. Nyborg and Mr. Hoffman. Thank you very much and 
we will now recess until 10 o'clock tomorrow. 

(Whereupon, at 12:30 p. m. the committee recessed to reconvene 
at 10 a.m., Thursday, July 15, 1954.) 
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THURSDAY, JULY 15, 1954 


Unirep States SENATE, 
CoMMITTER ON BANKING AND CURRENCY, 


Washington, D.C. 


The committee met, pursuant to recess, at 10 a. m., in room 301, Sen- 
ate Office Building, Senator Homer E. Capehart, (chairman) pre- 
siding. 

Present: Senators Capehart, Ives, Maybank, Sparkman, Lehman. 

Also present: William J. Simon, general counsel, FHA investi- 
gation. 

The CuarrmMan. The committee will please come to order. 

I would like to make a statement before we call our first witness. 

Without objection, I would like to place in the record a petition for 
redress of grievances filed with the Senate yesterday by Mr. Clyde 
Powell. I think it is well that this document be made a part of the 
record, because in this document Mr. Powell is asking that members 
of this committee, which I am certain includes the chairman, be ex- 
pelled from the United States Senate. I want to put that in the rec- 
ord. That is a petition for redress on the part of the attorney for Mr. 
Powell. 

I think the record ought to show at this point that Mr. Powell, in his 
petition for redress, says—and I quote it: 

Wherefore, the premises considered, your petitioners respectfully pray : 

1. That under the power granted to each House of Congress under article I, 
section 5, each House expel such Members who have violated their oaths to “pre- 
serve, protect, and defend the Constitution of the United States” by committing 
the acts heretofore set forth. 

2. That it expunge from the records of all committees all testimony which 
does not meet the test of judicial proof, and which has injured the reputation of 
any American citizen. 

3. That it chain its investigating committees to the Constitution by enacting 
rules for their conduct, which safeguard the basic rights of the people. 

(The petition for redress of grievances filed by Clyde L. Powell 


follows:) 
To the Congress of the United States: 


PETITION FOR REDRESS OF GRIEVANCES 


Your petitioner respectfully represents as follows : 

1. That he is a resident of the State of Maryland: and files this petition in his 
own right as a native-born citizen of the United States. 

2. That he is a member of the bar of the United States District Court for 
the District of Columbia, and also files this petition on behalf of Clyde L. Powell, 
who is a resident of the State of Missouri, and a native-born citizen of the United 
States. 

3. That because of the matters hereinafter set forth which delineate uncon- 
stitutional usurpation of power by the Congress; and the desecration of the Bill 


531 








532 FHA INVESTIGATION 


of Rights by Members of the Congress, he files this petition on behalf of all Ameri- 
ean citizens for the reason that the Constitution shall remain the shield and 
armor of all Americans only so long as its provisions prevail and they are sus 
tained in their original strength and significance. 

4. That he files this petition under the right given all Americans under the 
first amendment to petition for a redress of grievances. 

5. That the original and supreme will—the people of the United States—formed 
this Government and jealously parceled out such power as they deemed wise to 
entrust to the Government. Each Department was given certain powers, and 
these limits were not to be transcended. That the power of the Legislature was 
exactly defined. So that its limitations would not be mistaken or forgotten, they 
were indelibly engraved in article I which enumerates the 20 subjects upon which 
Congress may properly legislate. 





6. That the function of the judicial and executive departments were care- 
fully spelled out. 

«. That all other powers not specifically conferred by the Constitution were by 
the terms of article X of the Bill of Rights reserved to the people of the United 
States. 

8. That to avoid encroachment upon the powers of oae department by another ; 
and the invasion of the powers reserved by the people in article X of the Bill 
of Rights, the people ordained in article VI that each Member of Congress, 
before he was entitled to sit in either House, should take an oath to “preserve, 
protect, and defend the Constitution of the United States.” 

%. That to protect the basic rights of man—achieved after centuries of 
struggle—the people shielded themselves from governmental tyranny by enact- 
ment of the Bill of Rights. 

10. That Members of Congress are now permitted to retain their seats while 
openly violating their solemn oath to protect the Constitution; and by treating 
as of no force the most imperative obligation an American citizen can assume. 

11. That Members of Congress are destroying the Bill of Rights in that cer- 
tain investigating committees and members thereof are: 

(a) Charging people with criminal action without grand-jury presentment in 
violation of the fifth amendment; 

(b) Depriving citizens of their most cherished property right—their good 
names and reputations—in violation of the fifth amendment; 

(¢) Judging citizens and inflicting punishment upon them in violation of the 
sixth amendment ; 

(d) Denying citizens the right to be tried by an impartial jury, in violation 
of the sixth amendment; 

(ec) Denying citizens the right to be informed of the nature of the charges 
against them in violation of the sixth amendment; 

(f) Denying citizens the right to require the attendance of witnesses in viola- 
tion of the sixth amendment ; 

(g) Denying citizens the right of counsel in violation of the sixth amendment; 

(kh) Denying citizens the right to confront their accusers in violation of the 
sixth amendment. 

12. That investigating committees and certain members thereof are not only 
arrogating to themselves powers which they do not constitutionally possess; but 
they are performing acts which the Constitution specifically forbids in that they 
are: 

(a) Violating article VIII by inflicting cruel and unusual punishments on 
citizens by holding them up to public obloquy. 

(b) Violating the spirit and letter of article I, section 8 by attainting with 
crime and infamy citizens who incur legislative displeasure. Law-abiding citi- 
zens who could not be charged with offenses under eXisting law are publicly 
destroyed by this evil. 

13. That on the 29th day of June 1954 your petitioner, Clyde Powell, was pun- 
ished by the Committee on Banking and Currency of the United States Senate 
because he invoked his protection under the Bill of Rights. 

That committee was purporting to investigate the operation of the Federal 
Housing Act. When petitioner Powell asserted his constitutional right, a letter 
purporting to show a criminal history was read into the record. This letter was 
hearsay and would not have been received in any court of the land. There was 
no opportunity afforded him to cross-examine the writer. The letter referred 
to other hearsay matters, including newspaper clippings to support the effect 
desired to be conveyed. 
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Had the petitioner been accorded the basic opportunity to cross-examine and 
produce witnesses he would have been able to show : 

(a) That in the past 32 years he was arrested twice ; once for having improper 
icense tags on his automobile: and that he forfeited $5 on a disorderly conduct 
harge arising from passing a red traitlic light. ; 

(b) That the committee then went back 37 years to the days of the petitioner's 
youth to disgrace the witness. 

(c) That such charges involving alleged illegal checks were drafts on his 
father’s bank account for which full restitution was made. 

(d) That an alleged conviction 37 years ago in Philadelphia never occurred 

(e) That an alleged arrest in Little Rock, Ark., 34 years ago never occurred. 

(f) That he was found not guilty of a charge of embezzlement in 1917. 

(9) That his confinement at “hard labor’ in the Army in 1918 consisted of 
KVP arising out of delayed return to his company after a weekend in Paris; that 
he received an honorable discharge from the Army, which legally obliterates any 
Army disciplinary record ; which the committee chose to ignore 

(h) That he would have to admit that he received company punishment for 
missing reveille one morning. 

14. That because of the foregoing forms of legislative tyranny American citi- 
zens are losing their most cherished heritage—the willingness to stand before any 


“ 


tribunal, unawed and unafraid 

15. That they are in fear of the Legislature because they are subjected to 

wWuisition without notice; if they answer truly they may give evidence against 

emselves for violating some obscure law of which they know nothing; if they 
answer falsely they are perjurers; if they inadvertently mistake a long-forgotten 
fact, they face a possible perjury charge; if they refuse to answer they will be 
punished for criminal contempt; if they invoke a constitutional right they are 
lisgraced by the committee. 

16. That because of the investigative tyranny, dangerous arrogance in pro- 
cedural matters, and abuse of the legitimate investigative process, law-abiding 
itizens are being driven behind the bulwark of the Bill of Rights, even though 
the Legislature then draws extreme inferences of guilt—thus vitiating the very 
basis of the amendment. 

17. That it is sheer hypocrisy for Congress to inveigh against the denial of 
rights in totalitarian countries—when our own Bill of Rights is being flouted in 
the Halis of Congress—for it is less evil to deny a human right in the first 
instance than to profess to give the right but deny its invocation 

18. That nearly all of the democratic countries of the world are our constitu- 
tional cousins, in that they have patterned their governmental framework from 
uur Constitution. That we cannot lead the democracies unless we respect our 
own constitutional processes. 

19. That nothing is more dangerous to our leadership of the free world than 





our elected Representatives should treat our Constitution with contempt—noth 


ing, unless it be the failure of the citizenry to insist upon the vindication of the 
Constitution, for surrender of a constitutional right is the death of the charter 
and without the charter there is total disregard of the dignity and destiny cf 
man 

20. That congressional investigations, kept within their proper orbit, should be 
made a powerful shield to our free institutions and that it is the duty of the 
Congress to restore them to their proper role, under the leadership of responsibie 
Members of Congress 

21. That the peaceful solution of these problems lies solely within the Congres: 
itself under its plenary rulemaking power, granted under article 1, section 6. 

Wherefore, the premises considered, your petitioners respectfully pray : 

1. That under the power granted to each House of Congress under article I, 
section 5, each House expel such Members who have violated their oaths to 
“preserve, protect, and defend the Constitution of the United States” by com 
mitting the acts heretofore set forth. 

2. That it expunge from the records of all committees all testimony which 
does not meet the test of judicial proof, and which has injured the reputation of 
any American citizen. 

3. That it chain its investigating committees to the Constitution by enacting 
rules for their conduct which safeguard the basic rights of the people 

(Signed) Dante. B. MAHER. 
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Daniel B. Maher, being first duly sworn on oath according to law, says he has 
read the above petition by him subscribed and verily believe the statements 
therein to be true. 


(Signed) Danrext B. MAHER. 
Subscribed and sworn to before me this 14th day of July 1954. 


(Signed) Rosert A. BRENKWORTH, 
Notary Public, District of Columbia. 
My commission expires November 30, 1957. 


The Cuarrman. Mr. Powell was among the first, if not the first wit- 
ness we called, last April 12. This committee was amazed and shocked 
when Mr. Powell, who had been with the FHA for some 20 years and 
who had been the head of the so-called Multifamily Housing Division 
since its inception in about 1940, was called before this committee and 
hid behind the fifth amendment and refused to answer any questions. 

I am sure the members of this committee who were present remem- 
ber the excellent treatment that the chairman gave Mr. Powell. I 
quote from the hearings: 


Mr. PoweLtt— 
after he was sworn— 


I do. 
The CHAIRMAN. Mr. Powell, do you care to make a statement? 


Those were the first words I addressed to Mr. Powell when he ap- 
peared, 


Mr. PoWELL. No, sir. 


Mr. Maher, his attorney, went on to talk a little bit, and then we were 
amazed that Mr. Powell hid behind the fifth amendment. All we 
wanted to ask Mr. Powell on that day was to give us the benefit of his 
experience of 14 years as the direct head of the department of Govern- 
ment which had been handling the so-called rental properties, or sec- 
tion 608’s and 603’s. 

To show you how kind we were to Mr. Powell on that day, the chair- 
man said: 


The witness does not have to answer unless he cares to. We certainly are not 
going to force you to do so. I would say this, that we were hopeful that you 
would be able to assist us in arriving at some definite conclusions as to what 
should or should not be done with the present act that is before us. If I under- 
stand correctly, you have been with the FHA for many years. You were the Chief 
Administrative Officer of section 608. We felt that you were the one man who 
ought to know the strengths and weaknesses of the law itself, and the one man 
who ought to know and have facts as to whether it has or has not been admin- 
istratively a good bill and one that you could live with. I understand your 
answer is that you will not answer any questions. 


Mr. Maher, the attorney for Mr. Powell, said: 

May I state, Mr. Chairman, that the answer previously given by the witness 
will be the answer given to any question propounded by the committee. 

Then I said: 

Regardless of how innocent or simple? 

Mr. MAneER. Regardless of whatever nature. 

Then we called Mr. Powell before this committee again on June 29 
and you who were present remember that he objected to the photog- 

raphers and the television and the microphones and, as chairman of 

the committee, I immediately ordered them removed at his request. 
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We asked Mr. Powell some very simple questions and he, as you well 
remember, refused to answer any of them. The best he would do was 
give his name and address. 


He said: 

I respectfully refuse to answer. My refusal is based upon my constitutional 
protection against being compelled to be a witness against myself. 

We asked him on that day about his application blank that he filled 
out for the job with the FHA back in 1934. Of course he refused to 
answer. We asked him, I think, on eight different counts, if he had 
been arrested, and he refused to answer. That record was not that of 
this committee or the chairman. It was from the FBI. The FBI had 
furnished us with a record. 

The man swore when he got his job in 1934 that he had never been 
arrested. 

Senator Maypank. Let me ask you something. Did the FBI give 
you that report, or where did it come from ? 

The Cuarrman. It came from the Attorney General of the United 
States. 

Senator Maysank. I just wondered who did it. 

Mr. Srmon. The chairman wrote the Attorney General. 

Senator Maypanx. I understood that, but I wondered who signed 
it. 

The Cuatrman. The Attorney General gave us the report. 

Senator Maypank. I understand that, but he would get the in- 
formation from somebody. 

The Cuarman. Mr. Olney, the Head of the Criminal Division, 
signed the record. 

We then excused Mr. Powell, as you who were present well know. 

Now Mr. Powell signs this petition for redress after hiding behind 
the fifth amendment twice. I have two suggestions to make to Mr. 
Powell. First, I am going to suggest—and this petition has been re- 
ferred to the Rules Committee—that the Rules Committee hold public 
hearings and call Mr. Powell before it and let him thereby testify 
wherein what has been brought out by this committee is not true. Sec- 
ondly, I am going to suggest to Mr. Powell and his attorney that any 
time he desires to appear r before this committee and be sworn, of course, 
as every other witness is sworn, that we will be very happy to hear him 
and we will be happy to have him deny anything that has been said 
about him if he cares to do so. 

If he was never arrested, all he has to do is say so. The record then 
will speak for itself. We on this committee do not know the answers. 
Only Mr. Powell knows whether he was or whether he wasn’t. It 
seems to me that an individual is going pretty far when he accepts 
the employment of the people for some 20 years and then when the 
people, through their duly elected representatives, ask him to come 
before them and give an accounting of his stewardship, particularly 
when it was not the committee that brought about the investigation 
originally. It was the President of the United States who said that in 
his opinion there were irregularities in the operation of FHA, and 
then it became the duty and the responsibility of this committee to 
check into it. 

We have been trying to do a conscientious job. We have tried to 
protect the witnesses and have permitted them to have attorneys. You 
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will remember when one gentleman who came from New Mexico and 
hid behind the fifth amendment, we voluntarily reminded him that if 
he was going to hide behind the fifth amendment he dare not answer 
one single question, otherwise he would hurt himself. We voluntarily 
advised him of that. 

I can only come to one conclusion, and that is that Mr. Powell is 100 
percent looking for publicity. If he is not, then as I said before, we 
will be very happy to hear him at his convenience in public hearing se 
he can publicly deny or affirm any accusation that has been made 
against him by anyone. 

He need not take the position that he has not had his opportunity, 
because he has had. When he was before us a few days ago and we 
asked him about his arrests, all he had to do was to answer each ques- 
tion and say that it was not true, that he was not arrested. Instead of 
that, he hid behind the Fifth Amendment. I don’t quite understand 
what he is trying to do. It seems to me it is just an attack upon the 
legislative branch of the Government to try to keep the Congress of 
the United States from checking into the activities of employees of 
the Government. 

A man who worked for the Government for 20 years, the man who 
was the head of that department and who refuses to give an account- 
ing of his stewardship, his trusteeship, to the American people cannot 
have much to say for himself. He did it at the very beginning on 
April 12. We had no intention of ever asking him any questions about 
anything other than the operations of his department. We were 
amazed that he would refuse to testify. I want to again repeat on the 
record to Mr. Powell that he can come before this committee any time 
he cares to. We urge him to doso. He can be sworn and deny or affirm 
anything that he cares to. I have repeatedly stated, as you know, that 
any man or woman’s name which is uttered before this committee, 
either innocently or because it is necessary to do so to be honest, if they 
feel that they have been aggrieved, they can come before this com- 
mittee themselves or can file a statement before this committee. That 
goes for each and every person who feels that they have in any way 
been misprepresented before this committee. 

That is our policy and we intend to adhere to it. We have leaned 
over backward to be fair and honest with witnesses. It looks to me as 
though if this matter continues as it has the last few days of witnesses 
badgering we Senators who are trying to do a good job, we are going 
to have to get some kind of law through the Congress to keep witnesses 
from badgering Senators. 

In this case it is the witnesses who are the ones who are very unkind 
and unjust to the members of this committee who are trying to do a 
good job. 

Senator Mayrank. I was only going to say that certainly Mr. 
Powell should not have hidden behind any fifth amendment after be- 
ing on the public payroll for some 30 years and having run the Rental 
Section of the Federal Housing Administration. But I also think if 
Mr. Olney and Mr. Brownell have all this information on Powell, that 
they should have done something about it. They have been here a 
year and a half. I also could not understand yesterday the witness 
who said that the racket was being kept up in title I. I don’t know 
Mr. Olney. I may have met him. But if he has all of this informa- 
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tion, it seems to me instead of petitioning the Congress that the Justice 
Department ought to get busy like the Justice Department did under 
the Democratic Administration when we e xposed the scandals in the 
REC and the Democrats did something about it, rather than having 
something in the paper every day about somebody. I don’t know 
whether it is true or not. 

The Cuairman. I think the Senator is being very unjust. I think 
he ought to know that he is, because he well knows that the Attorney 
General of the United States must get evidence, take these people to 
court, and get indictments against them. 

Senator Maynank. That is all I ask him to do. 

The CHamMan. He is doing it, don’t you worry about that. 

Senator Maynank. The FBI report has been around here how 
long ¢ 

The CuatrMan. I can’t answer that. 

Senator Maypnank. Don’t misunderstand me. I am not here to 
defend Powell, but I also want to see the Justice Department get busy. 

The Cuarrman. I don’t think the able Senator needs to worry about 
prosecutions, because I think there will be plenty. I think he may 
be amazed at the prosecutions that will come as a result of this 
operation. 

Senator Maysank. The point I was trying to make was that if 
Powell petitioned the Congress, it was probably for advertisement. 

You did not do anything nor did this committee do anything except 
the statement you put in there came from the Attorne ‘y General. I 
am thinking that the Attorney General ought to get pass. 

The Cuarrman. Well, the Attorney General is busy. I don’t run 
the Attorney General’s office. 

Senator Maysank. I didn’t suggest that. 

The Cuatrman. I am sure that he is busy, and I am sure that there 
are many indictments that they are working on at the moment. 

Senator Mayspank. I just can’t understand how the FBI can send 
a report down here that you have read and that I read with my own 
eyes, that this man was arrested numerous times, and he comes back 
with a sworn statement—because I noticed the statement was sworn 
before a notary public—that that was not true. 

The Cuarrman. Why didn’t he tell this committee that ? 

Senator Maypank. Oh, I have no respect for him since he didn’t 
answer the committee. 

The Cuatrman. Why did he hide behind the fifth amendment? 

Senator Maypank. My point is that I hate to see a report come 
down to this committee from the FBI and have it refuted on a sworn 
statement. 

The Cuarrman. I am not going to protect anybody who hides be- 
hind the fifth amendment. 

Senator Maypank. And I am not either. 

The Cuatrman. The first witness will be Mr. Levitt. 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth and nothing but the truth, so help 
you God? 

Mr. Levrrr. I do. 

The Cuarrman. You may be seated. 
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TESTIMONY OF WILLIAM J. LEVITT, BETH-PAGE REALTY CO., 
NEW YORK, N. Y., ACCOMPANIED BY RICHARD L. LEVY 


Mr. Srwon. Mr. Levitt, would you give the reporter your full name 
and address, please. 

Mr. Levirr. William J. Levitt, Levittown, Pa. 

Mr. Simon. Are you associated with the firm William Levitt & 
Sons? 

Mr. Levirr. No, the name is Levitt & Sons, Inc. 

Mr. Stmon. Are they the builders of Levittown, N. Y.? 

Mr. Levirr. Substantially that is right, sir. 

Mr. Stwon. How many houses are there in Levittown, N. Y.? 

Mr. Levirr. A little under 18,000. 

Mr. Srmon. How many of those were rental houses built under 
section 603 ? 

Mr. Levirr. Something less than 6,000, a little less than 6,000. 

Mr. Stmon. Are you a stockholder or officer, or were you a stock- 
holder or officer of the Beth-Page Realty Co. ? 

Mr. Levirr. Yes. There were two stockholders, my brother and 
myself. His name is Alfred S. Levitt. 

Mr. Stmon. What was the capital stock ? 

Mr. Levitr. $50,000. 

Mr. Stmon. Then as I understand it, the company borrowed $1 mil- 
lion from one of the New York banks and you and your brother 
guaranteed the loan? 

Mr. Levirr. That is correct, personally guaranteed it. 

Mr. Stuon. How many houses did Beth-Page Realty Co. build in 
New York? 

Mr. Levirr. Four thousand and twenty-eight. 

Mr. Simon. What was the total amount of the FHA-insured mort- 
gage on the 4,028 houses ? 

Mr. Levirr. May I correct you, Mr. Simon? Insured mortgages. 
There were 4,028 individual mortgages of $7,500 each, slightly more 
onthecorners. The total was approximately $29 million. 

Mr. Srmon. Was the total amount $29,946,500 ? 

Mr. Levirr. Approximately $29 million. You are probably right. 

Mr. Simon. I balieve your accountant yesterday showed $29,946,- 
500. 

Mr. Levirr. Right, sir. 

Mr. Srwon. What was the cost of the land on which the buildings 
were built? 

Mr. Levirr. Approximately $900,000. 

Mr. Stwon. Was it $910,447.10? 

Mr. Levrrr. That is correct. 

Mr. Suwon. And what was the total cost to you of the buildings, 
including everything that you paid anybody for in connection with 
the project ? 

Mr. Levirr. Approximately $5 million less than the $29 million. 
The difference between the two was about $5 million. 

Mr. Srwon. And I believe the cost of the buildings was $24,169,000 ? 

Mr. Levitt. No cents? 

Mr. Stmon. Not on my record. 

Mr. Levirr. I will agree to that. 
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Senator Maysank. Mr, Chairman, may I ask one question ? 

I hear a lot about rental property in New York, and we are writing 
up the housing bill now. Is any of that property rented for a hun- 
dred years ! I don’t know the New York laws. 

Mr. Levirr. No, Senator. 

Senator Maysank. Where is that sort of property in New York 
City ? 

Mr. Levirr. No, this is outside of New York City. These are in- 
dividual one-family houses. This is not a section 608 and this is not 
a multifamily proposition. 

Senator Maypank. I have heard so much about the real-estate laws 
of New York recently, because of certain amendments we have to have 
in the present housing law, and I have heard it for many years that I 
just thought I would have a chance to ask you while you were here. 

Senator Ives. That is in New York City itself. 

Mr. Simon. Mr. Levitt, after the four-thousand-and-some-odd 
houses were built and the bank loan had been Sea and all debts 
had been paid, the company still had a little over $5 million cash in 
the bank ? 

Mr. Levirr. That is correct, sir. 

Mr. Srwon. When was the project completed ? 

Mr. Levirr. 1948. You have the dates there, I believe. I think the 
end of 1948. 

Mr. Srwon. Wasn't it in 1949? It was in 1949 you sold the stock, 
wasn’t it ? 

Mr. Levirr. You asked me when the project was completed. It 
was either the latter part of 1948 or early 1949. 

Mr. Srwon. Will you tell us the story, Mr. Levitt, of the sale of the 
stock in December 1949 ? 

Mr. Levirr. Yes. May I read the balance of this little memoran- 
dum which I gave you yesterday, Mr. Simon? 

The Cuarrman. You may proceed. 

Mr. Levirr. It is a very short memo. The original mortgage in- 
sured by FHA on each one of these houses was $7,500, a little bit more 
on the corner houses which represented a very small percentage. This 
is the direct answer to Mr. Simon’s question. 

In 1949 when the sale of the Beth-Page stock was contemplated, 
three independent appraisals were made. An average of three showed 
a house valuation of about $350 above the original face amount of the 
mortgage. Then the stock was sold in December 1949 to Junto, Inc., 
which is a charitable corporation organized under the laws of the 
State of Pennsylvania. 

Then in March 1952 the stock was resold to two realty companies 
for a substantial profit. This is a profit we did not show. These two 
companies today are selling the houses to individual purchasers for 
$8,490 and upward, plus about $200 for closing expenses. 

Then this, gentlemen, I think is most interesting. FHA is now re- 
evaluating these houses and insuring through mortgages today of 
$7,700 each, or $200 more per mortgage, than they gave in 1948, and 
this is after 6 years of depreciation. 

Senator Maynank. And they don’t take in any depreciation ? 

Mr. Levirr. Yes, taking into consideration that these houses are 
6 years old, FHA still values them to warrant a mortgage of $200 
more than they gave to us 6 years ago. 

50690—54—pt. 1_—-35 
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I would like also to clear up one little thing that we had in yester- 
day’s discussion. 

Mr. Srwon. That is a different record. We are happy to have you 

say anything you want, but that record is not a part of this one. 

Mr. Levrrr. May I say, without reference to yesterday, that there 
is a question as to whether or not in section 603 the mortgage was 
based on cost or on value. We took the trouble to look up the law, 
and we find that in section 603 the mortgage was based on value. 

In other words, the commissioner's estimate of value and not of cost. 

Mr. Soon. That was true in the original act, Mr. Levitt, but I 
think you will find that Public Law 388, approved by the Congress 
May 22, 1946, changed that. 

Mr. Levirr. To say what? 

Mr. Stmon. To provide that the mortgages should be based on esti- 
mated costs. Then the act of December 1947 further changed the law 
to provide that the estimated cost should be as close as feasibly possi- 
ble to the actual costs. 

Mr. Levirr. One of us has the wrong book, because I have got it 
here. 

Mr. Sron. This is the National Housing Act, as amended, as pre- 
pared by the Superintendent of Documents in the Government Print- 
ing Office. 

While you are looking at that, may I ask you a couple of questions? 

Mr. Levrrr. Surely. 

Mr. Stuon. In December 1949 you sold the stock to Junto, Inc. At 
the time of the sale, were the assets of Beth-Page Realty Co. about 
$5 million in cash and some houses that had cost you about $25 million ? 

Mr. Levirr. Right, sir. 

Mr. Srwon. What were the assets of Junto, Inc., immediately pre- 
ceding the sale? 

Mr. Levrrr. Nominal. 

Mr. Srwon. By nominal you mean it had a couple of thousand dol- 
lars of assets ? 

Mr. Levirr. If it had that much. 

It received its income solely from the fees it charged under the 
adult education program. 

Mr. Srwon. That is Junto? 

Mr. Levrrr. That is correct. 

The Cuatrman. They are in Philadelphia ? 

Mr. Levirr. That is correct. 

Mr. Stmon. And you sold them this stock for $1,550,000 ? 

Mr. Levirr. That is right. 

Mr. Srmon. The afternoon of the sale did they declare a dividend 
of the money in the corporation’s bank account ? 

Mr. Levirr. At your request, I have people here who know the 
details of it. They handled it. They would have to tell you that. T 
wouldn’t know. I have some heresay on it, but I think they will tell 
you directly. 

Mr. Sruon. Could Mr. Levy come up? 

Mr. Levirt. Surely. 

The Cxarrman. Will you be sworn, please ? 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so he 
you God? 
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Mr. Levy. Ido. 

Mr. Srmon. Would you give the reporter your full name and 
address. 

Mr. Levy. Richard L. Levy, L-e-v-y. 

Mr. Sruon. I believe you handled the legal details of this transac- 
tion, Mr. Levy. 

Mr. Levy. That is right, sir. 

Mr, Srwon. On the afternoon of December 27, 1949, after the con- 
tract for the sale of the stock had taken place, did Junto, Inc., declare 
a dividend of the cash in the bank account of Beth-Page Realty ? 

Mr. Levy. Yes, sir. On December 27, after Junto, Inc., became the 
owner of the stock by paying $1,150,000, they declared a dividend of 
some $4,920,000. 

Mr. Stmon. And used the proceeds of the dividend to pay for the 
stock it purchased from Mr. Levitt and his brother ? : 

Mr. Levy. On the same date, $1,500,000 was paid back to the bank 
which, on December 23, had loaned $1,500,000 to Junto. The balance of 
the purchase price was paid as follows: On January 4, by check dated 
January 1, the Levitts were paid $4,300,000. In December 1950 the 
Levitts were paid $250,000, which was the balance of the purchase 
price, 

Mr. Sron. Then without going into it step by step, just what hap 
pened, Mr. Levy, that a charitable corporation with assets of about 
$2,000 bought this stock from the Levitts for $5,150,000 and used the 
cash in the bank account of Beth-Page to pay the purchase price. 

Mr. Levy. They borrowed $1,500,000 the 23d of December before 
they acquired the stock, and that was the money paid to the Levitts 
on December 27. 

Mr. Stmon. With the interim bank loan they paid the $5 million pur- 
chase price out of the cash that was in the corporation’s bank account 
with an interim bank loan for a few days ? 

Mr. Levy. That is right. 

Mr. Srwon. Mr. Levitt, you were fearful that that money in your 
bank account would be subject to normal income tax, is that right? 

Mr. Levirr. Frankly, there are some tax cases going on I don’t know, 
but I guess you are right. 

Mr. Suwon. Wasn’t that the consideration that prompted you to sell 
the stock ? 

Mr. Levirr. Very definitely, Mr. Simon, yes. 

Mr. Srmon. And by selling it to a charity and getting the proceeds 
from the sale of stock you had what was clearly under the tax laws a 
long-term capital gain ? 

Mr. Levirr. That is correct, sir. 

The Cuareman. Mr. Levitt, let me see if I understand what hap- 
pened here. 

You received for these 4,000 rental houses approximately $29,500,000 
from the mortgage proceeds ? 

Mr. Levirt. Right, sir. 

The Cuarrman. And they cost you, total cost, about $24 million and 
something ¢ 

Mr. Levirr. That is correct, sir. 

The Cuamman. Thereby making a difference between the actual 
cost and the amount of proceeds of the mortgage of about $5 million ¢ 

Mr. Levirr. That is correct, sir. 
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The Carman. You then proceeded to sell the common stock, 

How much did you pay originally for the common stock ? 

Mr. Levrrr. $50,000. 

The Cuarrman. You then proceeded to sell the common stock to 
this Junto Corp. in Philadelphia for $5,150,000 ? 

Mr. Levirr. Right, sir. 

The Crarrman. They, in turn, owned the common stock of this 
original corporation as well as the equity in the houses on which the 
FHA had insured mortgages for $29 million. 

Mr. Levrrr. Right, sir. 

The Cuarmman. I understood since that time Junto Corp. has sold 
this common stock that you sold to them for $5,150,000 for some $2 
million to two other fellows. 

Mr. Levirr. That is correct, sir. 

The Cuarrman. And that now these two gentlemen are selling these 
individual houses. They are no longer rental houses. 

Mr. Levirr. That is right. 

The CHatrman. They are now being sold to individuals, 

Mr. Levirr. Right, sir. 

The CrarrmMan. Therefore taking them out of the rental classifi- 
cation ? 

Mr. Levirr. That is right, sir. 

The CuarrMan. And in selling these houses they are likewise selling 
them at, you testified a moment ago, above the original mortgaged 
amount ? 

Mr. Levirr. Oh, substantially higher, yes, sir. 

The CHatrman. And the FHA is now taking back mortgages on 
these houses from the individual purchasers ? 

Mr. Levirr. That is right. 

The Cuarrman. Is that correct? 

Mr. Levirr. That is right. 

The Caarrman. And in many instances at a little higher amount 
than they originally had when you were connected with them. 

Mr. Levrrr. In all instances, Senator. 

The Cuarrman. So this matter of the FHA insuring mortgages is 
sort of like a dog chasing its tail. 

Mr. Levrrr. That is right. 

May I mention one thing? 

The CHarrman. Yes. 

Mr. Levrrr. In effect we sold four-thousand-some-odd houses for a 
profit of a little over $1,000 a house. 

Today, based on our original costs, the houses are being sold for a 
profit of about $2,000 a house. 

The Cuarrman. And FHA is again guaranteeing the mortgages? 

Mr. Levirr. Correct, sir. So that if we had not entered into this 
transaction in 1949 but had held the houses until today, we would have 
sold. instead of for $5 million, for $10 million. 

Senator Maysanx. But you would have had to get the permission 
of FHA. 

Mr. Levirr. No, sir. There is a distinction between this and sec- 
tion 608. I believe I have followed these—— 

Senator Maysanx. I understand, but on an appraisal basis—you 
have testified that the FHA is reappraising these houses now on a 
value basis. 
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Mr. Levirr. That is correct, but I don’t need the permission of the 
FHA to sell houses. 

Senator Maysanxk. Senator Sparkman wasn’t here. The new mort 
gages run materially above the old mortgages. 

Mr. Levirr. The ones granted to us, that is correct. 

Senator Maypank. And in addition, you have all the depreciation 
of these houses for 6 years. 

Mr. Levirr. Correct, sir. The point I am making, Senator, is that 
we did not need the permission of FHA. If we had held these houses 
6 years or 5 years and we wanted to sell them we could do so. 

The CHarrMan. You told us about 4,000 of the 6,000 houses. What 
about the other 2,000 houses? What name were they built under? 

Mr. Levrrr. Land-Trees Corp., which subsequently merged into the 
Levitt name. 

The CHatrMAN. How much was the difference between the actual 
cost. of those 1,800 houses and the amount of the proceeds? 

Mr. Levirr. Frankly, Senator, I don’t know the answer. 1 will be 

glad to get it for you. That was part of Levitt & Sons complete op- 
eration. We had a lot of other work. 

The Cuarrman. Is it your best judgment that you did make a profit ? 

Mr. Levirr. Some, yes. Not too much. 

The CuatrmMan. You had two operations in Norfolk, Va. 

Mr. Levirr. Yes, sir. 

The CuHatrMan. I believe on one of them you testified you made 
something like $750,000. 

Mr. Levrrr. Not from FHA. That was on the sale of the property. 

The Cuarmman. That sale of the property where the mortgages 
were guaranteed by the FHA? 

Mr. Levrrr. Yes, we sold the houses for $1,000 apiece over and 
above the mortgages. 

The Cuarrman. But the mortgages were guaranteed by FHA ? 

Mr. Levirr. That is correct, it was an FHA job. 

The CuatrMan. And it was about $750,000. 

Mr. Levirr. A thousand a house. 

The CHarrman. And you also had another project that I believe 
you testified went sour and you lost money but you gave that back to 
the FHA? 

Mr. Levirr. That is correct. 

The Cuatrrman. In other words, they repossessed it ? 

Mr. Levirr. We gave it back to the RFC. 

The Crarrman. In other words, FHA through the RFC had guar- 
anteed the mortgages ? 

Mr. Levrrr. FHA guaranteed to RFC. 

The Cuatrman. And it went sour, as you said, meaning that it 
couldn’t——— 

Mr. Levrrr. There were no people there to put into the houses. 

The Cuarrman. And you couldn’t make any money out of it. 

Mr. Levirr. We couldn’t get any tenants for it. 

The Cuarrman. So that went back to the FHA ? 

Mr. Levirr. That is right. 

The Cuarrman. Thank you very much. 

Senator Sparkman. Is that defense housing ? 











544 FHA INVESTIGATION 


Mr. Levy. That was defense housing at the Norfolk Navy Yard 
where the St. Helena Ship Annex was supposed to open but never did 
open. 

The CHarrMan. You were able to turn that back because you have 
separate corporations handling each of these projects? 

Mr. Levrrr. That is right. 

The Cuarrman. In other words, had it been one corporation, you 
couldn’t have done that ? 

Mr. Levirr. Senator, I understand your implication on that and I do 
like to answer it. Particularly in a war housing job, particularly in an 
area where we didn’t even want to build but were asked to build, we 
would be the poorest businessmen in the world to jeopardize a substan- 
tial corporation on a piece of paper where we didn’t know what was 
going to happen to it. 

The Cuarrman. I thoroughly understand it. 

Mr. Levirr. The corporation was formed for the purpose. 

The Cuatrman. I fully understand and we are just trying to get the 
facts of what happened. Here is a case where under a section 603 
press in New York on 4,000 houses you are able to make somethin 

ike $5,100,000 out of the mortgage and pay capital gains. You stil 
owned the equity in the houses? 

Mr. Levirr. No, sir. Once we made the capital gain profit, we di- 
vested ourselves of the houses. We didn’t have them. 

The Cuatrman. And the people who bought the stock in Phila- 
delphia owned them, then. 

Mr. Levirr. They did but we were through. 

The CuarrMan. Since that time they have resold the stock for about 
$2 million to two other gentlemen who now in turn expect, I am sure, 
since they are businessmen, to make some money. 

Mr. Levrrr. No question about it. 

The Cuarrman. And we find that the FHA now is insuring the 
houses a second time for possibly a little more money than they did the 
first time. 

Mr. Levrrr. That is correct, sir. 

The Cuatrrman. And you are able to sell these houses and build them 
through the virtue of the FHA guaranteeing the mortgage. 

Mr. Levrrr. That is correct. May I make one little statement. 
You mentioned something and I would like to leave the right impres- 
sion. Once we took the profit on these houses, we were through. We 
did not have our pie and eat it. We did not make a profit on houses 
and still own the houses. 

The Cuatrman. In your case that is true. 

Mr. Levitt. I am talking only about our case. 

The Cuarrman. And we also have discovered—and I don’t mean 
this to criticize you but just being factual—that you had 4 projects, 
2 in Norfolk and 2 in Levittown, N. Y. One of them you made a $5 
million profit on and the other one you don’t recall how much you 
made but you are sure it is a substantial amount. You made $750,000 
on one in Norfolk. The fourth one went sour so the Federal Govern- 
ment got it back. Is that correct ? 

Mr. Levrrr. That is right, except let’s bring the record up to date. 
The Federal Government got it back and has made a lot of money on it 
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since. I just want to comment on the FHA program. It has made a 
lot of money on that job since. 

The CuarrmMan. Under the arrangements that the FHA had with 
you and with others, where they have these separate corporations, a 
multiplicity of separate corporations, ic simply means that the good 
ones the builders keep and the bad ones they give back to the F HA. 
Is that a true statement ? 

Mr. Levirr. That is right, sir. You know that I have been in the 
building industry for a quarter of a century and I am supposed to be 
the leader of the housing industry in this country. 

I would like to make one brief statement. The title VI program, 
both sections 608 and 603, was a program of desperation. You had no 
building for 5 solid years and you had a tremendous amount of people 
who needed to be housed. In all commonsense you would never have 
gotten any builder over the age of 16 to go in and venture either time, 
trouble, money, or anything else and get the volume of housing that 
had to be gotten. 

Certain evils had to be experienced. As you know, the section 608 
program expired in 1950. 

All of us are operating under difficult conditions on selling houses. 
FHA’s commitments don’t mean anything unless you get a purchaser 
for the houses, a bona fide purchaser approved ‘by the FHA as to 
credit. 

I think it should be borne out that while sections 603 and 608 were 
moneymakers, the housing was produced and if the housing had not 
been produced you gentlemen. might have greater troubles on your 
hands now. 

The CHatrman. You may be right in your conclusion, but I am 
sorry that it had to be like that because I think it is quite an indict- 
ment of the private-enterprise system in America with respect to hous- 
ing that you just can’t get housing unless the Federal Government 
guarantees it 100 percent. 

Mr. Levrrr. As long as we indict the private-industry system may I 
comment on just one other little thing? I said this ina speech that I 
made to the Herald Tribune Forum. If we ever have a situation like 
this again, in Heaven’s name let the Government permit during a war 
or anything else a small amount of housing so as to build up an inven- 
tory and to avoid a repetition of this. 

The Cuatrman. The purpose of these hearings is to make certain 
that we don’t make the same mistakes the second time. Thank you 
very much. 

Senator Maypank. Mr. Levitt, have you any notes on this present 
housing law as to how we could perhaps amend it where we wouldn't 
have all these corporations ? 

Mr. Levirr. Not about the corporations, but I think the need for 
the type of housing that we did need 10 years ago is now over. 

Senator Maypank. We cut out section 603 in 1947, wasn’t it? 

Mr. Levirr. That is right. 

Senator Mayrnpank. Then this committee tried to cut out section 608 
quite a while before it was cut out on the Senate floor and it was ex- 
tended after it came on the Senate floor. Is there really all the need 
for houses now that they scream about ? 
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Mr. Levrrr. Definitely and irrevocably no and if you continue and 
don’t give us legislation by the time 1960 comes along you will be back 
where you were in 1945 and there will be trouble unless we get legis- 
lation that permits an increased volume of housing for sale from now 
on until 1960. You are going to need it or you are going to have the 
same situation then you had in 1946. 

Senator Maysanx. Then you, as a builder, believe that the main 
thing—and I ask this question sincerely—in this housing bill that we 
can do would be to give all attention to houses for sale ? 

Mr. Levrrr. That is right, but remember that the lifeblood of this 
country is on credit and let the little fellow have credit with a modest 
down payment in order to buy a house, for the GI’s and the non- 
veterans. 

The Cuairman. Mr. Levitt, if there is that big a demand for houses 
why can’t private industry handle it themselves? 

Mr. Levrrr. You will have to talk to the banking industry as to 
whether they want to make a 95 percent uninsured mort: ge. 

We, the builders, didn’t want to do it and the banks don’t want to 
do it today unless it is a very conservative mortgage. 

The Cuarrman. Thank you very much. We appreciate your 
appearance. 

Our next witness will be Mr. Alfred Gross of New York City, the 
owner of Glen Oaks Village of Jamaica, N. Y. 

Do you solemnly swear that the testimony you are about to give will 


be the truth, the whole truth and nothing but the truth, so help you 
God ? 


TESTIMONY OF ALFRED GROSS, GLEN OAKS VILLAGE, JAMAICA, 


N. Y., ACCOMPANIED BY HAROLD GOLDMAN AND LONNIE 
GARVIN, COUNSEL 


Mr. Gross. I do. 

The CuarrmMan. Will you be seated, Mr. Gross. 

Mr. Gross. May I present my counsel. 

The Cuatrman. And give the name. 

Mr. Gotpman. Harold Goldman, 233 Broadway, New York. 

Mr. Garvin. Lonnie Garvin, Aiken, S. C. 

Mr. Simon. Mr. Gross, would you give the reporter your full name 
and address, please. 

Mr. Gross. My name is Alfred Gross, 812 Park Avenue, New York 
City. 

Mr. Srmon. Mr. Gross, are you connected with the final project in 
New io 

Mr. Gross. Yes, sir. 

Mr. Stmon. Who are the stockholders in that project, or are they all 
you wy. members of your family, your brother and his family ? 

Mr. Gross. That is right. 

Mr. Stmon. I believe there are 11 corporations in the project, are 
there not? For this purpose, if you have the figures, could we treat 
them all as one and give us the combined figures for all 11 instead of 
breaking them down into the 11 different corporations. 

Mr. Gross. I believe that would be preferable. 
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Mr. Sion. What was the cost to your family of the land on which 
these 11 corporation built their buildings ? 

Mr. Gross. The cost was $981,367. 

Mr. Simons. Is that the amount of money you paid or does that in 
clude the costs you had before the 99-year lease was made. 

Mr. Gross. That includes the money we paid for the land and the 
money we paid for the portion of the improvements that we put in 
the place. 

Mr. Stuon. So $981,000 was your cost as of the time the 99-year 
leases were made, is that right ? 

Mr. Gross. No, that isn’t exactly correct. 

Mr. Simon. What was your actual cost as of the time the 99-year 
leases were made ? 

Mr. Gross. At the time the 99-year leases were made, the i improve- 
ments had not been put in the place. The leases—one of the require- 
ments of the leases was that we put the improvements in the place. 

Mr. Srwon. What you are saying is while this was the total cost 
some of this hadn’t been expended at the time of the leases, is that 
right ? 

Mr. Gross. That is right. 

Mr. Srwon. What was the FHA valuation put on the land in con- 
nection with the 99-year leases ? 

Mr. Gross. $965 a lot. 

Mr. Stmon. What did that amount to for the entire tract? 

Mr. Gross. I can compute it. 

The Cuamrman. How many tracts were there? 

Mr. Gross. About 2.800 lots. 

The Cuarrman. And how much was it per lot? 

Mr. Gross. $965. I have the totals. 

Mr. Srwon. Was the total $2,645,000, Mr. Gross? 

Mr. (7ROSS. Yes, sir. 

Mr. Srwon. Is the land mortgaged ? 

Mr. Gross. The land is mortgaged. 

Mr. Suaon. What is the amount of the mortgage ? 

Mr. Gross. The amount of the mortgage is 90 percent of that money ? 

Mr. Srmon. 90 percent of the $2,645,000, which would be about 
$2.400.000 ? 

Mr. Gross. That is about right. 

Mr. Srwon. And the mortgage is on the fee, which is subject on 
the 99-year lease, is that right? 

Mr. Gross. That is right. 

Mr. Srwon. And on that fee is a $25 million building insured by the 
FHA and the ground rent comes ahead of the FHA mortgage, is that 
right ? 

Mr. Gross. That is not exactly correct. The buildings are built, 
legally speaking, on a leasehold. 

Mr. Simon. Which makes the mortgage on the fee a prior lien 
over the mortgage on the leasehold, doesn’t it ? 

Mr. Gross. May I ask counsel exactly what you mean by that ? 

The Cuamman. Let’s put it the other way around. The FHA, be- 
ing the guarantors of the mortgage, cannot repossess those buildings 
without the consent of the person holding the mortgage leasehold, i 
that correct ? 
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Mr. Gross. No, sir, they can repossess at any time. 

Mr. Simon. Mr. Gross, if there should ever be a default in the 
ground rent on the leasehold, then the owner of the fee becomes the 
owner of the buildings, isn’t that true? 

Mr. Gross. That is true. 

If the ground rent is not paid there would be a default on the lease. 

Mr. Srwon. And if the FHA in that event wanted to protect its 
interest in the mortgage on the buildings, it would have to purchase 
the land? 

Mr. Gross. No, sir, it would simply have to continue to pay the 
ground rent. 

Mr. Srwon. Either pay the ground rent or purchase the land ? 

Mr. Gross. That is right. 

Mr. Simon. It is for that reason, is it not, that you were able to get 
a mortgage in such a high amount? 

Mr. Gross. Which mortgage are you referring to? 

Mr. Srwon. On the land, on the fee. 

Mr. Gross. That is not exactly correct, Mr. Simon. The reason we 
got the fortgage on the land was because the land was worth a lot of 
money and the lending institution gave us a loan. 

Mr. Srwon. Isn’t it because there was an FHA mortgage on the 
buildings and that the leasehold was ahead of the mortgage? 

Mr. Gross. No, sir, there was no mortgage on those buildings. 

The CHarrman. On vacant land ? 

Mr. Gross. No, sir. 

Mr, Suwon. At any rate, you paid $981,000 for the land and im- 
provements. The FHA valued it at $2,645,000 and you got a mort- 
gage for $2,400,000, is that right? 

Mr. Gross. That is substantially correct. 

Mr. Stwon. What was the total amount of the mortgage commit- 
ment that FHA issued for the 11 buildings? 

Mr. Gross. The mortgage totaled $24,359,900. 

Mr. Srmon. When was the building completed, or when were the 
buildings completed ? 

Mr. Gross. The buildings were completed about November of 1950. 

Mr. Srwon. How did the mortgage proceeds 

Mr. Gross. I beg your pr oblem. November of 1949. 

Mr. Srron. Out of the mortgage proceeds I take it that you repaid 
any loans or advances that you and your family had made to get the 
project going? 

Mr. Gross. That is correct. 

Mr. Smron. And after repaying all the loans and advances, how 
much were you able to distribute to yourselves ? 

Mr. Gross. We distributed $4,600,000 to the common stockholders. 

Mr. Srmon. And in addition to that, you had approximately $1,- 
400,000 of the mortgage proceeds in excess of the cost of the land, is 
that right? 

Mr. Gross. I don’t follow that figure. 

Mr. Srwon. The mortgage was $2,400, 000 and the total cost of the 
land was $981,000, is that right ? 

Mr. Gross. Yes, sir. 

Mr. Stmon. So the difference was $1,400,000. 

Mr. Gross. Yes, sir. 
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The CuamMan. Does that mean they made approximately $6 mil- 
lion ¢ 

Mr. Stmon. Well, as I understand the facts, after repaying your- 
selves for all the moneys advanced for getting the construction going 
and after reimbursing yourselves for the cost of the land, you had 
$6 million that was distributed to your family either as a stock dis 
tribution or as excess of the mortgage over the cost of the lands, ts 
that right ? 

Mr. Gross. No, sir, that is not quite right. 

The Cuamman. Well, you tell us what it is. 

Mr. Gross. We distributed approximately $6 million but it was not 
the excess proceeds of the mortgage over the land. 

Mr. Srwon. When was the distribution made, Mr. Gross? 

Mr. Gross. $800,000 of the distribution was made at the end of 1949. 
Let me look at my figures. 

I think I recall—$800,000 was distributed in November or December 
of 1948 and $3,800,000 was distributed in December of 1949. 

I don’t recall the date of distribution of the proceeds of the mort- 
gage. It was in 1949 because all of those amounts were on income 
tax returns for that year. 

Mr. Simon. Mr. Gross, the buildings were completed in November 
1949, is that right? 

Mr. Gross. Yes, sir. 

Mr. Simon. And by December of 1949 you had repaid all of the 
loans and advances that were made, including the money advanced to 
purchase the land, and still distributed $6 million in cash, is that 
right? 

Mr. Gross. Yes, sir. 

Mr. Simon. And you and your family still owned the buildings and 
land, is that right ¢ 

Mr. Gross. Yes, sir. 

The CuatrmMan. Did you enter into a contract with FHA that if 
they had to repossess the land they would pay you a certain amount 
for the land ¢ 

Mr. Gross. No, sir. 

Mr. Simon. Isn’t there a recapture provision in your 99-year ground 
lease ? 

Mr. Gross. That is not a contract. That is an option to purchase 
the land if they wish. 

The Cuatrman. What is the amount of the option that you gave 
FHA ¢ 

Mr. Gross. The FHA has an option on most of the land for $2 mil- 
lion—something less than $2,500,000. 

The Cuarrman. In other words, the FHA will have to pay $2,500, 
000 to get the land back that you paid $900,000 for if the FHA ever 
wants to repossess the buildings on which it is now guaranteeing the 
mortgage ? 

Mr. Gross. I would like to phrase it differently, Senator. 

The Cuatrman. Did I phrase it wrong? 

Mr. Gross. I don’t say you phrased it wrong. I just want to phrase 
it differently. 

If the FHA exercised its option, it would be taking from me a piece 
of land that is worth over $4 million today. 
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The Cuamman. What is the amount of the capital in your 11 cor- 
porations ? 

Mr. Gross. $90,000 in common stock and $100 of preferred stock. 

The Cuatmman. In other words, you made $6 million on a $90,000 
investment ? 

Mr. Gross. No, that is not a complete statement, Senator. 

The Cuamman. Well, what is the amount of the capital stock? 

Mr. Gross. The capital stock consists of two classes. One is com- 
mon stock and one is preferred stock. 

The CuatmrmMan. Who owns the preferred? How much is the pre- 
ferred stock? 

Mr. Gross. The preferred stock amounts to $100. I will have to 
quote from memory. 

The Cuatrman. The preferred stock is not equity. That is owned 
by the FHA under the FHA’s rules. 

Mr. Gross. The common-stock holders had to pay $90,000 plus an 
obligation to guarantee completion of the project. 

The Cuatmrman. But that was loaned and that was later repaid out 
of the proceeds of the mortgage. 

Mr. Gross. That is true and they fulfilled their obligation. The 
FHA paid $100 for its preferred stock plus an obligation to guarantee 
the mortgage. 

The Cuatrman. See if I am correct in this statement. The total 
capital stock, meaning the total amount of capital that you and your 
family have in these projects, is $90,000? 

Mr. Gross. But that is not the total capital stock of the corporations. 

The CHamman. What is the total? 

Mr. Gross. $90,100. 

The Catron. I just missed it by $100. 

Mr. Gross. No, sir, you missed a complete class of stock, the pre- 
ferred stock. 

The CHatreman. That is the $100 worth of stock that the FHA has 
in each of these projects? 

Mr. Gross. That is the same type of token investment that we have 
in these corporations. 

The Carman. It is $1,100, $100 a corporation? 

Mr. Gross. Presently. 

The Cuairman. That is $1,100 preferred stock and $90,000 in com- 
mon stock. That is the total amount of capital put in these projects. 

Mr. Gross. Yes, sir. 

The Cuamman. Out of which you have taken $6 million in divi- 
dends and you still own the property ? 

Mr. Gross. Yes, sir. We have taken $6 million and the preferred- 
stock owners have taken $680,600 for their $100. 

The CuHarrman. How is that? 

Mr. Gross. The preferred-stock holders have taken $680,000. 

Mr. Srwon. In dividends or in fees? 

Mr. Gross. Mr. Simon, in your last discussion you told me to disre- 
gard everything except the token amount of the stock 





Mr. Smon. Mr. Gross, aren’t vou talking about the FHA fees? 

Mr. Gross. Fees for what, sir? 

Mr. Srwon. For guaranteeing the mortgage and for filing the appli- 
cations and for inspections? 
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Mr. Gross. No, sir, 1 am talking about payment for guaranteeing 
the mortgage and when I speak of the $4,600,000, I regard it as pay- 
ment for guaranteeing the construction of the building. 

The Cuamrman. Are you telling us that the Federal Government has 
had $681,000 worth of dividends from this $1,100 worth of preferred 
stock ¢ 

Mr. Gross. I said that the preferred stockholders received $689,000. 
I said that the common-stock holders received $4,600,000. 

The CHamman. What was the $680,000 for? 

Mr. Gross. The $680,000 was for $100 preferred stock plus an obli- 
vation to guarantee the mortgage. 

Mr. Simon. It had no relation to the preferred stock did it, Mr. 
Gross ¢ 

Wasn't that the Government's fee for guaranteeing the mortgage? 

Mr. Gross. Under no circumstances, Mr. Simon, does the preferred 
stock or the common stock have any relation to the guaranty. 

The CuarMan,. We are learning something here now that hasn’t 
ever before been injected into these hearings. 

I am very much interested in it. 

The Federal Government got $681,000 in dividends? 

Mr. Gross. No, sir, the Federal Government got $680,600 in money. 

The CuarrMan. Let’s have the breakdown on it. 

Mr. Gross. The breakdown is the amount of money we have paid 
the Government for mortgage insurance premium. 

The CHatrMan. Isn’t that the regular amount that everybody pays 
which goes into a fund for guaranteeing these mortgages / 

Mr. Gross. Nevertheless, the only token stock that the FHA had in 
this corporation was $100. That is the token stock. The common- 
stock owners have a token stock of $90,000. Another requirement of 
the common-stock holders beyond the $90,000 was that they guarantee 
completion of the project. That they have done. The other require- 
ment for the preferred-stock holder was that it guarantee repayment 
of the mortgage. That it is presently doing. “It has also received 
$680,000 and, all things being equal, the FH A will receive in excess of 
$2 million for an actual cash investment in this corporation of $100 
worth of token stock. 

Mr. Simon. Mr. Gross, the $6 million—— 

The CHatrrman. Mr. Gross, what you are trying to do now is to fool 
this committee. 

Mr. Gross. No, sir. 

The CHarrman. And you are trying to fool the people listening. 
You know that the fees you are talking about are fees that everybody 
pays in connection with FHA guaranteed mortgages? 

Mr. Gross. And I know, sir, that the sponsors make a profit, not 
because of the investment in token common stock, but because they 
guarantee completion of the project. One guaranty is just the same as 
the other. 

Mr. Simon. Isn’t there this difference, Mr. Gross, that you and 
your family got the $4,600,000 to do with as you please ? 

Mr. Gross. Yes, sir. 

Mr. Stmon. And the money paid into the FHA goes into an in- 
surance fund to redeem defaulted mortgages and no part of it goes to 
the Government. 
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Mr. Gross. It certainly has and it is gone to redeem all mortgages. 

Mr. Stmon. Doesn’t it go to a fund to redeem mortgages? 

Mr. Gross. Yes, sir, but we are speaking of the investment and the 
guaranties in that development. I have my portion and the Govern- 
ment has its. 

Mr. Simon. But the fees you are talking about go to an insurance 
fund. 

Mr. Gross. That is something the FHA should answer. I pay the 
money out. 

Mr. Sron. Don’t you know that is the fact? 

Mr. Gross. I believe it to be true. 

The Cuarrman. Did you know before you started in on this project 
that you would be able to mortgage out or make $6 million? 

Mr. Gross. I sincerely hoped I would be able to mortgage out. The 
information I received from one or another agency of the Government 
was that in all probability an efficient builder could receive more than 
the cash expenditures out of the mortgage proceeds. 

The Cuamman. Why didn’t you put the land in your application ? 

Mr. Gross. Senator, I did put the land in my first application. 

The Cuarrman. How did it happen to get taken out later? 

Mr. Gross. May I explain it, sir? 

The Cuaran. Yes. If you were agreeable to putting the land 
in, we want to know why the FHA didn’t insist on your doing it. 

Mr. Gross. I can only tell you what the FHA told me and the rea- 
sons they gave me the best I can remember after 7 years. 

The Cuarmman. We are certainly interested in knowing that. Here 
is land valued at $2.6 million. 

Mr. Gross. I think it is worth more. 

The CuHamman. Are you going to now testify that you offered to 
put it in the corporation and the FHA didn’t want it? 

Mr. Gross. Senator, I am not in the habit of testifying. I am not 
a lawyer. I am simply going to read you from a document. I can’t 
testify as to something that happened 7 years ago. 

The CHartrmaNn. I say you are going to read and show us that you 
wanted to place the land in the corporation and the FHA didn’t want 
you to do it? 

Mr. Gross. I didn’t say I wanted to. I said it was in the first 
application. 

The Cuarrman. I see. 

Mr. Gross. On February 17, 1947, we made an application to the 
Federal Housing Administration for a mortgage on section 1. This 
application was for a mortgage in the sum of $4,432,500. The check 
in payment of the fee which accompanied this application to the FHA 
obviously provided a fund to pay for the examination of the sketches 
and to make the cost analysis which they make. 

In this application, we thought that out total construction costs, 
exclusive of the land, would be $4,411,963. We distributed these 
amounts so as to arrive at this total in accordance with a brochure 
which we were working from, published by the National Housing 
Agency. the Office of the Expediter. 

The CrarrMan. May I see that document ? 

Mr. Gross. Yes, sir. This brochure has a letter in the beginning 
signed by Mr. Wyatt and another by Mr. Raymond Foley, and it ex- 
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plains to a builder how to go about getting a section 608 mortgage and 
how to fill out an application. It is interesting to know that it says: 

The concluding four pages contain a reproduction of the FHA form applica- 
tion for mortgage insurance. The typical case shown is taken from actual 
records and illustrates how a project is set up for mortgage insurance. 

We followed this form and distributed the money in accordance with 
this typical case. 

It is interesting to note that in the estimated requirements for the 
builders’ and architects’ fees, 5 percent is used in each instance. May 
[ have that application, sir? 

It is the only one I have. 

The Cuarrman. You placed in this application 5 percent architects’ 
fees. Did you actually spend 5 percent in architects’ fees in the 
construction of these projects ? 

Mr. Gross. No, sir. 

The Cuatrman. About what did you spend ? 

Mr. Gross. 1 percent, perhaps a little more. 

The CuatrmMan. You put in this application 5 percent builders’ 
fees; did you spend 5 percent for builders’ fees ¢ 

Mr. Gross. At that time I hadn’t spent anything. 

The Cramman. In the construction of these buildings, did you pay 
5 percent ¢ 

Mr. Gross. No, sir; I didn’t pay 5 percent. 

The Cuarrman. What did you pay ? 

Mr. Gross. About 1 percent. 

The Cuarrman. About 1 percent builders’ fees, too ? 

Mr. Gross. I beg your pardon. We paid no builders’ fees. 

The Cuarrman. But in the application you were allowed 5 percent 
for builders’ fees ? 

Mr. Gross. Yes, sir. We submitted this application and about a 
month later we were called in to a conference by the Federal Housing 
Administration, New York office. 

There were several people in the conference. I don’t remember 
just who was there, but each department was represented. They told 
me at that time that according to their cost analysis the physical 
shall we say the cost of the estimated requirements for these buildings 
was more than my estimate. 

Mr. Sraon. Mr. Gross, talk into the microphone, please. 

Mr. Gross. They told me the cost would be more than my estimate. 

The Cuarrman. Who told you that? 

Mr. Gross. The representatives of the Federal Housing Adminis- 
tration. 

The Cuamman. Do you remember the name of the man? 

Mr. Gross. No, sir; there were 5 or 6 of them present. 

The Cuatrman. Do you remember the names of any of the 5 or 6? 

Mr. Gross. Yes, sir; I probably could recall some. 

The Cuarrman. Was it the State FHA director ? 

Mr. Gross. No, sir. I never did business with the State director, 
only with the district director. 

The Cuamman. Can you get us the names of the 5 or 6 FHA em 
ployees who told you that? 

Mr. Gross. I don’t know which one told me. The documents are 
here. I will show them to you. 
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The Cuarmman. You are bringing up a very interesting subject, 
namely that you made $6 million on this project and you are now 
telling us that the FHA officials encouraged you to increase the amount 
of your mortgage. 

Mr. Gross. I didn’t say they encouraged me, sir. Here is what 
happened, if I may say so. 

I went to this FHA conference and they said that the cost of the 
total estimated requirements of the project, instead of being $4,411,000, 
would be $4,815,600, about $400,000 more than I estimated. 

The Cuarrman. In other words, the FHA people raised the esti- 
mate $400,000 ? 

Mr. Gross. That was their estimate. They told me I would be re- 
quired to post an additional $400,000 in cash in order to get a com- 
mitment to guarantee completion. My thought originally was that 
my land represented my 10 percent equity and I would not post any- 
thing, but they said no, I would have to post $400,000 in cash. 

The Cuarrman. At that point were you willing to put the land in? 
You said your land represented the 10 percent equity. At that point 
were you willing to put the land in? 

Mr. Gross. I had put the land in the original application. 

The Cuamman. Then, how did it get out in the final approval ? 

Mr. Gross. Well, at this conference they told me that according 
to their cost findings, the general cost findings as they explained it 
for a typical building of the area, the cost findings were $400,000 
higher than mine, and that since they had an obligation, as they ex- 
plained it, too, in the event that I defaulted—they would have to hire 
a general contractor to step in and finish the project, and there would 
have to be sufficient proceeds from the mortgage and from the build- 
ers’ deposit so they could hire a general contractor to finish the proj- 
ect and that according to their analy sis the costs under normal cir- 
cumstances for the ty pical builder were $4,800,000. 

The CuarrmMan. Who were the gentlemen who told you that? 

Mr. Gross. I know the district director was present. 

The Cuarrman. What year was this? 

Mr. Gross. This was during the month of March, perhaps, or Feb- 
ruary 1947. 

The Cuarrman. And on this other statement you made, I want to 
make sure I understood the statement properly. You said these FHA 
officials told you that if you started this project and didn’t finish it, 
that they would have to go in and hire general contractors to finish 
it? Did you say they told you that ? 

Mr. Gross. No, they said that in all cases 

The Cuatrman. In what? 

Mr. Gross. I think to speak of myself as an individual case. 

The Cuarrman. Yes, I understand. 

Mr. Gross. They told me this was going to be a large program and 
they had to have criteria and st: undards and that one of their prob- 
lems was that if they underestimated cost and there was a default, 
there would be insufficient funds to complete the project. 

The CHarrman. Yes, 

Mr. Gross. And therefore they estimated their cost for a typical 
building. The mere fact that I claimed to be more efficient than the 
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average and claimed that I could build it for less than anyone else was 
of no significance to them. 

The Cuarrman. And you did build it for $6 million less than the 
mortgage ¢ 

Mr. Gross. They weren’t concerned with the land, sir, wend I didn’t 
build it for $6 million less than the mortgage. 

The CHatrMan. How much less? 

Mr. Gross. I have the figures here. 

‘The CuarrmMan. In other words, you were closer than they were. 

Mr. Gross. I was closer on my own estimate of cost. 

The CHarrmMan. On your original estimate you said that you were 
$400,000 below their estimate. 

Mr. Gross. Senator, 1 was wrong on my original estimate. 

The CHatrMan. Four times eleven is $4.400,000. 

Mr. Gross. I was wrong on my first estimate. I was too low. 
Costs were rising during 1947 and 1948 at the rate of about 20 per- 
cent a year and I was wrong. 

The Cuatrman. I want to get back to this. You say that this dis- 
trict director and 4 or 5 FHA officials told you that the general rule 
was that if someone started a section 608 project and couldn’t finish 
it, that they, the Government, had to step in and hire general con- 
tractors and finish it? 

Mr. Gross. In this particular case I posted an indemnity agreement 
to guarantee completion. Under my original application I put in the 
land a cost of $4,400,000 for the buildings and asked for a mortgage of 
$4,400,000, virtually the exact amount of mortgage proceeds as the 
cost of construction. When I got there, their estimate of cost was 
$4,800,000 and the mortgage was $4,400,000. It was obvious that they 
had to have provision for $400,000 additional to guarantee comple- 
tion of the structures. 

The Cuarrman. Then they did give you a commitment of $4,800,000 ? 

Mr. Gross. No, sir. 

The CHarrman. What did they give you a commitment for? 

Mr. Gross. I looked over the figures that they had and it was quite 
apparent that whether or not I put up the land I would still have to 
put up the $400,000. So I said if I put in the $400,000 and put in the 
land I am not going to get a 90-percent mortgage or anywhere near 
it. Drop the land out and put it on a leasehold. 

The Cuatmrman. Who told you to drop the land out? 

Mr. Gross. I told the FHA that I wanted them to drop the land 
out of the calculations, put the land on a lease, and compute the 
mortgage on the basis of the leasehold. 

The Cuarrman. And they agreed to that? 

Mr. Gross. It is in the regulations. 

The Caatrman. They agreed to it? 

Mr. Gross. Yes, sir. That reduced my mortgage to $4,334,000 but 
that was the mortgage on the leasehold. Incident: lly, they didn’t 
agree with my distr ibution of the costs that I took from the distribu- 
tion book, but I used their figures. 

The Cuatrman. Are there any further questions? 

Senator SparKMAN. May I ask one? 

Did I understand you to say a while ago when you were talking 
about the amount each side, the stoc kholders, received, you referred to 
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a guaranty made by both. Did you have to guarantee the proposi- 
tion personally ? 

Mr. Gross. Oh, yes, sir. We posted—I have the figures here. The 
guaranties, excluding the cash fees we paid out, were over $3 million 
and these were guaranties signed by ourselves and our wives. Asa 
matter of fact, beyore we even—almost the first document here was a 
demand by the FHA for a statement of assets requiring us to show 
assets in excess of $5 million to back up our guaranties. Here it is. 
We had to guarantee to the FHA that we would complete the con- 
struction of this project. Our guaranty concluded when we finished 
the project and then the FHA undertook to guarantee repayment of 
the mortgage. 

Senator SparKMaN. I think a great many people have been amazed 
by the showing of the small amount in stock placed in these various 
corporations. I was wondering if that was the sole responsibility 
upon which the mortgage was made. Did all of the section 608’s re- 
quire personal guaranties? 

Mr. Gross. They all required personal guaranties, Senator, or a 
security bond, one or the other. So it was not a case of just the assets 
of the corporation behind the undertaking but also the assets of the 
various individuals. That is exactly true. 

The CHarrMan. Just a minute. That is not exactly true. That is 
only true as to the completion of the building. 

Mr. Gross. Yes, sir. 

The CuarrMan. Your assets were not behind the mortgage? 

Mr. Gross. No, sir. 

The Cuarrman. The only thing behind the mortgage was the build- 
ing itself and $90,000. 

Mr. Gross. Well, I think, Senator, that we will never agree 

The Cuarrman. Answer the question. Is that true or not? 

Mr. Gross. I don’t understand the question. 

The Cuarrman. You understand all right. You are a very smart 
businessman. 

Sen: shor SpaRKMAN. I wonder if the reporter could repeat it, be- 
cause I didn’t understand it. 

The Cuairman. All right, repeat the question. 

(The question was read.) 

The CHarrman. Is that a true statement ? 

Mr. Gross. The bank that holds the mortgage has more than that. 
It has the buildings and the guaranty of the FHA behind it. 


The Cuamman. Of course, it has the guaranty of the FHA, that 
is the rane 


Mr. GR SS. Yes. sir. 
The CHarrMan. Can you answer the question? Isn’t it a fact that 


the only thing behind this mortgage is the $90,000 and the buildings 
and the FHA’s guaranty ? 


Mr. Gross. And the completed construction. 
The Cuarman. That is the building, of course. But the point that 
I made was that, of course, we know ‘that for the $3,000 or $6,000 of 
capital stock alone, that has been brought out here, you can’t build a 
5 or 6 million dollar project. The point is that they borrowed money 
to do that and they gave certain indemnities. They had a lot of that 
sort ofthing. But it was all in the form of loans. 
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Mr. Gross. Well, sir, the FHA’s guaranty is in the form of its per- 
sonal—— 

The CHarrman. When they got the proc eeds of the mortgage they 
repaid themselves. So all this corporation had when it got all through 
was $90,000 that it put in the corporation in the form of common 
stock _ the $1,100 that the FHA put in for preferred stock. 

Mr. Gross. Plus the guaranty of the FHA behind its $1,100. 

The Cuarrman. Of course, the guaranty of the FHA is the big rea 
son why you were able to construct the project in the first place. 

Senator Maypanx. You built a project in Aiken, S. C.? 

Mr. Gross. Yes, sir. 

ray Maypank. What type of project was it? 

Mr. Gross. It was a group of five hundred-odd one-family houses, 
three hundred-and-some-odd under section 603 and one hundred-and- 
some under section 203 rental and one hundred and some for VA sales. 

Senator Mayspank. Where is the project? I am asking out of 
curiosity. 

Mr. Gross. May Mr. Garvin answer, sir. 

Mr. Garvin. Crosson Park, the city of Aiken. 

Senator Maypank. What was the firm in New York that repre- 
sented you on your taxes ? 

Mr. Gross. Mr. Harry Rodick is our tax counselor. 

Senator Maypank. You have never consulted any firm in New 
York besides them ? 

Mr. Gross. He belongs to a law firm. 

Senator Maypanxk. What firm ? 

Mr. Gross. Lord, Day & Lord. 

Senator Maynank. Is that the firm Mr. Brownell belongs to? 

Mr. Gross. I believe he was a partner. 

Senator MayBank. Brownell belongs to the law firm that you con- 
sulted ¢ 

Mr. Gross. Mr. Rodick 

Senator Maypank. And they advised you what to do? 

Mr. Gross. Mr. Rodick is a partner. 

Senator Maysank. He is a memer of the firm and Mr. Brownell 
was a member of the firm; was that not correct ? 

Mr. Gross. I believe he was. 

Senator Maysank. When was that? 

Mr. Gross. You are speaking now of when we consulted him? 

Senator Maypank. To get the information from the firm that you 
mentioned. What did you say his name was? 

Mr. Gross. Mr. Rodick, of Lord, Day & Lord. 

Senator Maypank. What date was it? 

Mr. Gross. Well, Mr. Rodick has been advising us for a great num- 
ber of years. 

Senator Maynank. Does he still advise you? 

Mr. Gross. Yes, sir. 

Senator Maypank. Thank you. 

The CHarrman. How long has he been advising you ? 

Mr. Gross. About 10 years. 

The Cuamman. In other words, you have been using the law firm 
of Lord, Day & Lord for 10 years? 

Mr. Gross. No, sir. I don’t believe Mr. Rodick was with the firm 
when we first consulted him. He went with them sometime or other. 
I don’t know about that. 
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The CuatrMan. Are there any other questions ? 

Senator SpaRKMAN. Was the advice with reference to your tax 
problems merely advice as to how to proceed ? 

You haven't had any tax difficulties, have you? 

Mr. Srmon. Senator, may I say that there is a case pending in New 
wae I think Mr. Gross will agree. They took long-term capital 

gains on the money and the Commissioner of Internal Revenue is now 
heteating with them in New York as to the propriety of the capital 
gains and claiming it is not a capital gain. 

Is that right, Mr. Gross ¢ 

Mr. Gross. Yes, sir. 

Senator MayBank. Who advised you to take capital gains? 

Mr. Gross. We always consulted with Mr. Rodick on that. 

Senator Maynanx. And that is the firm that Mr. Brownell belongs 
to; isthat right ? 

Mr. Gross. I believe Mr. Brownell was a partner in the firm, yes, sir. 

Senator Maysank. Do they still represent you ? 

Mr. Gross. Yes, si 

Senator Maypank. And the internal revenue agent in New York is 
negotiating with you ? 

Mr. Gross. I know of no negotiations. We have had a trial in the 
Tax Court. 

Mr. Simon. One witness testified before this committee a couple of 
weeks ago that in one of the Shirley Duke corporations they received 

. letter from the Commissioner of Internal Revenue saying that the 
diatetioation would be treated as a long-term capital gain, which is 
contrary to the position the Commissioner of Internal Revenue is 
taking in the Gross case in New York. We have a letter from the 
Commissioner of Internal Revenue dated July 13 in which he wanted 
to call the committee’s attention to the fact that there were 6 Shirley 
Duke corporations and while the Commissioner’s oftice had on October 
18, 1950, written an advance opinion as to 1 of the Shirley Duke cor- 
porations that they would treat it as a long-term c apital gain and 
that while the present Commissioner considers that opinion binding 
as to that 1 Shirley Duke corporation, as to the other 5 Shirley Duke 
corporations he is taking the same position, that it is not a capital gain, 
that he is taking in the tax case in New York against the Gross 
interests. 

The CuHarrmMan. Without objection, we will place this letter in the 
record. 

Senator Maynank. I am glad to hear that. He told me that. I 
talked to him some time ago. As I understand, the background of 
this whole thing started in the Internal Revenue Service in con- 
nection with these tax cases. 

(The letter referred to follows :) 

UNITED STATES TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE 


Washington 25, July 13, 1954 
Hon. Homer E. CAPEHART 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

My Dear Mr. CHarrMAN: My attention has been called to the testimony on 
June 30, 1954, before your committee of Mr. Carl Budwesky regarding tax treat- 
ment of certain distributions made by the six corporations which built the 
Shirley-Duke Apartments, I understand that Mr. Budwesky testified to the 
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effect that distributions of excess mortgage money made by the various Shirley- 
Duke corporations were treated as capital gains by the stockholders on the basis 
of an advance ruling from the Internal Revenue Service. 

Mr. Budwesky’s testimony may have left the committee with the impression 
that the Service has ruled that the distributions by all six corporations would 
be entitled to capital gains treatment. Since the Service has not so ruled, I 
would like to take this opportunity to clarify the matter. 

It is true that on the basis of a request for ruling made in a letter dated 
October 18, 1950, an advance ruling was issued to Shirley-Duke Apartments, 
Section III, Inc., on November 30, 1950. However, upon reconsideration the In- 
ternal Revenue Service adopted the position now being litigated in The Tax 
Court of the United States in the case of George M. and Anna Gross, et al., 
dockets 46260-46270. This position is that the distributions are to be treated 
as ordinary income rather than as capital gain. 

Section 3791 (b) of the Internal Revenue Code provides authority under which 
the Commissioner may prescribe the extent to which any ruling may be applied 
without retroactive effect. Under the authority of this provision it is the policy 
of the Service not to apply a new ruling retroactively where the taxpayer has 
acted in reliance upon a different interpretation of the law expressed to it in an 
earlier ruling from this office. In accordance with this policy the ruling to the 
Shirley-Duke Apartments, Section III, Inc., will be honored. As to the five 
Shirley-Duke corporations which did not receive written rulings, the taxpayers 
as well as the district director of internal revenue have been advised that dis- 
tributions from such corporations will be treated in a manner consistent with 
the position taken in the Gross cases unless a different disposition of the matter 
is required by the decisions of the courts. 

Very truly yours, 
T. COLEMAN ANDREWS, Commissioner, 


The CHarrman. Are there any other questions? If not we thank 
you, Mr. Gross. 

Mr. Gross. May I submit a statement for the record ? 

The CHamrMan. You may submit a statement for the record. With- 
out objection, it will be made a part of the record. 

(The statement referred to follows :) 


STATEMENT BY ALFRED GROSS, SECRETARY OF GLEN OAKS VILLAGE, INC. 


My name is Alfred Gross. I am a builder. I am also secretary of the Glen 
Qaks Village corporations and have held that office since the corporations were 
organized 

With your permission, we would like to point out respectfully some facts 
concerning Glen Oaks Village which may clear up some misapprehensions about 
the project. 

We would like to tell you what we did at each stage of the job and the reasons 
for each move. 

The story of Glen Oaks Village begins in 1946. We were building 1- and 2 
family houses for sale. That is our regular business. We have been in that 
business since 1896. As far back as 1928, we built and sold 1,000 houses in 1 
vear. We were just finishing a group of 200 2-family houses and expected to 
start another group in Glen Oaks. Before we started Glen Oaks, however, we 
became interested in the possibility of a large rental project, instead of houses 
for sale. 

We had built and sold thousands of houses financed with FHA-insured mort 

ages, and naturally were interested in what FHA had to say. They were 
running a national campaign. They were issuing bulletins and leaflets, making 
announcements on the radio and in the newspapers, and holding public meetings, 
urging builders to build apartments for rent under 608, They pointed out the 
advantages of the 6O8 program. We could get a 90-percent mortgage. FHA 
would insure building-loan advances. 

There were disadvantages. There was rent control. New York City had, and 
still has rent control. It would be difficult to rent our apartments in competition 
with rents for existing apartments frozen at very low levels. No New York 
builder had been willing, up to that time, to take this risk. There was the fact 
that we would have to pay out nearly $2 million in cash on the closing of the 
mortgage, and in addition, post $3,300,000 in personal guaranties. This involved 
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tying up over $5 million. There was the fact that we had to build for a fixed 
price in a rising market. When we build houses for sale, we can change the 
style of our houses, or our prices, to meet changing conditions, but when ycu 
undertake to build 3,000 apartments at one time, you can’t change anything. 
This was a real risk. 

After weighing all these pros and cons, although the proposition was not as 
attractive as a sales job, we decided to go ahead. We were the first big post- 
war 608 rental job in the New York area. When we started, many other builders 
followed. 

After deciding to go ahead, we went to FHA who fixed the value of our land 
at $965 a lot. This value was for land in New York City improved with paved 
streets, sidewalks, curbs, sewers, gas, water, and electricity. 

We went to an architect and had some preliminary drawings made. We filed 
these sketches, together with other exhibits and our application, with FHA. 
This application, which showed our estimated requirements, was filled out by us 
in accordance with instructions and information contained in various documents 
and bulletins issued by FHA. Our estimated requirements were not based on 
actual facts. No facts were available. We had no definite plans on which we 
could get prices for either materials or subcontracts. FHA had the right to decide 
how many buildings we could build, how many rooms, how many apartments, 
the number of garages, and the equipment to be furnished. These items were 
subject to change by FHA at any time prior to the issuance of the mortgage 
commitment. It is only when the commitment is issued that FHA definitely 
states just what the final plans and specifications will call for. It is only after 
we get the commitment that we can draw the actual plans for the job, and it is 
when these plans are finished that we first find out what our probable costs will 
be. It took FHA over 18 months to issue the commitments covering Glen Oaks 
Village. 

Eventually we filed all our final plans and specifications with FHA. When 
they approved them, we made the required payments in cash of $1,926,292 and 
gave the required guaranties for $3,332,805, signed personally by our wives and 
ourselves and backed by everything we owned. 

There seems to be some impression that Glen Oaks was built with a cash out 
lay by the builders of ony $100,000. This probably refers to the $90,000 capital 
stock issued by our companies. The cash and guaranties I have just mentioned 
are in addition to the capital stock. 

Before FHA would accept our guaranty, we had to submit a financial state- 
ment showing a net worth of over $5 million. While FHA insures the bank who 
lends the mortgage money, the builder insures FHA that the job will be com- 
pleted. 

The next point I would like to discuss is what it cost to build Glen Oaks Village. 

A home builder knows two amounts, his cash outlay and his sales price. The 
difference between these two amounts is his margin. It may be a margin of 
profit, or if things go wrong, only a margin of safety against loss. In Glen Oaks 
Village, our cash outlay, not including land or fees was $23,816,382 and our mort- 
gage was $24,359,900. The difference of $543,518 was our cash margin, a little 
over 2 percent. 

In addition to the total mortgage proceeds of $24,359,900, we had received 
other money during eonstruction and when the job was finished. We had sold 
our mortgages at $475,104 above par, and we had also collected $3,756,108 in 
rent during the 2%-year construction period. 

On completion of Glen Oaks Village, this is how we stood. 


We had in— 
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Of this balance, $4,774,725 cash on hand, we distributed $4,600,000 to our stock- 
holders and left $174,725 in the corporation. Over $4,200,000 of this distribution 
was due to money received other than the mortgage proceeds. This was a 608 
corporation with no restrictions on distributions, dividends, or rate of return. 
This fact is clearly stated on pages 11 and 14 of a bulletin issued by the National 
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Housing Agency, entitled “Rental Housing for Veterans.” We relied on this 
statement. However, when FHA requested information about this distribution, 
we supplied it. 

Glen Oaks Village was completed and fully rented. We think it was well de- 
signed and well built. It won first prize in the Queens County Chamber of Com 
merce competition for “excellence of design and civic value.” The value is there, 
no matter what “cost” figure is used. 

Glen Oaks Village has been almost fully rented since it was finished. We have 
pever charged the ceiling rent. We have, however, charged sufficient rent to 
meet the mortgage payments, maintain the property, and provide good services 
for the tenants: 

We pay no management fees. There have been no dividends to stockholder 
since 1949. I do not know exactly how much Glen Oaks Village is worth today, 
because there is nothing exactly like it in New York with which to compare it. 
However, Glen Oaks is, basically, a group of 1,452 two-family houses with garages 
and other facilities. 

Consider the two-family houses we built nearby in 1946. We sold them for 
$17,500. Today they are being resold for $21,000 without garages. Using these 
recent nearby sales as a basis for comparative value, Glen Oaks should be worth, 
conservatively, over $30 million today. 

Payments we have made against the mortgage to date have already reduced 
the FHA risk by nearly $3 million. We have paid off $1,704,000 in amortization 
and have given FHA $680,600 in mortgage insurance premiums. ‘There is in 
various reserve accounts on deposit with the mortgagee, $562,450. We have no 
doubt that every dollar of this mortgage will be paid back. 

The Cuarrman. Our next witness will be Mr. Victor H. Nyborg, the 
preside nt of the Association of Better Business Bureaus in New York 
City; Mr. John R. Hoffman, the vice president of the National Better 
Business Bureaus; and Mr. Hugh R. Jackson, the president of the 
New York City Better Business Bureau. 

If you three gentlemen will come up together, we will appreciat 

Will you ge sntlemen give your names to the reporter and then I will 
swear all of you in. 

Mr. Nysorc. I am Victor H. Nyborg, president of the Association 
of Better Business Bureaus, 405 Lexington Avenue, New York City. 

Mr. Jackson. Hugh R. Jackson, president, Better Business Bureau 
cf New York City, 280 Broadway, New York. 

Mr. Horrman. John Robert Hoffman, National Better Business 
Sureau, 455 Lexington Avenue, New York City. 

The Cuamman. Do you gentlemen solemnly swear that the testi 
mony you are about to give will be the truth, the whole truth, and noth 
ing but the truth, so help you God ? 

Mr. Nypora. I do. 

Mr. Jackson. I do. 

Mr. Horrman. I do. 

The Cuarmman, Our first witness will be Mr. Jackson, president of 
the New York City Better Business Bureau. 

Mr. Suwon. You have made an inquiry into the title I housing 
program in the New York City area, have you not ? 


TESTIMONY OF HUGH R. JACKSON, PRESIDENT, BETTER BUSINESS 
BUREAU OF NEW YORK CITY 


Mr. Jackson. Yes, we have. 

Mr. Stmon. Will you tell us the results of your inquiry into the 
New York City title I housing program ¢ 

Mr. Jackson. Mr. Counsel, I have prepared a statement summariz- 
ing the experience of the New York City Better Business Bureau in 
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terms of the number and the character of complaints that we have 
received. Would it be in order for me to present that to the com- 
mittee at this time? 

The CuHamman. How long will it take you? 

Mr. Jackson. It is a statement of about 20 minutes, or I can try 
to brief it down if you would prefer, sir. 

The Cuatrman. Is it cases? 

Mr. Jackson. That is right. 

The CHatrMan, It is cases that you have found—— 

Mr. Jackson. Regarding home-improvement complaints from the 
public in which FHA title I loans are concerned. 

The Cuarrman. Do you have extra copies of your statement ? 

Mr. Jackson. I do. 

The Cuatrman. Let us have copies up here. I presume it might 
save time to read it, 

Mr. Jackson. Let me summarize rather than reading the full state- 
ment for the committee’s record. 

The Cuatrman. Without objection, your statement will be made 
a part of the record and then your comments will likewise be made 
a part of the record. 

(The statement referred to follows :) 


STATEMENT OF HuGcH R. JACKSON, PRESIDENT, THE BETTER BUSINESS BUREAU OF 
NEw York City, INc. 


Gentlemen, I am appearing here today in response to your request and sub- 
pena to give you such information as is available to the Better Business Bureau 
of New York City regarding certain dealer practices and the consumer reaction 
to these practices in the field of home improvements in the New York City area. 
Mr. Nyborg of the Association of Better Business Bureaus has already informed 
you of the objectives, interests, and methods of operation of the various better 
business bureaus throughout the country in this general field. His statement 
on these matters also covers the Better Business Bureau of New York City and 
I shall therefore not repeat what he has said, or describe the general organiza- 
tion and objectives of the New York City Better Business Bureau. 

In presenting the facts to you regarding the volume and character of com- 
plaints which have been received by us regarding home improvements it is im- 
portant to remind you that these facts should be viewed in their proper perspec- 
tive. They should not produce in your minds or the minds of the public an un- 
favorably distorted picture of the ethics, responsibility, and reliability of the 
overwhelming majority of companies which are providing adequate and honest 
service to the public in the home-improvements field. 

It must be remembered that the public contacts the better business bureau when 
it has doubts or wishes information about the reliability of a specific company, 
or when it has a specific complaint to lodge about the practices of a given com- 
pany. People do not write or call the bureau when they are satisfied with the 
service which they receive from a business concern so that our files necessarily 
contain the negative data where there has been consumer dissatisfaction. I 
should like to make it as clear to you as I can, however, that, in our judgment 
and experience, the vast majority of business concerns which are engaged in 
making home improvements in the New York area are conducted by honest and 
reliable businessmen, This general field of business has, however, had more 
than its share of “fast-buck boys” who have had little or no interest in providing 
fair and honest service to the public. It is about the practices of this latter 
group that I wish to testify in particular. 

In order to give you the overall picture let me point out that during the past 
18 months the New York Better Business Bureau has received a total of approx- 
imately 2.150 complaints regarding various transactions in the fields of busi- 
ness which we classify in the home-improvement field. This represents almost 
5 percent of all the complaints received by the bureau regarding all types of 
business transactions during this period—a percentage which was exceeded only 
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by complaints received regarding television sales and service, furniture, home 
appliances and women’s apparel. During this same 18-month period we received 
a total of more than 9,500 inquiries about businesses in the home-improvement 
field. This is the number of people who called, wrote, or visited the New York 
bureau to inquire about the reliability of companies in this field. It perhaps has 
some significance that the inquiries regarding home-improvement companies 
represented a somewhat greater proportion of the total inquiries received about 
all types of business than did the companies. The 9,500 inquiries constituted 
over 7 percent of the total inquiries received by the bureau regarding all fields 
of business, Whereas complaints in this field were slightly less than 5 percent of 
total complaints received about all business practices. 

Of the total of 2,150 complaints which the bureau recorded in the home- 
improvement field, the great majority involved transactions which were eligible 
for insured financing by the FHA under title I. Our own statistical classifica- 
tions for recording home-improvement inquiries and complaints are not com- 
pletely identical with the list of items which are eligible for FHA financing but 
we would conservatively estimate that at least 1,800 of the 2,150 complaints 
would be eligible for FHA-insured loans. This is not to say that all of the 1,800 
transactions were, in fact, title I FHA-insured loans. The majority of com- 
plainants who communicate with the bureau recite their experiences with the 
dealer involved and do not refer to the financing institution or the FHA. A spot 
check of our files indicates that in about 20 percent of the cases received by us, 
mention is made of the fact that the project has been financed by an FHA-insured 
loan. It is obvious, however, that a much larger proportion of the total is 
actually financed under the terms and regulations regarding title I loans. 

The bureau is primarily concerned with seeing that the public gets a fair 
deal from business and with curbing and restraining unethical business prac- 
tices rather than with keeping statistics. I cannot therefore give you a detailed 
breakdown of the volume of complaints regarding each of the many varieties of 
home improvements about which the bureau receives information. I can break 
the total figures down somewhat further, however. The largest single source of 
complaint to the New York bureau regarding home improvements has to do with 
combination storm windows and doors. We estimate that approximately 1.050 
of the 2,150 complaints enumerated fall in this category. Another 350 relate to 
furnace and heating equipment. The remaining 750 include a wide miscellany 
of items including such things as awnings, carpentry, fire-alarm systems, land 
scaping and shrubbery, painting, plastering, plumbing, and roofing and siding. 

The problems for the consumer in the field of combination storm windows and 
doors have arisen largely through the activities of a comparatively small number 
of dealers who have engaged in extensive bait-advertising practices along with 
high-pressure selling by their salesmen when a contact is secured through such 
advertising, and an extremely sloppy job of installation of windows and doors 
when a sale is consummated. By bait advertising, we mean the offering of 
combination storm windows at a fantastically low price through radio, tele 
vision, or newspaper advertising when there is no sincere intention or even 
willingness to sell windows at the advertised price. Such advertising is used 
merely to gain leads to sell a much more expensive product. 

The practices in this field led to such serious abuse of the public and so munch 
loss of confidence in the whole industry that the New York Better Business Bu- 
reau undertook a special program almost two years ago in cooperation with 
responsible local dealers and the National Combination Storm Window and Door 
Institute to adopt standards for advertising and selling in this field and to alert 
the public about the bad practices of the minority who were causing most of 
the difficulty. A special educational booklet titled “Things You Should Know 
About Combination Storm Windows and Doors” has been prepared by the bureau 
and more than 60.000 copies have been distributed to the public by the bureau 
and cooperating elements of the industry. Despite the constructive steps that 
have been taken however a small group of companies continues to deceive the 
publie and create widespread public complaint. 

The practices of these dealers gave rise some 83 months ago to a request from 
the attorney general of New York State that the files of the bureau be made 
available to him for investigation by his office. Except for relatively recent 
complaints our files on these comnanies are therefore not immediately available 
for analysis and report to vou at this time. 

The serious character of these complaints is revealed however by the fact that 
on Monday of this week, July 12. the State attorney general has filed applica- 
tion with the supreme court in New York and has been granted leave by the 
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court to proceed with an action to dissolve one of the corporations which has been 
under investigation. This company is the Bell Home Improvement Corp. At 
the same time, consent injunctions and decrees were filed with the court whereby 
three other companies are enjoined, restrained, and prohibited from engaging 
in practices similar to those with which Bell is charged. Any violations of these 
injunctions will leave these companies under penalty of dissolution by the at- 
torney general as well as contempt of court. The companies against whom such 
judgments were entered on July 12 were Laurin Home Improvements Co., Inc., 
Dorwin Sales Co., Inc., and Norman Venetian Blind & Shade Corp. The attorney 
general is continuing his investigation of some six other companies operating in 
this field. 

I know of no way to give you a more accurate or succinct picture of the mal- 
practices carried on by the small segment of the storm-window industry than to 
place before you pertinent sections of the affidavit submitted by Assistant Attor- 
ney General Halperin of New York State in conjunction with the application filed 
for leave to proceed with action for the dissolution of the Bell Home Improvement 
Corp. The statements contained herein apply of course only to the Bell Corp. but 
they would, in our judgment, apply with equal accuracy to several other com- 
panies operating in this field. 

After setting forth the background of the establishment of Bell Home Im- 
provement Corp., the attorney general’s affidavit to the court contains the fol- 
lowing statements: 

“The nature of the complaints against this company became so shocking that 
the attorney general was moved to conduct an investigation into the business 
practices and methods of this corporation. During the course of this investiga- 
tion numerous customers of the Bell Home Improvement Corp. were examined 
under oath, and a mass of documentary evidence examined, analyzed, and 
summarized. 

“This proof in the possession of the attorney general demonstrates a bare-faced 
and continuous fraud upon the public of such a character as to shock the con- 
science of anyone familiar with the facts. 

“The principals of Bell Home Improvement Corp. caused to be published in 
newspapers and other media of public distribution and of mass circulation, ad- 
vertisements which such officers of the corporation knew at the time were false 
and fraudulent, and who knowingly and willfully prepared such copy for publi- 
eation with the unscrupulous intent of victimizing and fleecing the public of 
this State. The lure and the bait used by the said officers of such corporation 
in this deliberate scheme to loot the funds of the public of this State was the 
offer in bold type of storm windows and doors for sale at ridiculous and manifestly 
impossible prices. The officers of the corporation in discussion with this office 
have frankly admitted that the offer of storm windows and doors for sale at the 
extreme low prices advertised was for the purpose of obtaining entry into the 
home of members of the public who might be interested in the purchase of storm 
windows and doors. 

“This insertion of misleading and deceptive advertising was not an isolated 
act on the part of the corporation. On the contrary, there was a continuous 
stream of advertisements offering for sale allegedly double and triple track 
storm windows of high quality aluminum at prices ranging from $11.88 down to 
$9.95. 

The investigation by this office reveals that the type of window so advertised 
by the Bell Home Improvement Corp. cost them about $10 each, and that the in- 
stallation charge per window which the corporation is required to expend is $2. 
Consequently, the cost of such a window so installed would be approximately 
$12. It is therefore patent that the actual installed cost to Bell Home Improve- 
ment Corp. of such a window would be higher than the advertised price, without 
taking into consideration the additional cost of overhead, shipping, delivery, 
advertising, and a reasonable profit. 

“When a prospect responds to one of these advertisements a salesman promptly 
appears at the home of the person making such a call. These salesmen work 
on a commission basis. They receive training and are coached by the principals 
of the corporation prior to making any contacts with prospects. These sales- 
men do not receive any commission if the result of their discussions with a pros- 
pect is an arrangement for the window advertised. They receive substantial 
commissions, however, if they in turn succeed in making a sale of the storm 
window, at whatever high price they can succeed by guile and artifice in pro- 
moting the innocent customers to accept. The salesmen are instructed and it 
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is the practice of such salesmen to appear at the home of the prospect with a 
battered, small sample of the advertised window. According to the proof, these 
salesmen either say nothing at all about the advertised window, or make such 
remarks as, that the advertised window “won't stand up,” “You're not getting 
your money’s worth,” “It’s a cheap window,” “It requires scrubbing with steel 
wool every month,” and “It will pit and corrode, “It is not anodized,” or other 
depreciatory remarks. 

“Following these astounding attacks upon the advertised product by the sales 
man, either before or after the low-priced order is taken, a bright, shiny, and 
glowing model of a far more expensive window or a section of such a window 
is then demonstrated with appropriate testimonials. The price of this window 
varies from $25 to $60 per window, as the traffic allows. Should a customer 
insist upon purchasing the less expensive window, the advertised product, the 
salesman either says the window will not suit the home or that someone else 
will call to make the measurements and will almost always avoid writing up an 
order for this less expensive window. The testimony also reveals that virtually 
no sales culminating in delivery of the advertised window have been made. The 
few actual sales of these windows have all resulted from pressure brought by 
the Better Business Bureau or by an attorney instituting suit on behalf of a 
customer. 

“The testimony further indicates that where the customer insists and a sale 
has to be made at the advertised price, the corporation engages in a sit-down 
strike with respect to the delivery of these windows and that customers are un- 
able to obtain these windows, although in some cases a period of 9 months has 
elapsed. The high-priced window of course, as the salesman indicates, is de- 
liverable almost immediately. 

“The testimony also reveals that it is the deceitful practice of this corporation 
to have a customer sign an order form and give a deposit for the low-priced 
window; immediately thereafter, the salesman will begin to berate and dis- 
parage the window he just sold. Thus confronted with these astounding state- 
ments, the ‘sucker’ is then induced to switch to the high-priced window. 

“In addition the testimony reveals that when customers have ordered the high 
priced windows, the storm windows that they receive do not measure up to the 
sample window and the promises of the salesman, and that all complaints and 
demands for service, or the return of deposits are coldly rebuffed by the Bell 
Home Improvement Corp.” 

The attorney general’s affidavit goes on to make the following charge which 
will be of special and particular interest to this committee: 

“The flagrant, continuous illegal conduct of the corporation and its officials 
is also indicated by testimony showing that the fraud was not confined to the 
public itself, but also consisted in attempting to defraud the Federal Housing 
Administration. This was accomplished in the following manner: 

“The customers were in most cases induced to buy ‘on time.’ The purpose of 
avoiding cash sales was to work a racket with the Federal Housing Administra- 
tion by obtaining from the customers completion certificates attesting to the fact 
that the windows described therein had been fully installed to the satisfaction 
of the customers, whereas, in truth and in fact, these completion certificates were 
signed at or about the time that the order was given. The customers, of course, 
were unaware of the fact that among the papers being signed by them were such 
completion certificates. These completion certificates were used in an FHA 
application to some bank or trust company. Upon the basis thereof, cash for 
the full purchase price was obtained by the corporation prior to the delivery and 
installation of the storm windows and despite any subsequent complaint of the 
customers. By this practice the corporation and its officials conspired and com- 
bined to evade the salutory provisions of title I of the National Housing Act.” 

In order to give you a more detailed picture of the type of complaint which 
is registered with the bureau regarding home improvements we have made an 
analysis of 100 written complaints drawn from the files of several companies 
which have been the source of substantial public protest and objection. Most of 
these relate to home improvements other than in the storm-window field, al- 
though a few recent storm-window complaints have been included. A study 
of these 100 cases shows that in 70 percent of the total the complainant alleges 
that the product or work done was unsatisfactory and the dealer has either re- 
fused to do anything by way of service or repair of the job or has not done so 
to the customer’s satisfaction. In 11 instances the customer has complained 
that the job was not fully completed according to specifications. In over half 
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of the cases of unsatisfactory performance the homeowner had received a spe 
cific guaranty from the company which they state was unfulfilled. In 23 of the 
100 cases the consumer refers to high pressure selling tactics on the part of the 
salesmen. These tactics included claims that a decision would have to be 
reached immediately if the job was to be done at a supposedly special low price 
because the company had workmen who needed to be put to work the next day, 
and special bonus offers of one sort or another if the consumer would immedi- 
ately sign on the dotted line. In 22 cases there were charges of bait advertising 
and delayed delivery or failure to deliver the advertised product in accordance 
with the “gimmick” practices which I have previously described to you. One of 
the favorite devices of the unethical operator in the home-improvement field is 
the use of the so-called model home and bonus-plan scheme. Under these plans 
the homeowner is induced to have his house sprayed with mastic paint or re- 
roofed or re-sided on the claim that he is being given a special price so that his 
home may be used as a model to show other homeowners in the area. This is 
frequently accompanied with the further alluring “gimmick” that the consumer 
will be given a $50 credit on his costs for every job that is done within his 
community as a result of his home having been done first by the company. Need- 
less to say this is fakery and misrepresentation of the first order and no special 
price is, in fact, offered, nor are bonuses paid. In 11 of the 100 cases analyzed 
by the bureau the model home approach was used by the salesman in consum- 
mating the deal and in 10 instances the bonus plan was also involved. Finally 
I should add with respect to this analysis that there is specific indication in at 
least 4 of the 100 cases that the customer was induced to sign the completion 
certificate before the job had actually been completed. 

Excerpts of some actual letters received by the bureau will perhaps serve as 
helpful illustrations to your committee of the type of complaint which is made 
by the public against the fraudulent fringe of operators in this field. As an 
example of the model home scheme let me read you significant portions of a let- 
ter received by us from a complainant against a company known as Abbott Home 
Modernizers, Inc. The complainant wrote us as follows: 

“SEPTEMBER 21, 1953. 

“This may just be a waste of your time, but I would like to tell you about a 
eoncern, which I’m afraid I was unfortunate enough to do business with. 

“It is Abbott Home Modernizers, Inc., 62-51 Woodhaven Boulevard, Rego Park 
74, Long Island. 

“Their representative, Mr. B. Farr, talked to my wife during the day of 
Wednesday, July 22, 1953, and he and his boss returned that same evening to dis- 
cuss their pro)osition with my wife and I. 

“They were selling ‘Pressure Kote,’ a chemical compound containing paint, 
mica, asbestos, etc., Which is applied to the exterior of the house by spraying un- 
der high pressure. 

“They stated that it was expensive but did many things, such as insulate and 
fireproof, as well as being guaranteed for 20 years not to chip, crack, fade, blis- 
ter, peel, and so on. This meant I would be free of painting my house for at 
least 20 years and they made it sound pretty good. Also this guaranty was to 
be delivered by United States mail, meaning that they must back it up or 
be guilty of defraud by mail. 

“Then they started outlining their proposition. They stated that they desired 
to expand their business and branch out into this area in which we are located. 
In fact they claimed to have 12 salesmen ready to start working this section and 
were rather anxious to get started as these men were receiving their salaries 
while waiting. The only thing that was holding them up, was they wanted to 
have a “show house” for these men to use as an example. 

“It was in this respect that they asked if we would please cooperate with 
them. They pleaded, ‘Please, have faith in us and you will never be sorry.’ 
The proposal was that we were to have our house ‘Pressure koted’ and allow 
them to take pictures and bring prospective customers to examine the applica- 
tion. For this we were to receive $50 for each house they did in our area, even 
though it might not be necessary to show our house to climax the sale, until 
we had received the cost of the application to our home. We also were to receive 
3 gallons of foundation trim paint which I said I would apply myself. 

“The cost of this job on our house was to be $990. No downpayment would 
be necessary. The first payment would be in 60 days, with 36 monthly pay- 
ments of $31.57. Under ordinary conditions this payment added to my present 
mortgage payment and other obligations would be more than I could handle 
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But they assured me, that from past experience with their product in other 
localities, they would easily get at least 20 homes to process. 

“Usually I am the type person who is very skeptical with salesmen. In fact, 
after discussions with my wife and others I felt that sometimes I’m even a little 
unreasonable and a bottleneck to business expansion. jut these men seemed to 
be honest and very sincere. Their product seemed worth while, so I decided to 
cooperate and work along with them. 

“They left stating they would be back in a couple of days to take pictures ete. 
in preparation for a local advertising campaign. Later that same evening Mr. 
Farr telephoned saying he had forgotten to get my place of employment and a 
few other details and I told him I would like to have something in writing from 
him covering the details of our ‘show house’ agreement. He said he most cer- 
tainly would bring down the details in written form and not to worry about a 
thing. Just have a little faith in them and everything would work out all right. 

“The following Saturday afternoon a crew of men showed up with their ma- 
terials and equipment. They asked if they might leave their equipment over- 
night and do the job the next day, Sunday, as they had orders to get the job 
done as soon as possible as this was to be a ‘model house.’ They completed the 
job but left me no foundation paint, as they said the salesman was to bring it. 

“All this rush seemed to tie in with their statement of wanting to start sales- 
men working in this area. But time went on and we neither seen anyone or 
heard anything except to receive correspondence from the Prudential Savings 

jank, Broadway and Vernon Avenue, Brooklyn, N. Y., stating that our 
monthly payments would be $31.62 starting September 25, 1953. 

“We continued to wait, giving them the benefit of any doubts in our minds, 
figuring they had just been delayed in starting their sales program. 

“On August 26, I wrote Mr. Farr a short general-type letter saying we had 
expected to see him back before this time; what were we to do if anyone inquired 
of the finish on our house, and would be please bring the masonry paint so I 
could apply it before bad weather. 

“The evening of Tuesday, September 1, my wife, the children and I were out 
visiting friends. When we returned there were 3 gallons of masonry paint and 
several prospective customer cards at the front door. (I’m enclosing one of 
these cards.) You can see these cards come nowhere near covering our agree- 
ment. We have heard nothing or see no one since. 

“This concern may be very reliable and they may have been very sincere in 
their offer to us, but it seems they are doing nothing toward their part of the 
bargain. I feel that they obtained my sale under false pretenses and mis- 
represented themselves by selling me on a proposal [ don’t think they ever in- 
tended to carry out. Their failure to produce the 20-year guaranty even leaves 
me unable to use this finish as a selling point in case it becomes necessary for 
me to sell my house. I have nothing in writing except a copy of the original 
order form and guess I’m stuck with a bill I’ll just have to pay in some manner 
or another. 

“T wanted to pass my dealings with this company on to you. Your files may 
already contain information on this concern, but I wanted to try, if they are 
as unreliable as they seem, to expose them and possibly save some other young 
struggling couples from a similar situation.” 

As another example of this type of approach let me cite 1 complaint received 
regarding the Pioneer Home Equipment Co. of Newark, N. J., a concern which 
went bankrupt late in 1952 and which left a trail of dissatisfied and irate cus- 
tomers behind them. 

JANUARY 2, 1952. 

“Three months ago we contracted to have our house painted by Pioneer Home 
Improvement Co. of Newark, N. J. We were told by Mr. Miller, who is a 
salesman for this company that they wanted to use our house as a model, since 
they were just starting to work on Long Island. Mr. Miller said the price of 
the job would be $1,950 to any other customers they may get but our price 
would be $1,240. We were to tell anyone who asked the price, that we paid 
$1,950. We were to get a perfect job and $50 for every customer they got 
through this job. We feel sure now that Mr. Miller is just a high pressure 
salesman. He said we had to give an answer that night because they wanted 
to start work the next day and if we didn’t get the work cone now we would 
have to pay the higher price later. 

“According to Mr. Miller the job would require 4 men working and 3 days for 
preparation alone. The entire job, would take at least 2 full weeks. The next 
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morning this company sent out 2 men who did the entire job in one day and 
a half. We were promised that all cracks in our stucco house would be repaired, 
ivy removed from all walls, and many minor promises that were never fwul- 
filled. 

“Our house had ivy on portions of all walls. The main vines were torn off 
and the many remaining pieces of ivy were merely sprayed over. These pieces 
protrude as much as 2 inches on many areas. The job is so poor that it is 
unbelievable that we are being asked to pay for the job. 

“We are now in the process of obtaining bids on the cost to redo this work 
to a good job and it is our intention to sue for this amount. 

“We have never signed a completion slip, yet the bank threatens to impose 
fines on us. 

“We are very bitter in this situation and there are violations of the contract 
sufficient to require them to do the entire job over. Because of the bulldog tac- 
tics of this company we do not feel any courtesies on our part are necessary. 
The color of the paint is not éven as specified, nor is the brand of paint as 
specified in the contract. Two more men were sent out to redo the job. They 
spent a day and a half trying to patch up the job, which is still disgraceful. 

“T have never failed to pay a bill in my life and we will certainly pay for 
this job if it is completed to our satisfaction. 

“No one has even had the decency to come and talk with us concerning the 
job and we are convinced this is a profitable racket this company is perpe- 
trating on the public. The 2 men who were here to do the job over said they 
had 3 other houses to do over after they finished ours.” 

A final example of the model home and bonus scheme which also illustrates 
the occasional indication that outstanding bills are consolidated and included 
in FHA loans is one regarding a firm known as Approved Home Developers, 
Inc. This complainant writes as follows: 

JUNE 15, 1953. 

“TI wish to report the following salesmanship practice to you on the part of 
salesmen from the Approved Home Developers, Inc., 69-12 Austin Street, Forest 
Hills, N. Y. 

“Two of their salesmen approached me, whose names are a Mr. Donner and 
Mr. J. M. Walters. Mr. Walters said he was the son of the inventor of the 
siding known as Brixite and that he wanted to use my home as a model home 
in the community in order to stimulate sales of the said material. In return 
I was supposed to receive a 20 percent discount on the cost plus a bonus for every 
house that was covered by them within a 3-mile radius of my house. Also I 
was to receive a picture taken of my house before and after the job was com- 
pleted. A few days after the job was completed, two friends of mine within a 
mile of my home told me they had been approached by the same company and 
offered the same proposition, and as you probably know from other sources, I 
Lave not heard from them again. 

“If this information can be passed on to the FHA, they also advanced me money 
to pay off some small outstanding bills in order to get the job and the amount 
was added to cost of doing the job. 

“Hoping that you might be able to use the above information as a means of 
stopping the company from using same tactics in selling their services to other 
homeowners, I remain,” 

As a further illustration of the violation of FHA regulations by some of these 
operators let me cite another complaint regarding Approved Home Developers. 
This complainant writes as follows: 

Marcu 4, 1954. 

“It appears that we have been victimized in connection with an FHA title I 
loan for home improvement, and I am wondering if the Better Business Bureau 
can be of any help. 

“Last December 5, Mrs. Arthur and I jointly signed an agreement with Ap 
proved Home Developers, Inc., 69-12 Austin St., Forest Hills, covering a spray 
paint job on our house, plus window trim, plus supply, and installation of two 
aluminum storm doors, 

“The agreement provided 60 monthly installments of $35 per month, and we 
signed a note with the Prudential Savings Bank, Broadway and Vernon Avenue, 
Brooklyn 21. 

“The company delivered as agreed on the spray painting, did the trim including 
storm windows—except that the latter were left scattered around the yard to 
dry—but did not deliver the storm doors, which were represented verbally to 
us worth $165. 
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“T was presented with an FHA completion certificate after the spray was 
applied, which I refuse to sign. Another crew did the trim, and presented a 
completion certificate to Mrs. Arthur in my absence. She had just been returned 
that morning, December 21, from a hospital where she had undergone surgery. 
The head of the painting crew virtually forced his way into the house, despite 
her protests that she should be in bed, and insisted that the certificate covered 
only the trim portion of the job, pleading that he could not get his money before 
Christmas unless it was signed. Under this misrepresentation, she did so. 

“This completion certificate, dated December 14, was later presented to the 
bank, signed by Abe Eisenberg, vice president of the firm, and dated in his 
handwriting. The bank also was given a copy of the agreement which we signed, 
in which the $35 figure agreed to as the amount of payments had been erased 
and $36.36 substituted. 

“T talked subsequently with Mr. Eisenberg by telephone, and he said he had 
no knowledge that the work had not been completed, promising the doors quickly. 
This was on February 11. Meanwhile, a payment came due which we paid under 
protest. 

“T have also talked with J. N. Walters, the firm’s agent who signed the original 
but who now claims he is no longer associated with Approved. He also promised, 
in the presence of William W. Skolnick, assistant vice president of the Prudential 
Bank, that the doors would be installed. To date no measurements have been 
taken. 

“We realize that the signing of the completion certificate was a mistake, but 
notwithstanding this the original agreement has not been fulfilled; it was altered 
by erasure after we had signed it; the completion certificate was obtained by 
misrepresentation; and the company has shown no inclination to act in good 
faith if, in fact, the filing of the certificate was an honest mistake. For example, 
registered letters addressed to Eisenberg and Walters at the company’s address 
have been refused for weeks, and finally returned to us.” 

One of the most substantial sources of complaint regarding unsatisfactory 
products and failure to live up to guaranties is in the field of mastic paints. We 
have been advised by trade sources that some of the mastic paint formulas 
provide excellent and long-lasting surfacing for dwellings of certain types but 
some of these mastic paints are apparently not of high quality. Moreover certain 
types of houses such as wood-shingle homes which have substantial moisture 
content should apparently never be accepted for this type of job since a satis- 
factory long-lasting result is said to be impossible. Under all circumstances very 
careful preparation of the surface is essential before the mastic paint is sprayed 
on the surface and the job of application is one which must be done with great 
skill and competence. 

It is quite apparent that some fly-by-night dealers have sought to capitalize 
on this product by promoting jobs on all types of dwellings regardless of their 
suitability for the product, by hasty and inexpert application and by issuing long- 
term guaranties of 10 or 20 or even more years which have left the customer with 
a very unsatisfactory job and no real satisfaction on such guaranties. 

Typical of this type of complaint is the following letter which we have re- 
ceived regarding the Permastica Corp. The letter states: 

“On April 24, 1953, we signed a contract with the Permastica Corp., of 215 
Montague Street, Brooklyn, N. Y. to spray on Permastica on the outside of our 
house. 

“This was done in May of 1953 and on May 21, 1953, we received a 10-year 
guaranty on the work. 

“The job cost us $1,185 of which we paid $10 deposit, $500 on completion of 
work and financed the balanced of $675. 

“At the same time the work was being done, I told the Permastica people 
that our contract called for caulking of all the windows and replacing or re- 
pairing of all loose, rotted, or broken shingles. 

“They told me just spraying their product around the windows, caulked 
them—if I wasn’t completely satisfied, during the winter, if I got any drafts, 
they would come back and do them again. 

“About November of 1953, I wrote them telling them I was getting strong 
drafts from around the windows, but they never answered my letter. 

“On March 31, 1954, I again wrote about the windows and, also, more im- 
portant, about the entire job. 

“The house was done in white and is definitely turning yellow and the brown 
from the old shingles is showing through and in numerous places the white 
seems to be wearing off completely. 
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“This letter, also, failed to get any reply from them. 
“They did not replace or repair all the broken shingles, telling me they just 
fixed the real bad ones, but assured me the Permastica would keep them from 
breaking more or falling out in the future. So far, none have fallen out, but 
it certainly doesn’t look good to have the broken ones showing. 

“Though they gave us a 10-year guaranty, it means nothing, if within 1 year’s 
time, they will not even reply to a letter telling them the job is not satisfactory. 

“Aliso, before I would sign for the work having been done, I told them I wasn’t 
satisfied with the way the shingles were covered and all they would do then, was 
send a man to touch up each spot T could find, with a brush. 

“T really feel I have been cheated on this work and am only sorry I did not 
know about your offices before I signed the contract to do the job. 

“It’s too bad your offices are not advertised more, to let more people know they 
ean check on a firm before doing any work and believe me, I will never have any 
other work done without consulting your office.” 

There are many other examples which I could cite to you about houses chang- 
ing color, and cracking, peeling and blistering of mastic paints, as well as com- 
parable unsatisfactory jobs regarding residing and reroofing but I shall not take 
the time to do so since the pertinent files of the bureau regarding these and other 
companies haye been made available to the staff of your committee in response 
to your supena. 

In concluding this statement I should like to avail myself of the invitation 
of your committee to make a few general observations regarding the home- 
improvement business and the activities of the FHA in relation thereto. I 
believe that it must be obvious to all impartial observers that a vast amount 
of home modernization and improvement has been carried on in recent years 
to the distinct benefit of individual homeowners, the economy of our country, 
and the thousands of relatively small companies that have carried on the bulk 
of this work. Let me reiterate the statement which I made at the outset that 
the vast majority of this work has been carried on honestly and reliably, by 
the overwhelming majority of the companies involved. This whole field of 
home improvement is, of course, one where the ready and easy provision of 
credit is essential for only a relatively small proportion of homeowners are in 
position to have such improvements made if they must be paid for fully in 
eash at the time of the improvement. The existence of provisions for FHA 
insurance of title I loans has undoubtedly been an exceedingly important factor, 
both in the past and in the present, in assuring easy credit for this type of work 
and facilitating its development. It would seem to us therefore that this pro- 
gram has been and now is distinctly in the public interest. 

From the reports and complaints which have reached us it is also obvious, 
however, that the public has not been fully protected against the machina- 
tions of sharpshooting promoters in all instances and that the facilities, pres- 
tige, and credit of the Government have in fact been used to help promote and 
give aid and comfort to some of these charlatans as well as to the responsible 
majority of dealers in these fields. No one can say with precision how much 
homeowners have lost through the machinations of gyp artists and shoddy op- 
erators in the home-improvement field but it would not be unreasonable to 
estimate that more than $50 million of home-improvement work has been done 
in the metropolitan New York area in the last 2 years where the customer 
feels that he has either been deceived or has not secured full value and satis- 
faction for his investment. 

The amendments to the regulations governing title I loans which have been 
made in recent months, with their increased emphasis upon the necessity for 
lending institutions to assure themselves of the reliability of dealers and the 
outlawing of FHA insurance for deals involving the model-home scheme or 
bonus plans, are all steps in the right direction but the important thing of 
course is not the writing of regulations but the provision of efficient administra- 
tive machinery to see that they are enforced. 

No plan can or will be devised which will eliminate all fraud or deception 
in this field anymore than it can be done in any other field of human endeavor. 
I suggest, however, on the basis of our experience to date, that more effective 
steps can and must be taken to minimize the evils which have arisen in this 
field. I believe that the fundamental principle enunciated in the existing recu- 
lations to the effect that the lending institution itself, rather than the FHA, 
must exercise the basic responsibility of determining the reliability and bona 
fides of the dealer is-essentially correct. But such a principle carries the bank 
or other lending institution beyond its normal role of determining mere credit 
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responsibility as it does in most loan situations, and effective supervision and 
direction of the banks’ activities in this area would seem to be essential by the 
FHA if the regulation is to be made really effective. Adequate administrative 
machinery and sufficient personnel for supervision and checking of these matters 
by the FHA would certainly seem to be called for. 

It is significant that very few of the lending institutions in the New York are¢ 
have checked with the better business bureau regarding the volume or nature 
of complaints about specific companies in determining their reliability for FHA- 
insured loans and it is equally significant I think that the FHA itself has made 
little or no attempt to review or utilize the information available at the New 
York Better Business Bureau except in isolated specific instances which we 
have called to the attention of local FHA authorities. 

We conclude that an intensification of effort on the part of both the FHA 
and the lending institutions in eliminating fraud, deception, or misrepresenta- 
tion is certainly required in this field and we repeat here our often expressed 
willingness, as a voluntary agency of business which is dedicated to building 
confidence in private enterprise by eliminating justifiable causes of complaint 
against business, to give full cooperation in seeing to it that our economy may 
move forward with full protection of the rights of the public and responsible 
business itself. 

Mr. Jackson. Let me say at the outset that in the course of the past 
year and a half the New York City Better Business Bureau has re- 
ceived approximately 2,150 complaints from members of the con- 
suming public regarding problems of home improvements. 

In addition to this 2,150 complaints, we have during this period re- 
ceived over 9,500 inquiries from the consuming public asking for in- 
formation about the reliability of companies engaged in various fields 
of home-improvement activity, most of which would be eligible for 
FHA financing under title I. Of the total of 2,150 complaints, of 
course, we do not know that all of them actually involved FHA loans 
; “ ause the consumer writes us complaining about the transaction with 

he dealer without necessarily stating specifically that this was an 
F HA-insured loan. A spot check on our files indicates that it is 
specifically mentioned in about 20 percent of the cases, but we would 
know that the proportion was actually a good deal higher than that. 
Of the total of 2,150 complaints, slightly over half have had to do 
with combination storm windows and doors. 

About 350 have related to furnace and heating equipment com- 
plaints and the remaining 750 have involved a wide variety of home 
improvements, including matters such as awnings, carpentry, fire- 
alarm systems, landscaping and shrubbery, painting, plastering, 
plumbing, roofing and siding; the problems in relation to combination 
storm windows and doors have been so serious and the volume of com- 
plaints has been such that the New York City Better Business Bureau 
has been working particularly closely in this field with the responsible 
elements of the industr y and in the past few months with the attorney 
general of the State of New York. 

Senator Maynank. Is that still going on? 

Mr. Jackson. Yes, sir. 

Senator Maypank. Today? 

Mr. Jackson. Yes, sir. 

Mr. Sron. Mr. Jackson, can you tell us how they operate? 

Mr. Jackson. If I may, let me say that the attorney general within 
the past 3 days has moved to dissolve one ne oe storm-window corpora- 
tions which is operating in the New York are 

The Cuarmman. Are they definitely financi ing under the FHA? 
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Mr. Jackson. Yes, sir, and has entered consent injunctions and 
decrees with the Supreme Court of New York State against three 
other companies permanently enjoining and restraining them from 
engaging in practices, including, for instance, the taking of completion 
certificates before the work is actually done for FHA financing and 
insurance. 

Senator Maypank. Let me ask a question ? 

The Cuarrman. Senator Maybank. 

Senator Maysanx. The more we get into this thing the worse it 
apparently gets. It seems as though everybody tries to get something 
out of the Government for nothing. Suppose we did away with title 
I, couldn’t the banks in New York finance home improvements? 

Mr. Jackson. I would not pretend to be an expert on this question. 

Senator Maynank. I am just asking your judgment of it. 

Mr. Jackson. In my judgment, on the basis of the experiences we 
have had with the consuming public, it would seem to me that title I 
has been of definite value in providing easy credit for a lot of small 
homeowners. I for one could not say, on the basis of my experience, 
that this could be handled without it. 

The Cuarrman. Is it the job of the Federal Government to supply 
easy credit or the job of private enterprises to do it ? 

Mr. Jackson. I would say, sir, that it is the job of private enter- 
prise, that in this situation a good deal of home improvement has been 
done to the benefit of our people by virtue of FHA insurance that I 
think would probably not have been done. 

In response to counsel’s question as to how these companies operate, 
I think if I could cite to you part of the statement which the attorney 
general has made in his affidavit to the court asking for a dissolution 
of the company, Attorney General Goldstein of New York State, in 
presenting that affidavit on Monday of this week commencing action 
for the dissolution of the corporation, he said that the proof in his 
possession regarding it could demonstrate a barefaced fraud upon the 
public of such character as to shock the conscience of anyone familiar 
with the facts. 

He goes on to point out that the principals of this company, which 
is the Bell Home Improvement Corp., had followed a consistent prac- 
tice of advertising on radio, television, and in newspapers, offering 
combination storm windows at ridiculously low prices. 

Senator Maypank. Are they still doing that ? 

Mr. Jackson. Yes, sir. 

Senator Maysanx. I saw some advertisements on television myself. 

Mr. Jackson. Of $8 to $10 or $11, where the purpose is obviously 
not to sell windows at this price, but it is what we call bait advertising 
in the better business bureau. It is a lure and a device to get a contact 
with the potential customer to try to sell him a much more expensive 
item. The attorney general relates in detail, which I have in this state- 
ment but I will not take the time to read it in detail, that it is quite 
obvious from an investigation that these windows are seldom if ever 
sold, that these companies that engage in these practices produce 
shoddy merchandise about which there is complaint and which is sold 
at a price 4 or 5 times the price of the advertised product, with the 
salesman getting no commission if he happens to sell the low-priced 
window but if he sells a window at whatever the traffic will bear at a 
much higher price, his commission is very great. 














































I think 
should qu 
where the ¢ 
the corpora 
windows al 
cases a per 
the salesma 

He goe: 
high-price 
corporati 
statement 
The flagra: 
also indica 
public itsel 
Administra 
tomers wel 
eash sales 
obtaining f 
the windov 
customers, 
the time th 

The cust 
being signe 
tificates w 
upon the b 
poration pi 
any subsec 
and its offi 
of the Nati 


That r 
in this, b 
erative ac 

Mr. St 
that with 

Mr. JA 

Mr. Sr 

Mr. JA 

Mr. Si 
cases ? 

Mr. Ja 
ceive an 
papers t 
not. unde 
tificate. 
nivance | 

I coul 
indicates 
which th 
1 have r 
York to | 
the deale 

Senat« 
about th 
treated a 

Mr. J 
about. w! 


FHA INVESTIGATION 573 


I think there are two particular statements in this affidavit that I 
should quote to you. One is that with regard to this practice— 
where the customer does insist and a sale has to be made at the advertised price, 
the corporation engages in a sitdown strike with respect to the delivery of these 
windows and customers are unable to obtain these windows, although in some 
eases a period of 9 months has elapsed. The high-priced window, of course, as 
the salesman indicates, is deliverable almost immediately. 

He goes on to say that where complaints are made even when the 

high-priced windows are delivered, they are coldly rebuffed by the 
corporation. Then of particular interest to the committee is this 
statement in the action. 
The flagrant continuous illegal conduct of the corporation and its officials is 
also indicated by the testimony showing that the.fraud was not confined to the 
public itself but also consisted in attempting to defraud the Federal Housing 
Administration, This was accomplished in the following manner. The cus- 
tomers were, in most cases, induced to buy on time. The purpose of avoiding 
eash sales was to work a racket with the Federal Housing Administration by 
obtaining from the customers completion certificates attesting to the fact that 
the windows described therein had been fully installed to the satisfaction of the 
customers, whereas in fact these completion certificates were signed at or about 
the time the order was given. 

The customers, of course, were unaware of the fact that among the papers 
being signed by them were such completion certificates. These completion cer- 
tificates were used in an FHA application to some bank or trust company and 
upon the basis thereof cash for the full purchase price was obtained by the cor- 
poration prior to the delivery and installation of the storm windows and despite 
any subsequent complaint of the customers. By this practice the corporation 
and its officials conspired and combined to evade the salutary provisions of title I 
of the National Housing Act. 

That represents the statement of the attorney general of New York 
in this, based upon the files of the better business bureau in our coop 
erative action. 

Mr. Stmon. Mr. Jackson, do you think they could successfully do 
that without the cooperation of the banks? 

Mr. Jackson. I think in many cases they can. 

Mr. Smon. Without the bank’s cooperation ? 

Mr. JAcKSON. Yes. 

Mr. Stmon. Do you think they have the bank’s cooperation in some 
cases ? 

Mr. Jackson. I am not aware of situations where they do. We re 
ceive a number of complaints indicating that people have been given 
papers to sign at the time they have signed the order where they did 
not understand or recognize that they were signing a completion cer- 
tificate. There are other instances where there is evidence of con 
nivance between the homeowner and the dealer. 

I could cite one complaint to you where the complainant himself 
indicates that the dealer advanced cash in order to pay off certain debts 
which the owner had and included the full amount in the FHA loan. 
I have no evidence in the files of the better business bureau in New 
York to indicate that there is direct connivance between the banks and 
the dealers with respect to these matters. 

Senator Maysank. I have skipped through your statement. What 
about these houses that you mention on pages 20 and 21 that were 
treated and that changed color? How could that bappes ? ' 

Mr. Jackson. We have had a substantial number of complaints 
about what we would call the fast-buck dealer in the field of mastic 
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paint where high-pressure promotion has resulted in sales being made. 

A house has been sprayed with mastic paint. 

‘ Senator Maypank. You say it is sprayed white and changes to 
own f 

Mr. Jackson. That is right. That is what several complainants 
have reported to the bureau over the past year and a half. 

Senator Maypanx. Have you seen any of those houses? 

Mr. Jackson. I have not personally, no, sir. Some of these mastic 
paints are apparently a good-quality product, but it is also exceedingly 
important that care be taken as to what type of house it is applied to. 

For instance, a wood-shingle house with a lot of moisture content 
apparently will not hold this paint even though it is guaranteed for 10 
or 20 years. 

I would like to say, having launched into this problem immediately, 
that I would like to make it quite clear that from the point of view of 
the better business bureau our files indicate that a large number of the 
dealers who are engaged in the home-construction business are per- 
fectly honest and reliable businessmen and I would not want to leave 
the impression with this committee or the public that the files indicate 
that this field is surrounded by fraud. 

The CHarrman. We understand that. 

Mr. Jackson. If I may, sir. let me read my conclusions and then I 
shall be glad to answer any further questions. 

We believe that it must be obvious to all impartial observers that a 
vast amount of home modernization and improvement has been carried 
on in recent years to the distinct benefit of individual homeowners, the 
economy of our country, and the thousands of relatively small com- 
panies that have carried on the bulk of this work. Let met reiterate 
the statement which I made at the outset that the vast majority of this 
work has been carried on honestly and reliably, by the overwhelming 
majority of the companies involved. 

No plan can or will be devised which will eliminate all fraud or 
deception in this field any more than it can be done in any other field 
of human endeavor. 

I suggest, however, on the basis of our experience to date, that more 
effective steps can and must be taken to minimize the evils which have 
arisen in this field. I believe that the fundamental principle enunci- 
ated in the existing regulations to the effect that the lending institu- 
tion itself, rather than the FHA, must exercise the basic responsibility 
of determining the reliability and bona fides of the dealer is essen- 
tially correct. 

Senator Mayspank. The FHA man can’t do it, Mr. Jackson. The 
Attorney General has to take action. It is spread all the way from 
Maine to California. 

The Cuareman. This principle has been a law since 1934. 

Mr. Jackson. This principle does carry banks into an area which 
they don’t normally involve themselves. It does seem to us that the 
FHA, if it is to continue in this field, should be geared and equipped 
to do a more effective job of supervision of the bank’s activity in this 
field than they have done to date. It is significant that very few of 
the lending institutions in the New York area succeeded with the better 
bussiness bureau regarding the volume or nature of complaints about 
specific companies in determining their reliability for FHA-insured 
loans and it is equally significant, I think, that the FHA itself has 












made litt 
able at t 
specific ir 
authoriti 
rt of bk 
raud, de 
field and 
ness conc 
suming p 
FHA anc 
we still he 
Senato: 
bank assu 
Mr. Jac 
Senato 
ica. Hov 
for the in 
Mr. Jat 
an admin 
think, ho 
tive job a 
evidence 
the last y« 
Senato. 
tration 0: 
I think 
out of th 
Mr. Cole 
money w! 
Florida a 
Mr. Ja 
only repo 
he C: 
and rema 
You gent 
Bureau. 
Mr. Ny 
Bureaus « 
Mr. Ny 
The Cr 
Mr. Nx 
phrasing 
moment. 
The Cr 
Mr. N3 
record. 
The Cr 
Mr. N3 
of the be 
this subje 
The © 
ment in t 
ences. 
(The si 


FHA INVESTIGATION 575 


made little or no attempt to review or utilize the information avail- 
able at the New York Better Business Bureau except in isolated 
specific instances which we have called to the attention of local FHA 
authorities. We concluded that an intensification of effort on the 
part of both the FHA and the lending institutions in eliminating 
fraud, deception, or missrepresentation is certainly required in this 
field and we repeat here our willingness as a voluntary agency of busi- 
ness concerned with protecting the good name of business and the con- 
suming public to give our full cooperation in the New York area to the 
FHA and to the banks in ferretting out these frauds and gyps which 
we still have. 

Senator Maysank. But you still think it can only be done if the 
bank assumes some responsibility ¢ 

Mr. Jackson. I think so. 

Senator Maysank. There are millions of banks throughout Amer 
ica. How can one FHA office in Washington with $150,000 allowed 
for the inspections cover all of that? 

Mr. Jackson. I would agree that would be:impossible and produce 
an administrative barrier that would be exceedingly difficult. I do 
think, however, that the FHA should be equipped to do a more effec- 
tive job of supervision of the banks’ activities in this field than I see 
evidence of having taken place in the New York area in the course of 
the last year and a half. 

Senator Maypanx. In justice to the FHA and the present adminis- 
tration of the FHA, they have not had the money to do it. 

I think it was testified here that last year they had about five people 
out of the Washington office to make these checks. I think we gave 
Mr. Cole $150,000 this year to hire some people but that is not much 
money when you think of the area between California and Maine and 
Florida and the State of Washington. 

Mr. Jackson. I am not an expert on the Federal budget. I can 
only report my conclusions on the basis of our experience. 

The Cuarrman. Now, if you will trade places with Mr. Nyborg 
and remain there, we may have some questions for you a little later. 
You gentlemen are all associated with the New York Better Business 
Bureau. 

Mr. Nyborg, you are president of the Association of Better Business 
Bureaus of New York? 

Mr. Nysore. Yes, sir. 

The Cuatrman. Do you have a statement? 

Mr. Nysore. I do have a statement. I can brief this down by para- 
phrasing what is here. I have only one extra copy in my file at the 
moment. 

The CuatrMan. Do you want to read your statement ? 

Mr. Nyrzore. No, I will brief it down and make that a part of the 
record. 

The Cuatrman. The statement has to do with specific cases, does it ? 

Mr. Nysora. This statement has to do with the general experience 
of the better business bureaus in 93 cities of the country involving 
this subject. 

The Cuatrman. Then, without objection we will place your state- 
ment in the record and then you may proceed to tell us your experi- 
ences. 

(The statement referred to follows :) 
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STATEMENT or Victor H. Nysorc, PresiDENT, ASSOCIATION oF BetTTeR BUSINESS 
Bureaus, Inc. 


The Association of Better Business Bureaus, of which I am president, is ‘the 
research, industry, and public relations office for the 98 better business bureaus 
in the United States and 7 in Canada. This office generally acts in the capacity 
of a service office for its member bureaus, offering conference facilities to them 
and acting as a clearinghouse for information for them. It also is the repository 
for statistical data on business-consumer problems, reported by bureaus period- 
ically. This data is tabulated and analyzed, and referred to when studying 
unusual or significant problems affecting an industry, trade, or number of bus- 
iness concerns, and the public. Such data are helpful in working out solations 
through voluntary, cooperative action between the bureaus and those concerned. 

The Better Business Bureaus are supported by approximately 70,000 business 
firms in all lines of enterprise, which provide funds to the bureaus individually 
in their own communities and they, in turn, provide a fixed percentage of that 
\ncome to the operation of the association office. 

The Better Business Bureaus were founded over 40 years ago by leaders in 
organized advertising for the purpose of combating fraud, deception, and chican- 
ery in the advertising and selling of goods and services to the public. Essentially, 
the bureaus still have as their basic objective the improvement of advertising 
and selling practices, in the public interest, and in eliminating the causes of 
justifiable public complaint against business. They are, basically, fact finders 
and dispensers of factual information. They do not recommend, endorse, or 
approve companies, products, services, individuals, or organizations, either di- 
rectly or indirectly. Neither do they support or oppose any form or method of 
doing business, so long as the practices followed are legitimate, honest, and 
generally in the public interest. 

The bureaus render service to members and nonmember business firms alike. 
There is no differentiation between members and nonmembers in matters re- 
quiring Better Business Bureau action to protect the legitimate competition and 
the public interest. There is no charge to the public for information and assist- 
ance concerning everyday business transactions and affairs. 

As an example of the extent of service the Better Business Bureaus render 
the public each year, you will be interested to know that they handled, in 1953, 
a total of 1,895,828 inquiries and complaints about business firms, business trans- 
actions, products, and services. Out of this total, approximately 75 percent were 
inquiries for information and 25 percent for complaints. This ratio has existed 
generally since World War II. The bureaus’ contacts with the public has in- 
creased almost 100 percent since 1949, according to records which were estab- 
lished at that time. At the.same time Better Business Bureau work with indus- 
try and business groups in developing codes and standards for advertising and 
selling, and in eliminating troublesome business-consumer problems, has in- 
creased significantly. In 1953 the bureaus conducted or participated in 777 
trade-practice conferences, an increase of 228 over 1952, and indications are 
that there will be another significant increase in trade-practice work this year. 

Our interest, the interest of the Better Business Bureaus, in home improve- 
ment problems affecting the public and legitimate business is the same as our 
interest in similar problems in other fields of business enterprise. The bureaus’ 
aim is to eliminate justifiable causes of complaint against contractors, and allied 
businesses, lending agencies, and others concerned. In this respect, the Better 
Business Bureaus receive requests for information from homeowners concern- 
ing the reliability of contractors, and what consumers can do to protect their 
interests, generally. 

In instances where complaints are received from homeowners where indi- 
viduals feel they have been harmed or offended in some manner as a result of 
dealing with contractors and lending agencies on home improvement propositions, 
the Better Business Bureaus investigate, endeavoring to obtain all the facts so 
as to be able to advise complainants fairly and impartially, and to plan what 

corrective steps may be appropriate as a result in eliminating the causes of the 
complaints. We have only a professional interest in problems affecting business 
and the public. We endeavor to alleviate or eliminate those problems whenever 
and wherever possible through voluntary, cooperative action, turning to public 
exposure and referral to the authorities only as a last resort. 

Before proceeding further, I would like to make it clear that my appearance 
before you today, in answer to the committee’s subpena, is not to discuss in- 
dividual instances of complaints involving malpractices in advertising and sell- 
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ing in the home improvement field, but rather to reflect as far as possible the 
overall experiences of the 93 United States bureaus which, in varying degrees, 
have been closely involved with this subject. Mr. Hoffman representing the 
national bureau and Mr. Jackson the New York City bureau will testify as to 
specific instances. 

I should also like to emphasize at this point that the experiences of the Better 
Business Bureaus indicate strongly that the problems which have been a cause 
of irritation, question, and criticism affect only a relative minority of contractors 
and homeowners, that the vast majority of contractors in the country have 
earried out their business transactions openly, honestly, and fairly and that many 
thousands of homeowners have benefited immeasurably from the opportunities 
afforded them through the title I provisions of the Federal Housing Act. I say 
this because in Better Business Bureau work we are conscious of the fact that 
there is always a danger, regardless of what field of business enterprise is 
under scrutiny, that a whole business or industry is unfairly tarred with the 
same black brush used to expose and condemn the minority. 

Now, what has been the size and scope of home improvement problems, gener- 
ally, as reflected in the files and statistical reports of the bureaus. Secondly 
what has been done about those problems. Thirdly, what have been the results. 

I should like to take up each of these points in order, and then, in summation, 
I will endeavor to make some recommendations for the consideration of the 
committee. 

Based on the annual statistical analysis of Better Business Bureaus activities, 
photostats of which are in your possession, we have made a further study and 
find since 1949, when our present statistical recording system as instituted, 
that inquiries and complaints about home improvement problems have ranked, 
in volume, in the top 4 of 52 business classifications. Since 1949, when home 
improvement inquiries and complaints constituted 4 percent of our workload, 
the volume has increased to 6.4 percent, or 122,060 of the total number of in- 
quiries and complaints in all classifications recorded in 1953. 

During this 5-year period, our records show a fairly constant increase in con- 
tacts made by the public with the Better Business Bureaus. The only exception 
was in the years 1951 and 1952. In 1951 home improvement problems brought 
to the bureaus amounted to 5.8 percent of the workload. In 1952, they amounted 
to 5.6 percent. 

In 1949 when we estimated 41,653 inquiries and complaints in this field, to the 
end of last year, there was almost a threefold increase in volume. In contrast 
to that increase, there was less than a twofold increase in inquiries and com- 
plaints in all classifications of business activity. 

This increase in volume of home improvement problems brought to the bureaus 
by the public should not be construed, however, as showing a corresponding in- 
crease in malpractices in this field. Rather, this increase reflects, we believe, 
the results of stepped-up publicity and educational activity by the bureaus and 
others interested in protecting the public and in exposing the minority of question- 
able contractors, 

t believe this can be substantiated to a reasonable degree by looking at the 
ratio of inquiries to complaints handled by the bureaus in all classifications of 
business activity—the national average—as against the ratio of inquiries to 
complaints in the home-improvement field. In 1949 the national average of 
inquiries to complaints was 77 and 23 percent, respectively. In the home-improve- 
ment field for that year, the ratio of inquiries to complaints was 69 to 31 percent. 
We consider the national average of 77 percent good. It was the highest annual 
average in the past 5 years. 

In 1953 the national average was 73 percent for inquiries to 27 percent for 
complaints. In the home-improvement field the ratio was 70 percent for inquiries 
to 30 percent for complaints. I might point out that the home-improvement-field 
ratio hit a low of 66 percent for inquiries in 1952 before the present more favorable 
ratio of 70 percent came about. 

Another way of describing the improvement can be seen in the accompanying 
chart marked “No. I” comparing, on a quarterly basis from 1949 through 1953, 
the number of inquiries and complaints handled in all classifications versus the 
number of inquiries and complaints handled in the home-improvement field. On 
chart No. II you will note that, since the fourth quarter of 1952, the complaint 
curve has flattened out somewhat, although showing an increase in volume. You 
will also note that since then complaints have not exceeded the number of 
inquiries for information and assistance, which is an encouraging sign. It shows 
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that more home owners are investigating home-improvement propositions prior 
to entering business transactions than previously was the case. 

Now what has been the nature of the inquiries and complaints brought to the 
Better Business Bureaus. In essence, the inquiries are caused by questions in 
the minds of homeowners about the propositions offered to them by contractors 
either through advertising or verbally, or both. And the complaints are caused 
by a wide variety of unfortunate business experiences which either have offended 
the homeowner or have harmed them financially or in some other way. 

The nature of these propositions and schemes cover almost every conceivable 
type of sales approach which the innocent, inexperienced, and gullible are unable 
to assess properly, or are unable to resist despite better judgment. 

In general, these problems include the following as reflected in our files: 

1. Model home scheme which covers roofing, siding, brick-veneer fronts, shin- 
gles, patios, porches, painting, and other similar improvements. This scheme 
appeals to the ego of the homeowner as well as holding out the lure of possible 
revenue from bonuses resulting from the home being used as a model. 

2. Repair of roof, shingles, chimneys, etc., are often sold on a scare-technique 
basis. The minor repair of shingles turns out to be a major one because the 
condition of the roof is worse than expected—there is danger of leakage and 
damage to the interior of the house; the chimney needs more than a brick or two 
replaced, it may be in danger of collapsing causing danger to life and property. 
This technique is also used in the sale of home-rewiring contracts where an 
“inspector” will note that the wiring is “inadequate” for the load created by the 
limited number of outlets and the large number of appliances, thus endangering 
the family to the hazards of fire, loss of f'.e-insurance protection, ete. 

3. Mastic paint jobs which are sold on the basis of excessive claims and guar- 
anties. The result often has been cracking, peeling, chipping, etc., of the paint 
within weeks or months after application. Some contractors which offered a 
10-year written guaranty have been forced to withdraw the guaranty. Other 
contractors, which have had to do a repainting job resulting from customer com- 
plaints, have forced homeowners to sign a release against further claims before 
doing the repainting. On occasions paint manufacturers have disclaimed any 
responsibility for unsatisfactory painting jobs and refuse to share the expense 
of repainting or make any allowance to the contractor which bought the paint. 

4. Repair and replacement of heating systems has been a major cause of com- 
plaint in some areas. Here again the scare selling technique has been success- 
fully used. Repairs turn out to be major rather than minor as originally sug- 
gested. Sharp repairmen and contractors dismantle furnaces and refuse to re- 
assemble them because of alleged danger of asphyxiation or fire, etc. As a 
result they sell new equipment, often when not needed, and frequently at 
high cost to home owners. who must take out loans for an extended period. 

5. Underquoting and overpricing is a technique frequently used on home im- 
provement and repair jobs. Some dealers underquote legitimate dealers, then 
overmeasure materials to gouge the home owner. Others are “free” and “loss 
leader” merchandise as bait to sell more merchandise such as fiber glass awnings 
and canopies, but then they add the cost of the items to those that are purchased. 
Promises are often outlandish and those made verbally do not appear in written 
contracts. Often companies will repudiate them, disclaiming responsibility for 
what their salesmen promised. 

6. Completion certificates signed prior to actual completion of work occurs with 
sufficient freuency to be considered a problem. Certificates signed in advance of 
completion of a job may result in the job never being completed and the home 
owner is left not only with work still to be done, but with the responsibility of 
repaying his loan. Many contractors know that a breach of contract is not 
considered a criminal offense and know that most home owners do not have the 
money, time, or inclination to file a civil suit. 

7. Itinerant contractors and these without any fixed place of business cause 
many problems. Operating orm a floating basis from city to city. or from one part 
of town to another, using a truck without identification, they pick up work here 
and there and move on as the situation may dictate or opportunity beckons. 
These contractors leave a trail of unfinished or shoddy work. Operating with- 
out bond or restriction, and enjoying freedom of movement, it is difficult for 
local authorities to restrain them. 

8. Bonus or cost-plus operators are a source of frequent complaint in some 
areas. These operators, principally salesmen who sell contracting jobs for home 
improvements, make arrangements with contractors to do work on a fix-fee basis, 
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or cost-plus basis. Salesmen will sell the home owner for all the traffie will 
bear, skim off the profits, pay the contractor and move on, leaving both con- 
tractor and home owner to their own devices to settle any eventual difficulties. 
By then the salesman has left for other parts. In some instances, a home owner 
may pay, for example, $1,500 to find later, that the contractor is receiving only 
$500 for doing the actual work. 

All of these and other practices are recorded in the files of individual Better 
Business Bureaus and details are available to committee representatives on 
request. 

Losses of homeowners resulting from their dealings with unreliable and 
scheming contractors is difficult if not impossible to estimate. Neither the 
Association of Better Business Bureaus or its member Bureaus have any esti 
mates which we would consider reasonably accurate and we hesitate to make 
even an educated guess. However, we may have some idea as to what losses are 
in some cities where newspapers have published figures based on their in- 
vestigations. In New Orleans, for example, according to a feature article in the 
New Orleans States of April 17, a photostat of which members of the committee 
have, losses there are estimated at more than a million dollars a year. In 
Oakland, Calif., a published news story there estimated that home owners in 
the Oakland area spent more than a million dollars on faulty home moderniza- 
tion work. While such figures may be projected for various communities around 
the country, and thus hit a total exceeding $100 million, I do not believe the 
resulting total would be accurate, nor fairly reflect either the size or scope 
or impact of the problems being considered by this committee. The actual 
total could be more, or less. 

The fact that the bureaus handled 36,409 complaints last year, for example, 
does not suggest that each and every home owner who came to us suffered any 
appreciable loss, or even any loss at all. In fact, these complaints involve many 
matters besides financial or material loss. Some reflect, I might say, a loss of 
even greater importance, and that is a loss of public confidence in business itself, 
something which is hard to earn, but very easy to lose. We are all interested, 
of course, in protecting the home owner’s pocketbook, but we also should keep 
well in mind the desirability of protecting his peace of mind, and faith and 
confidence in our system of free enterprise. 

(ny presentation made before the committee would be remiss in not showing 
some of the bright spots resulting from sincere, interested cooperative action on 
the part of contractors, lending agencies, Federal Housing Administration offi- 
cials, and others to protect the consumer. Unfortunately, it often seems necessary 
for problems to get so bad, so widespread, and affect so many people before 
anything is done about seeking solutions for the common good. 

Our figures have shown for 5 years how seriously the home improvement 
situation has grown. Better Business Bureaus, individually and collectively, 
went to work early to seek the cooperation of those who should be interested in 
curbing the abuses. Outstanding, perhaps, of such local bureau action was that 
taken by the San Francisco Better Business Bureau, and I ask the members of 
the committee to refer to the photostatic copy of a special report issued by that 
bureau on May 29 of last year in which the bureau reports on how an effective 
program was planned and carried out to eliminate the mastic paint problem in 
that area. This program received the support and backing of the Federal Hous- 
ing Administration office, the contractors’ State license board, district attorney's 
office, the unions, and associations of contractors. And joining this group were 
the newspapers, radio, and television stations. One result of the campaign was 
the elimination of an estimated 95 to 100 fly-by-night salesmen. This bureau, I 
might add, produced a leaflet for home owners called The Facts on Mastic— 
Not Fantastic, which was produced in great quantity and which procured by 
many Better Business Bureaus to help eliminate the same problem in their cities. 

In Los Angeles, that city’s Better Business Bureau also conducted a highly 
effective campaign to rid that city of home improvement fly-by-night contractors 
during 1952 and 1953. -There again the bureau received the cooperation of the 
authorities, lending agencies and media, and the bureau prepared and dissemi- 
nated all the way from Santa Barbara to the Mexican border posters together 
with factual data regarding the mastic paint racket. More than 7,600 paint 
dealers and contractors received material on the subject. Members of the com- 
mittee also have a photostat of that bureau’s January 6, 1954, bulletin on this 
subject 

Houston and Dallas are two more bureaus which carried out highly successful 
programs in cooperation with parties concerned in their respective cities. One 
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result, according to a bulletin of the Houston bureau on February 1 of this year, 
was that few home repair schemes were reported to it during January and 
February. 

Another photostat which members of the committee have relates to a letter 
written by James Stephens, manager of the Atlanta Better Business Bureau, on 
February 5 of this year, in which he reports that a program initiated by the 
bureau in the fall of 1953 in cooperation with the FHA “has practically killed 
the model home scheme in this area.” 

There are many similar reports of actions taken by Better Business Bureaus, 
individually, and cooperatively with agencies, organizations, and firms in expos- 
ing home improvement schemes and in issuing factual information, such as the 
“mastic paint” booklet, 27 Questions for Home Owners, and other similar litera- 
ture all designed to aid the homeowner in recognizing not only spurious 
propositions, but to help him take the precautionary steps prior to entering a 
business transaction. 

Unfortunately, not all FHA offices, or all lending agencies, or all contractors 
have shown the same high purpose, or high degree or interest in eliminating the 
causes of justifiable public complaint in the home improvement field. The St. 
Louis Better Business Bureau, for example—and I refer you to a bulletin pub- 
lished by that bureau on June 15 of this year—comments on the lack of interest 
in the problems which the committee is now studying until public furor made it 
necessary to do so. The bulletin states in part, and I quote: “We have docu- 
mentary proof that [the FHA] instead of showing zeal in protecting the gullible 
and trusting innocents by aggressive action to secure evidence for convictions 
under Federal law, and to recover from culprits who obtained funds under 
false completion certificates, these top officials in Washington urged their em- 
ployees and the United States Department of Justice, through its United States 
attorneys, to hound and if necessary sue in Federal court to collect on notes as 
innocent holders of negotiable paper.” The bulletin also refers to the fact 
that the public has no protection against being defrauded or harmed by poor 
workmanship, inferior materials, etc., and that the public is confused by what 
it calls “liberal usage of FHA insured loans.” 

Still, it should be noted that cooperation on the part of FHA offices with Better 
Business Bureaus has increased encouragingly since earlier this year when 
administrative procedures were tightened. Of particular assistance was a 
letter written by the Deputy Commissioner on January 13 which stated in part, 
and I quote: 

“As a further step in controlling the activity of unethical dealers and salesmen 
who may endeavor to operate in the title I program, we ask that each director 
establish a working relationship with the local better business bureau and 
similar organizations operating in the jurisdiction. * * * 

“We believe that close cooperation with your local better business bureau will 
serve as one means of maintaining a close watch over title I operations in your 
area. Experience has shown that home-owner complaints received by the local 
better business bureau may indicate a dealer operation warranting prompt action 
on the part of the local lending institution and by your office.” 

This letter was widely publicized by better business bureaus and the result- 
ing knowledge of the interest expressed in it to work with the bureaus has 
encouraged local FHA administrators, lending agencies, contractors, and others 
to work together with greater effectiveness. 

It is my feeling—and I am sure that I speak for all better business bureaus 
when I say this—that a further strengthening of such interest and cooperation 
on the part of the FHA and others will go far in helping to eliminate many of the 
problems which have heretofore existed in the home-improvement field. 

The one specific recommendation which I would like to make deals with the 
handling of completion certificates. I believé that most of the troubles resulting 
from premature signing of completion certificates would be eliminated if the 
lending agencies were required to ask the home owner, on presentation of the 
certificate by the contractor, whether the work actually was completed and com- 
pleted satisfactorily. If this procedure were to be followed prior to the filing 
of the certificate for an FHA guaranty on the loan, there would be less likelihood 
of home owners being faced with the responsibility of repaying a loan for work 
that still remained to be done. 
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TESTIMONY OF VICTOR H. NYBORG, PRESIDENT, ASSOCIATION OF 
BETTER BUSINESS BUREAUS 


Mr. Nysora. I would also like to present to the committee as basic 
information and background information some statistical records and 
without reading them make them available to the committee’s staff for 
examination because I have made some analyses based on this infor- 
mation starting in 1949 carrying through 1953. 

(The documents referred to follow :) 


ASSOCIATION OF BETTER BUSINESS BUREAUS, INC., 
January 31, 1950. 
Memorandum to: All Bureau Managers 
Re: Summary of Bureau Statistics for 1949 
From: Willard M. Zurflieh, Executive Assistant 


The following report presents the final figures and analysis of bureau statis- 
tics, as reported to the association during 1949. 

Please note that the report contains a sheet of summary tables, which have 
been included for reproduction possibilities. You will also find one sheet with 
tables representing the total statistics submitted to the association’s office by 
your bureau. There may be slight differences from your own figures and if 
so, this is due generally to incomplete data in our hands. 

We believe this report is extremely valuable and that it can be put to good 
use in membership work as well as in general bureau publicity. Your members 
should be impressed with the magnitude of work accomplished by all the 
bureaus during the year. 

Actually, during the year, the data submitted by the bureaus was of tre- 
mendous assistance to the association in dealings with various national trade 
groups. It has been recognized, however, that with the new report form pro- 
viding for additional breakdown of the main categories the statistics for 1950 
will be many more times valuable and we sincerely request that every bureau 
will endeavor to cooperate during the year by sending in their data for each 
month. 


FOREWORD 


The need for accurate statistics on a uniform basis was acknowledged to be 
an essential better business bureau program for 1949. Thus, a reporting form 
was designed which would show the amount of case work handled by the 
bureaus according to nine major categories. It was also decided to show a 
separate breakdown of inquiries and complaints. To answer the oft repeated 
question as to whether business, as well as the public, actually made use of 
bureau facilities, the form was designed to clearly provide this necessary 
information. 

In reading and studying this report it must be borne in mind that the figures 
do not indicate the amount of time or money spent in handling each individual 
instance of service. It is strictly a numerical count of cases serviced. 

During the year, an average of 46 bureaus reported their monthly statistics. 
Not all bureaus, normally sending in data, submitted statistics every month. 
Some bureaus recorded their instance of service only by inquiries and com- 
plaints. There were also some bureaus which could not, for various reasons, 
report any figures until the end of the year. And there were certain bureaus 
unable to report at all. Statistics were used from a total of 77 bureaus. 
Proper notes will be made of these factors as the situation demands. 

Therefore, it is important that the reader understands that the total in- 
stances of service reported on page 3 represents only the actual number re- 
ceived and recorded by the association. What the complete figure is cannot be 
stated definitely, and we strongly urge no effort be made to project them. Only 
the actual reported total should be stated as a specific overall figure. But, a 
general expression such as “in excess of 1 million instances of service” would 
be considered acceptable. 

Even though incomplete, as to full coverage, the record as established by the 
reporting bureaus clearly shows that the better business bureaus have performed 
with amazing effectiveness on behalf of business in the public interest. Your 
association’s office is well pleased with the results of this first year’s effort. But, 
in spite of the limitations of the figures, experts who have studied them have been 
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favorably impressed. They have stated that the tabulations and analyses have 
been based upon sound and accepted research principles. The limitations of 
the data in no way effects their usefulness. 


These professional research men assure us that no bureau need be anything 
but proud in quoting the overall figure of 1,010,898 instances of service. 


PuBLIC RELATIONS 
Publicity and education 


Number of bulletins issued 


Racin cth nadthanicrene, Bg ah pute idk cy it tee 1, 097 
Cipetiation ef bulleting.oo A i Sr 1, 177, 624 
SV: sas nS a i a i A ee 19 
een ees We ee a 12, 261 
DYae 1G ace paOnnety tebe ne 258, 011 
Pemmiinan Wi miner Weiits Gane nieces bccn eceterent neces 82, 443 
PU eam OE GUI er en 1,315 
Demmameioant el mri ee i nn oe 2, 270 
Number of speaking engagements___.__..._.......____________ 1, 122 
Bamber iat pudtess teeta Ot oe eee re nt eee 240, 891 
Sear en er ee 2 Se eee ee ee 3, 283 
SI A Ge ne ne ee See nen ee 2 | anes 541 
ee Gere We er ee ere See ae ee 40 
COREE Ree SR ee ee een. + * 654, 107 


? Includes 300,000 copies of warning issued by the hational bureau on fake surveys and 
125,036 copies of Canada’s Business System and You, distributed by the Better Business 
Bureau of Vancouver. 


In studying the above tables it should be immediately apparent that the better 
business bureaus used almost all of the recognized public relations tools in a 
huge program designed to better inform the public about American business. Not 
only was the public told about bureau services but by the very nature of the 
above material many thousands of people were helped without having to per- 
sonally visit a bureau office. The thousands of Fact booklets distributed on such 
subjects as houses, cosmetics, savings, insurance, etc., supplied people with use- 
ful information enabling them to make wise transactions and purchases. 

The 2,270 news stories, 3,283 radio spot announcements, 541 radio programs 
and 40 television shows all carried vital stories of importance planned to educate 
the public and business of various schemes to which they might fall victim. 

The 240,891 posters distributed were placed in shops, factories and industrial 
plants of all types, bringing bureau warnings and educational messages to the 
employees and customers of business at the grassroots level. 

Over 1 million bulletins were mailed to bureau members, teachers, librarians 
and public officials, keeping them informed of bureau operations and advising of 
specific frauds and questionable activities. 

Thus, through all these media the bureaus warned, exposed and instructed. 
All the information was based upon fact and all the facts helped in the bureaus’ 
efforts to eliminate the causes of customer complaints against business. 

And thus, in eliminating these causes the bureaus continued to promote public 
understanding and confidence in legitimate business. Proof that the better 
business bureaus’ work is known and accepted by the public is shown in the 
results of the national survey conducted early in 1949 for the association by the 
National Opinion Research Center of the University of Chicago. According to 
the survey 48 percent of the adult public knows about the bureaus and of this 
figure 30 percent, or about one-third of the Nation, have accurate knowledge of 
better business bureau work. 
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PUBLIC SERVICE 


OVER ONE MILLION INSTANCES OF SERVICE PERFORMED BY THE KETTER BUSINESS 
BUREAUS DURING 1949 


Total instances of service for 1949 * 








Pe Com- 
| otal nme Inquiries plaints 
Financial 15 
Commercial 7 
Merchandise 34 
Manufacturing | 
Wholesale 
Solicitations \ 
Schemes 3 
Requests for booklets 75, 524 7 
Miscellaneous inquiries and complaint 106, 493 14, 30 
Total for the year 1, 010, 898 100 773. 666 237, 232 


Includes data from regularly reporting bureaus, plus year-end figures from nonreporting bureaus 


Pirtes (Tr DOC) oc wccereausseesescs Paiceatacitaaeieieas 773, 666 
Complaints (23 percent) —~-.-------. 237, 232 


Swe meme eee 206, LUM 


Seventy-seven percent, of all bureau case work was of an inquiry nature. This 
high percentage indicates that the majority of people and business firms are seek- 
ing information before and not after getting into trouble. It also tends to prove 
that the bureaus’ work in promoting confidence in business through the constant 
stream of educational material has been effective. 

Since a major part of the public’s contact with business is at the retail level, it 
naturally follows that the bureaus would handle more casework in the mer- 
chandise category than any other. Thirty-four percent of all instances of service 
were of a merchandise character. Twenty-one percent represented work in 
the commercial category and 15 percent in the financial group. The 10 percent 
of miscellaneous inquiries and complaints represented requests for services from 
other bureaus, local, State, and Federal authorities and some requests for assist- 
ance involving situations not normally handled by bureaus. 


Instances of service to consumer and business’ 





Consumer Business 
Potal Fess 
Per- Com Per- Per- Com- Per- 
t 1g , ( ies 
Inquiries cent plaints cent Inquir cent plaints cent 
Financial 102, 380 100 72 11, 760 il 15, 057 15 2 
Commercial 158, 054 100 54 38, 848 25 26, 266 17 + 
Merchandise 242, 926 100 48 83, 378 34 25, 851 11 7 
Man facturing 7, 860 100 46 992 13 2, 826 36 ) 
W holesal 4,612 100 50 359 s 1, 502 34 ~ 
Solicitations 62, 834 100 37 3, 254 5 34, 284 55 3 
Schemes. 19, 800 100 64 1, 871 9 4, 334 22 5 
Booklets 63, 899 100 65 22, 248 35 
Miscellaneous _ in- 
quiries and com 
plaints 76,443 | 100| 49,256 | 64 10,509 | 14 14,905 | 19 1,778 | 3 
Total . 738, 808 100 407, 022 54 150, 971 21 147, 363 20 33, 452 5 


1 The above table represents data from an average of 46 bureaus who reported their data by a consumer 
and business breakdown. It is safe to assume that the percentages would not be greatly changed were al ! 
statistics included 
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In every category, for both consumers and business, inquiries exceeded com- 
plaints. The fact that 25 percent of the recorded inquiries and complaints re- 
ported by an average of 46 bureaus were from business, clearly reveals that 
business does voluntarily seek the services of bureaus to help remove ques- 
tionable business practices even before the bureaus are required to act. It 
proves too, the value of the constant educational and preventive activities of 
the bureaus. 

TRUTH IN ADVERTISING 


The bureaus kept a constant eye on advertising and selling practices through 
their merchandising divisions. Hundreds of thousands of advertisements both 
national and local were read or listened to. Although, advertisers for the most 
part adhered closely to the established rules and standards promulgated by the 
bureaus through the Guide for Retail Advertising and Selling and Do's and 
Don’t in Advertising Copy, there were inevitable inaccurate statements and 
illustrations. Many of these were not intentional and were quickly corrected 
when brought to the attention of the advertisers. But, there were others that 
required persuasion and publicity to correct and some had to be referred to 
proper authorities for settlement. 

The table of reported cases, presented on the next page, will give some indi- 
cation of the volume of work handled by the bureauc in maintaining truth in 
advertising. 


Number of ads shopped | Ads requiring action 
Total CR ra 
| Papers Magazines| Radio | By bureau |By authorities 








| 

Financial... ....._.- 2, 186 2,004 | 76 106 | 1, 222 34 
Commercial... .........-- 1, 520 1, 367 27 | 126 | 411 39 
Merchandise. _.............. 27, 765 26, 259 Ci -| 1, 506 | 10, 332 150 
Manufacturing ----_-._- 245 204 | 37 | 5 | 29 2 
Wholesale... 2-2-2. .2. 47 | 36 | 6 | 5 | tsi ssusie. 
Solicitations... 173 | 136 | 24 13 | 63 2% 
I di thteed ditties 60 Tics ential 2 | 19 10 

Miscellaneous inquiries and | | 
complaints._..........-..- 1, 559 1, 255 | 31 273 | 402 ~ 
3 ee ee cesd 33, 868 31, 319 | 313 | 2, 236 12, 506 269 


Of the hundreds of thousands of advertisements scanned or listened to nearly 
34,000 were questioned and/or shopped. Of this total close to 13,000 required 
some type of action. But, only 269 of the 13,000 advertisements required refet- 
ence to authorities before proper corrections were obtained. 


SumMaRyY TABLE OF DaTA SUBMITTED BY THE BETTER BUSINESS BUREAUS OF TILE 
Unrrep STaTes AND CANADA For 1949 


Publicity and education 


EL. ee ee ee 1, 097 
eR ie EEN SEE Re rere neks ee ee oe 1, 177, 624 
Seer Ol Pee UNG ait te idee eseed 19 
Se te, Te CE I eek: co chaentnntne athe aimiablionistn basich tian 12, 261 
Wunthar’ Of Gert Woes Meee a es i en. 258, 011 
Number of other Weotiets innied.....ie ne 82, 443 
Dame of D- prrerteenenen. oo Sn ch ee 1,315 
re ee ee 2, 270 
ee ni er ete 1,112 
Ire IR IIE I acct iain enc cereeneeemipretianticmoniban aneeipeanenre 240, 891 
ee ee a rr ee oe 3, 283 
SPC OE SUNG BI ni a i i Dies einen 541 
ee ET COIN yeciccrns artisan tinicocsdeaceninstinnbcteds satardine-ansiacioenessatainedoattapeaie 40 
Ce I ini tinned et inc eeiebinah enema * 654, 107 


1 Includes 300,000 copies of warning issued by the national bureau on fake surveys and 
125,036 copies of Canada’s Business System and You, distribute? *~ the Better Businese 
Bureau of Vancouver. 
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Instances of service 





Total Percent Inquiries Complaints 

Financial 155, 064 15 136, 071 18, 993 
Commercial | 206, 161 21 149, 690 56, 471 
Merchandise 347, 107 34 213, 939 133, 168 
Manufacturing 9, 330 l 7, 501 1, 739 
Wholesale &, 007 4, 833 1,174 
Solicitations 78, 100 8 70, 921 | 7,179 
Schemes 27,112 3 22, 911 4, 201 
Requests for booklets 75, 524 7 75, 524 | ieatabe 
Miscellaneous inquiries and complaints 106, 493 | 10 92, 186 | 14, 307 
Total for the year 1, 010, 898 | 100 773, 666 | 237, 232 

\ | | 
Instances of service (100 percent) —- s sail Niienietiitaliiild eaten diocmeieainaia a a a 
Er eet: 025. POROUS 6 oc attinwndeneemmmn a taal at tie ceelinieaaaad 773, 666 
Compiatnts: (25 percent) ................... ented a pliich dedodeane 237, 232 
Number of ads shopped Ads requiring action 

Papers | Magazines Radio By bureau | By authorities 

Financial... 2, 004 76 106 1, 222 | 34 
Commercial 1, 367 | 27 126 411 39 
Merchandise | 26, 259 |-- | 1, 506 10, 332 150 
Manufacturing | 204 37 5 29 | 2 
Wholesale 36 | 6 | 5 | SP leccers “me 
Solicitations ‘ 136 | 24 13 63 | 26 
Schemes | 58 2 19 10 
Miscellaneous inquiries and complaints-.| 1, 255 31 273 402 8 
a | 31, 319 313 2, 236 12, 506 269 


33, 868 12, 775 


ASSOCIATION OF BETTER BUSINESS BUREAUS, INC., 
New York 17, N. Y., March 15, 1951. 
Memorandum to: All bureau managers. 
Re: Summary of bureau statistics for 1950. 
From: Willard M. Zurflieh, executive assistant. 

The following report presents the final figures and analysis of bureau sta- 
tistics, as reported by members of the Association of Better Business Bureaus 
during 1950. 

In 1949 we suggested that the annual statistical report would be vaulable as a 
membership sales aid. During 1950 the use to which individual bureaus put the 
material showed that we had greatly underestimated its true significance and 
value. Therefore, we urge all bureaus to recognize the importance of the data in 
the 1950 report in relation to its value as a sales aid. 

As was the case during 1949, the statistics reported by the bureaus during 1950 
were of inestimable value to the association’s office in its dealings with several 
national trade groups. The data, revealed by the detailed breakdown of cate- 
gories, contains a wealth of information which will be an important part of the 
association’s story to industry during 1951. 

In any interpretation of these figures it must always be recognized that they 
represent, at most, a pure numerical count. They do not truly reflect, except by 
further analysis, the complete value of bureau services either to business, to 
individual communities or to the public generally. 

During the year an average of 49 bureaus reported their monthly statistics. 
Some bureaus submitted figures at the end of the year. Some bureaus submitted 
data not used in monthly tabulations, but important for this yearly report. Only 
eight bureaus found it impossible to report any data. Thus, 82 bureaus are rep- 
resented in this study. The tables in the following report reflect general condi- 
tions for 1950 throughout the United States and Canada. 

At the very beginning of the bureau statistics project in 1949 analysis revealed 
that the data set a pattern. Month after month the pattern was the same and, 
with few exceptions, individual bureau reports agreed with the overall pattern. 
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This report shows the important place the Better Business Bureau movement 
fills in our economy—both as to service by and for business and in the public 
interest. 



























A SUMMARY OF BETTER BUSINESS BUREAU STATISTICS FOR 1950 


PUBLIC 






SERVICE 


Once again the better business bureaus performed more than 1 million instances 
of service in a single year. 
nearer ditcestennitenbicts vives oocineitck AIA Wis site ncaa deielinie aeahicianibcibacaiaaitiaaial ties 1, 012, 898 
I alata ki chan aati ise nt Od i iis Rieter ogc NE oie ess a 1, 173, 292 
This is an increase of 16 percent over last year. 
The total 1950 instances of service breaks into the following: 


erties a elas Ln Ohl ee te 336, 738 


A year ago complaints were 23 percent of the total. But during 1950 it was evi- 
dent that a higher percentage of people were complaining as each month passed. 
(Even so, far more people check with the bureaus before rather than after some 
business transaction. ) 


es Sana 


TaBLe I.—Total instances of service for 1950—by major categories 





1949 | | 1950 


per- | Total per- | Inquiries | aie 
centage centage a 














Percent Percent | 

Financial =. ss... 15 161, 109 14 141, 024 20, 085 
Commercial 21 212, 984 18 | 149,617 63, 367 
Merchandise ____ | 34 479, 970 41 265, 811 214, 159 
Manufacturing _- bs 1 10, 766 l 8, 468 | 2, 298 
Wholesale ‘ Stes 3, 850 |... 3, 267 583 
Solicitations. | s 96, 567 s 88, 613 7, 954 
Schemes _. ids tiie ate deel | 3 29, 083 2 26, 245 2, 838 
Request for booklets . pienae 7 53, 069 4 53, 069 |__._. A 
Miscellaneous inquiries and compl: eae 10 | 125, 894 11 100, 440 25, 454 

ee ee I io. i cottonenn attain wninondaiciatiees 100 1, 173, 292 2 | 100 | 836,554 | 336,738 



















It is evident that the figures for 1950 closely conform to the percentages for 
1949, even though there was a numerical increase for both inquiries and cum- 
plaints. The big difference, in a single category, is the increase in the number 
of instances of service regarding merchandise, from 34 to 41 percent—a 20 
percent gain. Some of the reasons for this jump will be explained on page 90. 

Now for the first time in bureau history it is possible to evaluate the amount 
of work done in each of the major categories. The following tables and charts 
will analyze individual classifications. 


Financial category (14 percent of the total) 


6 te sini stir peesin ksi A Sey 


Percent | Total eee a. 
' ' 


1, 909 | 1, 666 243 





















iis in dintsietde hh cote lanl éa 1 3 
Building and loan and savings and eee ee 2 3, 650 | 3, 283 | 367 4 
Business opportunities ee, PS ee Oe" be 8 12,355 | 10,967 1, 388 ; 

Auto financing Salk atin righ abe aeths dn ak ls 8} 13,073 | 7, 829 5, 244 

Loan, discount, and finance ing Saal tease apiece ct 9| 13,997 | 10,655 3, 342 ‘ 
Security and investments___ . : hie iene 13 21, 199 18, 886 2, 313 ; 
Real estate : 18 29, 702 26, 022 3, 680 4 
Eneiitames. . 5... 2.2. aid : Ein did whl ; 41 65,224) 61,716 3, 508 3 











Nahi idihiaa~anniends anenaresnet bac eemne an , | 161,109 | 141,024 





The financial category is responsible for 14 percent of all instances of service. 
Since larger amounts of money are usually involved it often follows that an in- 
vestment of more time and service is expended per case in this group than in 
most others. 
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Forty-one percent of all financial instances of service involved insurance. 
Over 65,000 people contacted the bureaus during 1950 concerning some phase 
of insurance; of this number 96 percent were seeking general information and 
checking on the reputation and reliability of various insurance companies, 
agents, or brokers. 

Real estate, security and investment transactions accounted for 18 percent 
and 13 percent, respectively, of the financial total. 

It is significant that almost 9 out of every 10 people who contacted the bureaus 
with some financial problem were investigating before investing. It is equally 
significant that every classification in the financial category is covered in one 
or more fact booklets. There are at least 10 fact booklets which give valuable 
guidance on financial matters, thus helping the bureaus to better serve these 
inquiries. Thus it would appear that when most people are faced with situa 
tions involving larger amounts of money they take time to check first. 

Only in the auto-financing Classification was there a relatively higher ratio 
of complaints to inquiries; 38 percent of all auto-financing cases were in the 
nature of complaints. And relatively more complaints were received in this 
group than in any other financial classifications. In other words, 26 percent of 
all financial complaints involved auto financing. 

Most of the auto-financing complaints, according to bureau reports, had to do 
with the “pack” which was explained to the purchaser as the cost of insurance 
but actually a large part of the exorbitant cost constituted a rebate to the 
dealer placing the paper. Recent FTC regulations, brought about to a great de- 
gree by persistent efforts of the bureaus, to correct the evils of “packing” should 
reduce this abuse in the coming year. 


Commercial category (18 percent of the total) 
The commercial category includes those types of business generally offering 


services rather than commodities. This group accounted for 18 percent of the 
total number of instances of service. The breakdown of the data is as follows: 


Percent rotal Inquiries Complaints 





Movies and theaters 565 346 
Restaurants 605 553. 
Hotels and resorts a 1 1, 243 438 
Public utilities l 1, 124 683 
l'ransportation 5 7, 389 3, 437 
Other personal services 7 10, 314 4. 466 
Organizations 7 14, 795 1, 780 
Employment 9 15, 048 3, 752 
Professional services 11 16, 812 5, 709 
Advertising media 12 19, 659 5, 508 
Education 13 24, 546 | 2, 979 
Dry cleaners... : ad : 15 12, 604 19, 80 
Photographers - . .. apaiep cum o g-c-e----- 18 24, 913 13, 821 

Total be ‘ tilatenawiatiannten 100 212, 984 149, 617 | 63, 367 


Photographers and photographic services were numerically the highest in the 
commercial category but problems relating to dry cleaning caused the Bureaus 
more concern. It is the only classification in this group wherein complaints 
exceed inquiries. 

The fact that over 200,000 instances of service were performed relating to 
commercial transactions reveals the effect which the sale or purchase of a serv- 
ice has on the public confidence in business generally. 

In the professional services classification, 22,521 instances of service were 
rendered, of which 5,709 were complaints. 

There are opportunities here for business to strengthen its reputation for 
fairness. For example, in the restaurant business there were 1,158 contacts 
with the bureaus; 553 or 47 percent were complaints. The total number is 
not large but any business which alienates an important percentage of its cus- 
tomers is not building public confidence. 


MERCHANDISE 


As would be expected, the greatest volume of bureau casework is in connec- 
tion with transactions involving merchandise. People naturally spend more 
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money for goods than for services. And more money is spent than saved or in- 
vested by individuals. Although some transactions may involve only pennies, 
the public is somehow (more) inclined to be critical of their business contacts 
relating to the economics of everyday living. A seeming paradox exists. Because 
although the public generally is more critical of everyday expenditures it is 
naturally less likely to investigate first before completing a transaction. 

It is evident there is a need for business to exercise more care in its offers 
and daily dealings with the public to build greater good will. 

The merchandise table on the following page reveals the amount of work 
done in each classification. It will be obvious to the reader that a wide variety 
of businesses are serviced. And almost a half-million instances of service were 
performed in the interests of merchandisers. 


Merchandise category 

















Percent | Total Inquiries Complaints 

RNIN vs code ide relies bs Nk eal 963 606 7 
ST i a oe 2, 257 | 1, 185 1, 072 
Nk oe. dawbiiddadunsed 1 | 4, 492 3, 301 1,191 
INNS Sate. Si) ee, cheb eescis, ak 1 | 6, 015 3, 302 2,713 
RRR RE SE eae aera 1} 6, 054 3,212 2, 842 
I re ancl nn acelten i nates eeetetaiennadadllcthadeand 1 | 7, 284 5, 375 1, 909 
Upholstery__._........_- batiebe te dino ce cs bduol ae 2 | 9, 598 | 4,919 4, 679 
ID ibid mo dibs ete 7” 2) 9, 882 | 6, 297 3, 585 
Men’s apparel _-___. 2 10, 422 5, 315 | 5, 107 
Hard ware ee 2 10, 811 5, 940 4, 871 
New car dealers... _- 3 12, 585 | 7, 307 5, 278 
Department stores. ______._. 3 13, 729 6, 607 7,122 
aia eek ae ae ae 3 | 13, 832 8, 793 5, 039 
Auto equipment and service__._................._- 3 13, 872 | 6, 479 7, 393 
SS i ene ena ne wcities niet tea 3 15, 344 8, 512 6, 832 
TS Se RST ae 4 18, 712 12, 726 5, 986 
Se De pee 6 | , 335 11, 897 11, 438 
Book subseriptions............................. 5 | 23, 353 16, 635 6, 718 
EE SE ITT IOLA 5 24, 649 | 11, 053 13, 596 
Furniture and rugs ..._. 4 ‘5 8 38, 028 16, 579 | 21, 449 
Photo supplies, radio, and music.__...__..______._. y 44, 393 10, 072 | 34, 321 
Magazine subscriptions. --...............- neni 10 47, 025 | 33, 383 13, 642 
EE Eee 12 | 58, 202 | 40, 696 17, 506 
IIIs oo actrees ULI Se cioeeanuirnceneineell 14 | 65, 133 | 35, 620 | 29, 513 

Mk ARE pette tb banc cuninwdediutimnn 100 | 479, 970 | 265, 811 | 214, 159 






In the automobile business we find that 59,792 people came to the bureaus dur- 
ing 1950 with problems, 24,109 or 14 percent registered complaints. In other 
words, 4 out of every 10 of these people were dissatisfied customers. 

The home construction business caused 58,202 bureau contacts. Over 17,000 or 
30 percent made complaints. This business, it should be noted, is one which, due 
to the increasing number of building units erected during the year, created a 
steady monthly rise in instances of service. 

Closely behind the construction business came the home appliances with 65,133 
contacts and home furnishers, such as furniture-rugs, with 38,028 contacts. 

There were more complaints than inquiries in the furniture-rug field, but almost 
50 percent of the home appliance instances of service were complaints. 

Complaints to inquiries are relatively high for every merchandise classifica- 
tion. Take drug and liquor stores, with the fewest number of instances of service. 
Out of 2,257 instances of service for drug stores, 47 percent were complaints. 
Thirty-three percent of the 963 liquor stores instances of service were complaints. 

In both the men’s and women's apparel line a total of 35,071 instances of service 
were performed, with 18,703, or 56 percent recorded as complaints, Furthermore, 
more complaints than inquiries were received by the bureaus concerning women’s 
apparel stores. 

In the photo supplies-radio and music classification, 44,393 instances of service 
were noted ; 34,321, or 78 percent were complaints. From separate records and 
interviews with bureau managers we know that the major portion of the work 
in this field concerned television. It is impossible to quote the exact TV figure, 
but we know that well over 50 percent can be attributed to the TV industry. (A 
separate TV classification is listed for 1951.) 

Of all merchandise instances of service, 55 percent were inquiries and 45 per- 
cent were complaints, During 1949 the percentages were: Inquiries 62 percent ; 
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complaints 38 percent. This represents an 18 percent increase in merchandise 
complaints. Certainly this is cause for alarm. The bureaus, as well as the 
business firms concerned, have a real problem to solve. 

It seems. apparent that the reason for an increase of 18 pereent in complaints 
relating to merchandise transactions was caused by a step-up in promotional 
activities including sharper competitive practices. The trend illustrates the very 
great need for business to avoid a breakdown of ethical standards even in a 
buyer’s market. 

OTHER CATEGORIES 


Although the volume of instances of service performed for the following cate- 
gories increased over 1949, little or no change occurred in percentages. 


Total |} Inquiries | Complaints 


Manufacturing 10, 766 8, 468 | 2, 208 
Wholesale 3, 850 3, 267 
Solicitations 06, 567 88, 613 
Schemes 29, O83 | 26, 245 
Booklets 53, 069 53, 069 
Miscellaneous 125, 804 100, 440 


Relatively more people took the time to check with the bureaus regarding 
solicitations and schemes. This reflects a need for an intensified bureau program 
to uncover and report the facts regarding operations in these categories. It is 
significant that business firms depend heavily on this phase of bureau opera- 
tions—in fact 57 percent of the instances of service relating to solicitations were 
performed directly for business establishments. 

The actual number of fact booklets requested by the general public was con- 
siderably less during 1950 than for 1949. Here is an opportunity for all bureaus 
to help reduce the number of consumer complaints. More publicity about and 
distribution of these self-servicing booklets is indicated. 

The following section shows the breakdown of the instances of service accord- 
ing to consumer or business. 


Consumer versus business use of bureau services 


Consumer Business 


Inquir- Per- | Com- | Per- | Inquir-| Per- | Com Per- 
ies cent | plaints | cent ies cent | plaints | cent 


Financial | 167,109 100 |119, 343 7 a 11 , 681 : 2, 567 


Commercial 212, 984 100 |118, 881 56 | 56, 27 | 30, 736 6, 990 


Merchandise 479, 970 100 \222, 916 5 |192, 156 41 2, 895 9 | 22,000 
Manufacturing , 706 100 4,342 , 687 15 , 126 é 611 
W holesale 3, 850 100 1, 537 330 | y , 730 253 
Solicitations 06, 567 100 | 34, 649 36 5, § 6 | 53, 964 56 2,045 
Schemes 2¥, O83 100 | 19,812 2, 24 s , 433 2 547 
Booklets 53, 069 100 | 33, 964 2 , 905 
Miscellaneous inquiries 

ind complaints , 804 100 | 72, 881 t 23, 428 ¢ 27, 559 


(2, 2, 026 


Total , 173, 202 100 628, 325 5 25 | 208, 229 37, 039 


The actual number of instances of service performed directly for business 
increased in 1950 over 1949 but when compared to the total for each year we 
find that there were relatively less direct calls from bussiness for service during 
1950. In view of the increase in consumer complaints there is a definite need 
here, it seems, for business to consult with the bureaus more frequently in order 
to help eliminate the causes of consumer complaints. 

In 1949 5 percent of all instances of service were business complaints—in 1950 
the figure dropped to only 3 percent. The fact that there were relatively less 
business complaints than in 1949 is an indication of greater self-regulation by 
business itself. 

In the above table we use each category as 100 percent. In this manner we can 
see the relationship of consumer to business instances of service. Twenty-one 
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percent of all instances of service were performed for business—79 percent for 
consumers as compared to 75 percent and 25 percent in 1949. In actual figures 
we see that nearly 1 million of the instances of service (928,024) were for con- 
sumers—and nearly one-quarter of a million (245,268) were performed directly 
at the request of business. 


TRUTH IN ADVERTISING 


An encouraging fact concerning the data in this report is that there were less 
recorded advertisements of a questionable nature in 1950 than during the pre- 
vious year. Similiarly there were less advertisements necessitating corrective 
action. 

Despite the increase in consumer complaints regarding merchandise transac- 
tions it seems evident that something other than questionable advertisements 
was the cause of increased public complaint regarding such transactions. 

There can be no question that the bureaus are greatly responsible for this 
achievement. They constantly call errors in advertisements to the attention of 
advertisers and through meetings with trade groups, codes and standards for 
ethical advertising were drawn up. And the two publications, Do’s and Don’ts 
in Advertising and the Guide for Retail Advertising and Selling continued to win 
wide acceptance and approval by advertisers. 

It should be noted that, out of the hundreds of thousands of advertisements 
and commercials which were studied, only 21,634 were questioned by the bureaus. 
And only 158 required action by authorities as a last resort—seven one- 
hundredths of 1 percent. 

However certain changes took place during the year. The number of ques- 
tionable advertisements in the commercial category increased slightly (the only 
increase) with a corresponding increase in such advertising requiring corrective 
action. There were far less questionable radio commercials. There was a slight 
increase in the number of magazine ads questioned. 


Number of ads shopped Ads requiring action 








} 
} 
Total ae — = 
Papers Magazines Radio | y bureau By authorities 
aaa 1, 278 1, 244 18 16 | 560 43 
Commercial 1, 889 1, 768 18 103 | 779 18 
Merchandise ____ 17, 889 16, 965 502 422 | 6, 990 82 
Manufacturing -- - -- 66 50 16 | 19 3 
Wholesale ses 12 12 ; eek ee cei a 
Solicitations. _.........._- 190 | 183 1 6 | 9 | + 
Schemes .. S Us 91 3 | 4 15 | 3 
Miscellaneous inquiries and | | | | | 
complaints.____. ‘ 218 | BP ee nnckeel | 52 | 70 | 








Total, 1950 


21, 634 20, 479 | 542 | 613 8, 446 
Total, 1949 


158 
33,868 | 31, 319 313| 2,236} = 12, 506 29 











A detailed breakdown of the above table will be found at the end of this report. 

In relation to the total number of questionable ads, there were more financial 
ads requiring action than any other category. However, 175 advertisements 
which required bureau action were the business opportunities type—generally 
classified ads. But 252 bank advertisements out of 398 required bureau action. 
This is a high percentage of advertisements needing corrective action. It proves 
that the bureaus performed a valuable service to banking institutions in help- 
ing to remove the causes of public suspicion resulting from questionable 
advertising. 

The real estate, business opportunities, and security investment advertising 
was responsible for 25 percent of the advertising referred to authorities. The 
other 75 percent was split among 30 different classifications. 

In the commercial category a number of businesses used questionable adver- 
tising. Of 195 individuals and companies placing “Help wanted” ads, 142 re- 
quired corrective bureau action, only 1 case went to authorities. Dry cleaners 
placed 193 questionable ads, 146 needing correction. Photogaphers created 240 
questionable ads with 97 requiring modifications. Professional services were 
responsible for 348 such advertisements ; 109 needed correction. 

It is interesting to note that although only 7 advertisements run by public 
utilities were questioned, all 7 required action by the authorities. 
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In the merchandise field there were some questionable advertisements for each 
classification. 

It is.interesting that two of the lowest figures concerned the magazine and 
subseription book industries, both of which are participating in BBB vertical 
programs. However, it should be noted that out of 88 questionable magazine 
subscription ads, 48 needed bureau correction. 

Businesses such as department stores, stores selling furniture, rugs, home 
appliances, jewelry, TV sets, and clothing accounted for most of the questionable 
advertising. 

Nevertheless, more ads were referred to authorities regarding drugstore sales 
and upholstering than were referred to authorities concerning all the abevw 
mentioned businesses. 


PUBLIC RELATIONS 


Publicity and education 


Number of bulletins issued : 1, 411 
Circulation of bulletins : , 409, 229 
Number of billboards used : 3 
Number of car cards used 6, 537 
Number of fact booklets issued * 103, 729 
Number of other booklets issued 141, 784 
Number of BBB advertisements , OSO 
Number of news stories 5.53 
Number of speaking engagements 945 
Number of posters distributed 343, 510 
Number of radio spots used 2, 455 
Number of radio programs 601 
Number of television shows 34 
Number of Retail Guide ; 3, 44% 
Other types of publicity 163, 496 


11950 was the first year in several years where there was a decline in the number of 
fact booklets distributed by the bureaus. There was a sharp drop of 154,782 copies dir- 


tributed in 1950—from 258,011 to 103,229. While this may appear, on the surface, to 
indicate less effort on the part of theb ureaus to place these booklets in the hands of the 
public, the figure does not take into account the resultful missionary work which tie 
bureaus have conducted with business firms. These firms ordered 586,062 copies direct for 
distribution to their employees, customers, and others. Therefore, the total distribution 
figure should show a noteworthy increase of approximately 100 percent. 


Publicity continued to play an important part in better business bureau 
operations in 1950. The volume of materials produced, in some categories, was 
unprecedented, particularly in the number of bulletins published and circulated 
While the number of bulletins published increased 20 percent—from 1,097 to 
1,411 in 1950—the circulation rose from 1,177,624 copies to 1,409,239, an increase 
of almost 30 percent. 

In the use of posters, there was a remarkable increase of 102,619 copies 
from 240,891 in 1949 to 343,510 in 1950—an increase of more than 30 percent. 
The significant part of the great increase in these two categories is that it re- 
flects the bureaus’ efforts to develop and expand employee service programs to 
bring bureau services to larger numbers of people. 

In the field of news and feature stories, the bureaus continued to show increas- 
ing activity and effectiveness. In 1949 bureaus reported 12,270 news and feature 
stories published, as represented by the clippings and tear sheets. In 1950, there 
were 15,531 published, an increase of 20 percent. This reflects on not only the 
capacity and effectiveness of the bureaus to employ publicity as a useful tool, but 
it reflects on the 16-percent increase in bureau services rendered as shown in the 
additional 162,394 inquiries and complaints handled in 1950. 

The figures in the table do not show the distribution of certain special materials. 
These include : 


GI insurance dividend warning leaflet , 243,000 
. Key speeches given at the 1950 conference . 60,000 
“Guide” promotion circular 60,000 
“Labor Rackets” story in Printers’ Ink ; 100,000 
SD Rie R el arginine tticdicitnte a aeiainnts Biante tafe 23,568 


While it is an inclination to be carried away with the great volume of materials 
produced and distributed, it should be remembered that these figures are only 
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a reflection of activity. They are not an end in themselves. It can be reliably 


assumed, however, that these figures reflect on the soundness of basic bureau 
policies and procedures. 


SUMMARY 





The preceding pages have shown in considerable detail the areas wherein 
consumers and business firms have found it necessary to contact the better busi- 
ness bureaus. The figures indicate where greater effort must be spent by the 
bureaus to meet growing problems. And certainly there is ample evidence that 
business has many opportunities for self-improvement, particularly in those fields 
where the bureaus report a high rate of consumer problems. 

It is gratifying that far more people are still seeking advice before entering 
into important transactions rather than after. The report shows that 71 out of 
every 100 bureau calls are inquiries. Of course we must recognize that this per- 
centage is somewhat less than it was in 1949 when 77 out of every 100 calls were 
inquiries—so that during 1950 there was an increase in the number of complaints 
to the bureaus. 

Since this study has revealed that most of the increase in complaints relates 
to merchandise transactions, it follows that greater bureau attention should 
be focused on classifications in this category. It would be impractical for every 
single consumer and business establishment to call the bureau before making any 
purchase—but some way must be found to impress both the public and the busi- 
nessman of the importance of careful shopping. Greater stress must be placed 
on educating the public concerning the economics of our business system. Like- 
wise more effort should be devoted to working with business to overcome specific 
consumer problems. 

The Better Business Bureaus are in a unique position as an impartial organiza- 
tion capable of creating a better understanding of the basic business system prin- 
ciples, and thus creating better goodwill between buyer and seller. 

This report demonstrates that the bureaus are accomplishing this job, day after 
day, month after month at the community level. And it also shows that much 
more needs to be done. More self-servicing booklets, pamphlets, talks and other 
materials is indicated. More employee service programs are necessary. In- 
creased local and national joint better business bureau-industry programs are 
essential and, of course, greater business support of the bureaus is vital. 

It should be quite obvious from the data in this study that the bureaus have 
done a remarkable job. Certainly the business membership of the bureaus can 
take justifiable pride in the achievements for 1950. 







































A STATISTICAL ANALYSIS OF BETTER BUSINESS BUREAU ACTIVITIES FOR 1951 


Prepared by The Research Department, the Association of Better Business 
Bureaus, Inc., Chrysler Building, New York, N. Y., Willard M. Zurflieh, 
director of research 


FOREWORD 





The 1,482,228 instances of service which are analyzed, by classification, in 
the following pages only show the number of times the bureaus have been called 
upon for assistence. The figure is the highest in bureau history and, reflects 
the high regard in which the public and business hold the bureaus. 

However, no figures are reported which tell the behind the scenes story of 
the many steps taken in processing each request for assistance. If these were 
added the total figure could be well over 3 million. 

We only mention this because not all instances of service can be handled on 
the spot ; many require further study involving time and money. 

In telling the full better business bureau story instances of service form 
only a part. Actually the figures as reported under Bureau Statistics are 
grouped according to three headings : 

1. Instances of service 
2. Advertising checked and corrected 
3. Education and publicity 

Instances of service show the number of times the bureaus have been called 
upon from sources outside the bureau offices. These contacts are in the nature 
of inquiries or complaints regarding some form of business transaction. 
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The work done by the bureaus regarding advercising is initiated by the 
bureaus themselves. By a constant watching of #1 advertising the bureaus 
not only protect the consumer but help build public confidence in business. 

And supplementing these two facets of bureau work is the continuous pro- 
gram of educational and publicity work done by the bureaus. Through bul- 
letins, posters, facts and other booklets, radio, TV and speeches the bureaus 
warn and educate the public and business about their own responsibilities. 
Much of this work is self-servicing enabling intelligent decisions to be made 
without the necessity of contacting a better business bureau. 

Therefore, a statistical analysis of these three bureau functions will reveal 
that bureau activity is a good barometer of market conditions. 


A SUMMARY OF BUREAU STATISTICS FOR 1951 


PUBLIC SERVICE 


Of the 1,432,228 instances of service 72 percent represented inquiries. There 
is a difference of only 1 percent over 1950 when inquiries were 71 percent of 
the total. The majority of consumers and business still find it to their ad- 
vantage to investigate before investing. 


TaBLeE I.—Total instances of service by major categories 


1949 1950 


Percent Percent, Percent 
Financial 155, 064 161, 109 14 196, 215 14 
Commercial 206, 161 | 212, 984 18 293, 607 21 
Merchandise , . 107 q 479, 970 41 677, 444 47 
Manufacturing i 9, 330 | 10,766 1 11, 393 
Wholesale 5 3, 850 3, 763 
Solicitations _. -. 78, { 96, 567 93, 082 
Schemes ; 27 : 29, 083 : 32, 643 
Booklets 75, 53, 069 53, 469 
Miscellaneous inquiries and complaints 106, 49% 125, 894 7 70, 612 


Total 1, 010, 89 100 |1, 173, 292 1, 432, 228 


The percentages in table I show how closely the pattern established in 1949 has 
been followed. This is ample proof that the better business bureaus are operat- 
ing basically the same. Once again there was an increase in the merchandise 
category. In 1950 it jumped to 41 percent from 34 percent in 1949. In 1951 
merchandise cases were responsible for 47 percent of all instances of service. 
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There are certain classifications which caused the bureaus the most concern. 
Ten of these created 64,002 instances of service, or 45 percent of the total. 
They were also directly responsible for 379,368 inquiries or, 36 percent of all 
inquiries and 190,009 complaints, or 47 percent of all complaints. 


TABLE II 


Instances of | Percent of 
service total 


1950 rank | 1951 rank 


















Solicitations___.-__- bin dlhbetihibeddbedl 1 1 93, 082 6.5 
Construction___ 4 2 82, 513 | 5.8 
Television 7 3 80, 548 5.6 
Insurance ‘ 2 4 80, 467 | 5.6 
Automotive ! 5 5 64, 357 | 4.5 
Home appliances ____- : Pee) 3 | 6 62, 460 | 4.4 
Magazine subscriptions - ces 6 | 7 52, 028 3.6 
Furniture, rugs - - 4 8 47, 150 3.3 
Photographers J : 8 y 46, 360 3.2 
Dry cleaners..........-. ss ca 7 10 10 42, 925 | 3.0 





ee ae ‘ ais le oa tii ae 615, 890 
ee bitin aiidls _ ito . | 780, 338 


oe 
cro 





Sat raeancna eee cedi ; ; soap og cel ie taldaeaseeibadlae teak tain chain ea 1 432, 228 | 100 





1 Auto equipment and service, new and used cars. 


The above table is presented simply to show which classifications are re- 
sponsible for a large amount of bureau activity. With certain exceptions the 
rank order by years is very close. The reason for the shift in rank and ex- 
planations concerning each of the 10 categories will be discussed in detail in 
subsequent sections. 


























TABLE III.—Financial category (14 percent of the total) 








| | 
Percent Total Inquiries | Complaints 

| 
ON siete tne aie ee Ba ee oe te 1 1, 865 1, 648 217 
Building and loan and savings and k ee Dae a 2 3, 659 3, 247 422 i 
Business opportunities ____- goeus Saeceeeeey 5 | 10, 615 | 9, 437 1,17) 
Auto financing_ ' eee — 7 13, 029 8, 208 4, 821 
Loan, discount, and fins ancing iiioriea ee s 16, 266 13, 452 2,814 
a NN I eT SRR 9 17, 267 14, 090 3,177 ; 
Securities and investments. sf soccatictamatiiainas ais 10 19, 445 18, 375 1,070 ‘ 
Real estate______. SDA Gills cedlgebheodcctn Jk dtibbeon 17 | 33, 592 27, 445 6, 147 
I aise det Riiatnikl tht nega enin th«dateeaial 41 | 80, 467 73, 797 6, 670 





I dina ch aia Elais vipa peieneie’ 100 | 196, 215 169, 699 26, 516 
' 


The 1950 report on bureau statistics showed a high ratio of complaints to 
inquiries in the auto financing field. This is again true for 1951 where 37 per- 
cent of all auto financing cases were complaints. This is only slightly less than 
in 1950. 

There was a noticeable increase in the real-estate complaints. Even though 
percentagewise there were less real-estate cases; complaints increased over 150, 
from 12 to 18 percent. 

The insurance industry again accounted for 41 percent of all financial contacts 
with the bureaus. And 37 percent of all financial inquiries concerned insurance. 
But even though the increase in insurance contacts was 23.5 percent over 1950 
there was no change in the ratio of insurance services to other classifications. 
In 1950-51 insurance problems amounted to 6 percent of the total figure. 

With the exception of solicitations, where 94 percent of all contacts with the 
bureaus were of an inquiry, no other category had as high a percentage of in- 
quiries as the financial group. This was due to the greater caution exercised 
by consumers and businesses regarding larger money matters. Out of every 1€0 
people contacting the bureaus on a financial matter 86 were seeking information 
before entering a transaction. Compare this percentage with 74 percent for 
commercial inquiries and 60 percent for merchandise inquiries. 
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TABLE 1V.—Commercial category (21 percent of the total) 


(This group includes businesses offering services rather than commodities) 








Percent Total Inquiries plaints 

Railroads . 1, 380 1,022 358 
Public utilities 1 2, 231 1, 401 830 
Airlines 2 5, 813 4, 267 1, 546 
Moving and storage 5 14, 299 10, 910 3, 388 
Employment... 7 19, 877 16, 617 3, 26 
Organizations... om 7 20, 494 18, 034 2, 460 
Education 8 23, 900 20, 769 3, 131 
Other personal services s 24, 134 18, 511 5, 623 
Professional services ~ 24, 340 17, 792 6, 548 
Advertising media 9 27, 189 23, 328 3, 861 
Miscellaneous 14 40, 665 32, 695 7, 970 
Dry cleaners 15 42, 925 17, 084 25, 841 
Photographers 16 46, 360 32, 406 13, 054 

Total : 100 293, 607 214, 836 78, 77 


Over 46,000 instances of service, or 16 percent of the commercial category, 
were recorded about photographers. These contacts concerned the reputation 
of legitimate photographic studios, as well as complaints about various coupon 
schemes and other questionable business stimulators. 

However, as in the 2 previous years, the dry cleaning industry caused the 
bureaus great concern. More problems about the serviceability of fabrics were 
recorded than there were problems in any other commercial classification. In 
fact, there were more dry cleaning complaints than inquiries. In time it is 
hoped that this situation can be changed as more and more bureaus set up 
bureau-industry dry cleaning arbitration boards. Generally speaking solution 
of complaints in this field requires extensive study and only through cooperation 
of dry cleaners, retailers and manufacturers together can the abuses in this field 
be eliminated. 

In 1950 airlines, railroads, moving and storage were grouped under a trans- 
portation heading. These were handled separately during 1951. 

Very few contacts were made with the bureaus about railroads but almost 
6,000 people had reason to call the bureaus about air travel. The files reveal a 
large percentage of these contacts concerned nonscheduled airlines and air ticket 
agencies. Moving and storage services were 14,299. Altogether there was a 91 
percent increase in transportation instances of service. This constitutes one of 
the greatest single increases in all bureau services. 

It is obvious that greater bureau emphasis must be directed to the field of 
transportation. 

Although the total number of services rendered regarding public utilities was 
small, 37 percent were of a complaint nature. This is exactly the same percentage 
as for 1950. It would appear that some attention is required here. 

In summing up the work done in the commercial category it can safely be said 
that the bureaus did an excellent job—inquiries increased from 70 to 73 percent. 

Yet there is room for improvement. There are opportunities for commercial- 
type businesses to better their relationships with the public. 


MERCHANDISE CATEGORY 


The table on the following page will show that the greatest volume of bureau 
work was done in the merchandise field. Almost 700,000 contacts were about 
commodities. And it also follows that the greatest number of complaints would 
be registered in this category; 40 percent were complaints. But there is an 
encouraging note in that less people complained during 1951 than for 1950; 
from 45 percent in 1950 to 40 percent in 1951. 

This could mean that a little more care is being taken before purchases are 
made. It could also mean that business is doing a better job of building goodwill. 
Both are healthy signs. 
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TaBLe V.— Merchandise category (47 percent of the total) 


| Percent 





Total Inquiries |Complaints 








| 
Office supplies _ ___- ‘ : . ee ‘ — 4, 403 3, 359 1, 044 
Vending machines. ____. 7 paatreeeiaie Sa cdagiiaedbel 4, 607 3, 916 691 
Photo supplies __ : 1 6, 436 4, 093 2, 343 
I 1 6, 842 5, 816 1, 026 
ct i cit MOE 2 i cil cage 1 6, 978 4, 299 2, 679 
Weod stores. .......-..-.-«:.- 1 | 7, 520 4, 399 3, 121 
Agriculture 1 | 7, 520 4, 866 2, 654 
Furs__. 2 9, 687 6, 180 3, 507 
Hardware. __ 2 | 9, 825 6, O11 3, 812 
Men’s apparel. _ _- 2 | 9, 890 | 5, 578 4,312 
Radio and music. 2 | 10, 500 5, 911 4, 589 
Upholstry._.___ 2 13,617 | 7, 163 6, 454 
New-car dealers. __ 2| 14, 972 | 8, 953 | 6,019 
|. | Skt See 2 | 16, 536 | 8, 975 | 7, 555 
Department stores. _- 3 18, 020 9, 713 | 8, 307 
Auto equipment and service as 3 18, 765 9, 251 9, 514 
Direct sellers.............- ‘ ; 3 21, 746 | 15, 418 6, 328 
Book subscription... 4 24, 659 | 18, 444 6, 215 
Heating equipment. __. 4 26, 014 | 16, 336 | 9, 678 
Women’s apparel 4 26, 691 | 13, 959 | 12, 732 
Used-car dealers 5 30,620| 15,861 | 14, 759 
Furniture-rugs____ 7 47, 150 | 22, 443 24, 707 
Magazine subscriptions___- 8 | 52, 028 | 39, 385 12, 643 
Miscellaneous__._._..--.___ 8 | 56, 905 | 39, 492 17, 413 
Home appliances... ................-... 9 | 62, 460 | 34, 728 27, 732 
Saabs nemaiemnauee alte tzte estore. 12 | 80, 548 | 37,777 42,77 

Construction.................. 12 | 82, 513 | 55, 614 26, 899 

ih tits tien tt itiibeitenteateenntsceadtdnteeseent cecal 100 677, 444 | 407, 840 269, 604 


ss a enn tel Oe r i | 





With almost 700,000 instances of service involving merchandise, the bureaus 
had a busy year in this category alone. With only a few changes the classifi- 
cations in the merchandise category ranked the same as in the previous year. 

The construction business caused 82,513 bureau contacts. In volume this was 
a 42 percent gain. But in comparison to other businesses (which also had in- 
creases) the ratio remained the same. The only change was a slight decrease 
in complaints. It is evident that people were checking more carefully in 1951 
than in 1950 on their building transactions. 

In 1950 television instances of service were recorded under the heading “Photo 
Supplies, Radio and Music.” Most of the services in this group were about TV. 
In 1951 TV had a separate listing. More than 80,000 people had TV problems 
and, 53 percent were in the nature of complaints. However, analysis by quar- 
ter periods reveals that the highest number of complaints were handled early 
in 1951. There was a gradual drop during the balance of the year. As TV 
spreads across the Nation there will be continued problems—generally of a 
service nature but, as business learns to cope better with this complex prob- 
lem and, as the public also learns the limitations of TV, there should be less 
reason for calling the bureaus. The standards developed by the bureaus and the 
TV industry should continue to help create mutual understanding and fair play. 

Home appliances, furniture and rugs were responsible for a total of 109,610 
instances of service. These two classifications always follow closely in volume 
the construction figures. After people buy a home they must furnish it. 

Even though there were more complaints than inquiries in the furniture-rug 
field there were relatively less complaints than in 1950. Complaints also dropped 
percentagewise for home appliances. 

Now it follows that if there will be less building during the current year 
there will be somewhat less activity in the above groups. Even the replacement 
factor will be diminished since many people stocked up early in the 1951 scare 
buying period. 

Relatively there was no change in the auto equipment and service classifica- 
tion. Complaints continned to be greater than inquiries. Since so much of our 
economic life and method of living today revolves around the automotive indus- 
try it would seem just plain good business for these dealers and service people 
to build better goodwill. If we add the figures for the 3 automotive classifica- 
tions a total of 64,357 instances of service results with 46 percent of this num- 
ber as complaints. This is much too high. It is fortunate that the bureaus 
were able to service the people with problems concerning this industry other- 
wise there would be many more dissatisfied customers. 
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However, an encouraging factor is the overall drop in merchandise complaints 
since 1950. From 45 percent to 40 percent. This can be taken to indicate that 
despite an increase of 41 percent in total merchandise instances of service, busi- 
ness has cut some of its sharp competitive practices. It could also mean that 
the promotional activities of the better business bureau in educating the con- 
sumers has been effective in creating a better understanding between business 
and its customers. 


TasBLe VI.—Other categories 


rotal Inquiries Complaints 
| 

Manufacturing 11, 398 9, 000 2, 393 
W holesale 3, 763 3, 008 760 
Solicitations > 93, O82 87, 683 | 5, 399 
Schemes 32, 643 28, 301 | 4,342 
Booklets 53, 469 53, 469 |...... 
Miscellaneous 70, 612 56, 277 14, 335 


Only two significant changes occurred during the year in the above table. 

The solicitations instances of service were relatively high because of the in- 
crease in appeal for funds. Even so there were less bureau contacts concerning 
solicitations and a greater number than in 1950 were investigating first. This is 
a reflection on the bureaus’ preventative work. The bureaus have been waging a 
relentless war on fake appeals for funds. It is apparent that progress is being 
made. 

In the wholesale field there was a 5 percent increase in complaints. This was 
a result of the many new companies offering merchandise at wholesale or big 
discounts—with the result that some people became victims of deals involving 
inferior merchandise and no service. Most wholesale firms do not engage in 
retail business. 


TABLE VII.—Consumer versus business use of bureau services 





Consumer Business 
Total aa. 
Inquiries | Per | Com Per- | tnquiries | Pe? Com Per 
cent | plaints | cent : vent | plaints | cent 
Financial 196, 215 100 140, 231 72 23, 177 12 15 3, 339 l 
Commercial 203, 607 1M 58 68, 566 23 15 10, 205 { 
Merchandise 677, 444 100 50 240, 681 35 11 28, 923 4 
Manufacturing - -- 11, 393 1K 2 i, 766 16 37 627 5 
W holesale 3, 763 100 39 282 7 41 478 13 
Solicitations 93, 082 100 36 2, 979 3 58 2, 420 3 
Schemes 32, 643 100 60 2, 775 Ss 27 1, 567 5 
Booklets 53, 469 100 48 52 
Miscellaneous 70, 612 100 58 11, 157 16 22 3, 178 1 
Total 1, 432, 228 100 772, 765 54 351, 383 24 257, 343 18 50, 737 4 


Business uses of bureau services kept pace with the general increase in in- 
stances of service as compared to 1950. Requests for bureau assistance by busi- 
ness amounted to 308,080 instances of service or 22 percent of the total. There 
were 62,812 more business requests for bureau services, representing a 26 percent 
increase over the previous year. Nevertheless, there is still a need for more 
businesses, generally, to avail themselves of the assistance the bureaus offer. 
Consumer problems can be greatly reduced by business itself through the better 
business bureau. The bureaus are agencies of business and promote voluntary 
efforts to eliminate the causes of consumer complaints. 

A step in this direction is the noticeable increase in requests for booklets from 
business. This indicates a willingness to keep and build good consumer relations. 
In 1950 business requested 1,905 booklets—38 percent of all booklets. In 1951 
the figures show 28,018 of all booklets requested went to business firms. This 
represents 52 percent of all such requests. 
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TasLe VIII.—Truth in advertising 


Number of ads shopped Ads requiring action 











Total [tie ae! 1 alos in (anoles gat 

| Maga- : |. By By au- 

>, 

| Papers | ‘sines Radio | TV | bureaus | thorities 
nn - | eneeeeee niraiistineniesenc a ~ somcnngean —|-———__|_— aoe 
Financial _ | 96 883 | 10 | 71 4) 278 20 
Commercial _- 1, 685 1, 618 | 19 | 42 | 6 | 852 24 
Merchandise 16,120 | 15, 159 | 106 | 622 | 233 6, 591 | 161 
Manufacturing._- 10 | SA... ; }_. 1 1 | ean 
Wholesale __ J | 27 | 27 |. ---| hens - 
Solicitations__- 15 | 14 | 1 | 6 | i 

Schemes Sia 52 | Oe Bice | i | of ee 
Miscellaneous__..........____ 150 145 }.... | Pass | 35 | 1 
be bs 19,027 | 17,903 | 135 | 745 245 | 2, 779 | 207 





In addition to the many thousands of instances of service performed each year 
the bureaus study millions of advertisements in all media. Only a small per- 
centage seem to be questionable. During 1951 the questionable ads were less 
than in 1950. This is further proof that business wants to have the respect of 
the consumer. But of the questionable ads (19,027) the bureaus had to take 
some action in 7,779 cases. Only 207 were referred to the authorities. Percent- 
agewise this is a slight increase over 1950—from 0.7 percent to 1.25 percent. The 
files on these 207 cases would show a high degree of intent to defraud the public. 

A closer look at the figures shows that of 972 TV ads 856 or 89 percent needed 
correction by bureaus or the authorities. This is unfortunately high but many 
TV dealers resorted to tricky and sometimes unfair advertising in order to move 
their stocks last summer. The situation is somewhat improved now. 

Women’s and men’s apparel advertising accounted for a high number of ques- 
tionable advertisements—but less than in 1950. 

A reflection of the times is the drop in business-opportunity advertising. Since 
there was near full employment in 1951 people were relatively less inclined 
to try branching out for themselves. 

Used-car advertising still continues to be subject to bureau suspect ; 61 percent 
of ads of this nature required bureau adjustment ; 12 cases went to the authorities. 

Department stores, home appliance, and furniture advertising still provide the 
bureau with considerable work. About 25 percent of all questionable advertis- 
ing concerned these businesses and they accounted for 20 percent of all the 
advertisements which had to be brought to the attention of the proper authorities 
as a last resort. - 

However, except for the fringe elements business can take pride in a better 
report on advertising abuses for 1951. This is far from saying that there is little 
room for improvement. It does mean that more sales can be made through 
honest than false advertising. It also indicates that the bureaus’ efforts to 
“maintain truth in advertising” are being fruitful. There were many requests 
for the publications, A Guide for Retail Advertising and Do’s and Dont’s in 
Advertising Copy. These bureau books if used can spell the difference between 
factual and misleading copy. 

PUBLIC RELATIONS 


Publicity and education 
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This table showing the production of information materials and the various 
publicity activities of the better business bureaus during 1951 reflects only in a 
small measure the results of the time and effort the bureaus give day in and day 
out to inform and protect business and the public. These figures are impressive. 
They are a testament to the bureaus’ effectiveness in handling publicity and an 
indication of the need for and the receptivity to bureau news and informational 
materials by business and the public, and by the various media which serve the 
public. These figures, in total, are approximately the same as in 1950 and 
slightly higher than in 1949. There were, of course, increases in production 
of some materials. There was a reduction in others. The same is true with 
the employment of certain media. But generally speaking, the bureaus con- 
tinued to maintain a high rate of activity, the results of which perhaps can best 
be seen in the 1,432,228 instances of service handled during the past year, and 
in the increase of 258,936 such instances. 

Better business bureau publicity is regarded as the right arm of bureau opera- 
tions. It is informative and educational. It warns and it protects. Much of it 
is of the self-help type of interest to consumers. Most of it appears in local and 
regional publications, and is local in origination. The basic reason for this local 
emphasis is that “all business is local,” for it is on this level where business and 
the public come into intimate daily contact and where business-consumer prob- 
lems largely exist. Here is where the better business bureaus do their main 
work. In the handling of publicity, bureaus use the widest latitude within the 
framework of generally accepted better business bureau policies and procedures, 
This has proved to be sound as each community or area has problems and situa- 
tions peculiar to itself and bureaus vary as to their facilities not only in conduct- 
ing their publicity activities, but in the servicing of inquiries and complaints 
resulting from their efforts. 

Although the exposé type of BBB publicity seems to appeal to editors and 
writers of some publications, particularly those with national circulation, the 
bureaus strive to keep sensationalism within proper bounds and to stress wherever 
and whenever possible the constructive aspects of their work and the efforts of 
responsible business to act in the public interest. 

At all times the bureaus are keenly aware of their responsibilities in reaching 
the widest possible audience with information of interest and help. The only 
deterrent lies in the facilities which they have available to service properly the 
growing number of requests for help. To help cope with this problem, the bureaus 
are studying new and improved techniques in reaching their various audiences 
with more effective self-servicing informational materials and publicity. Book- 
lets, for example, in the bureaus’ Fact booklet series on economic subjects are be- 
ing revised and reprinted to meet changing conditions, Seven new editions were 
brought out last year. New and better employment of industrial posters for 
shops and factories also are being studied. Television as a vehicle for mass com- 
munications is another medium which is receiving closer attention of bureaus in 
television areas. In the preparation and use of such materials and in the appli- 
eation of various public relations and publicity techniques, the bureaus draw not 
only on the experience of all bureaus in the BBB network, they also benefit from 
the welcome interest and help of professional specialists in their communities. 

While the association’s office serves mainly in a guidance and consulting 
capacity with its ninety-odd member organizations in the preparation of mate- 
rials and the handling of publicity, it also plays an important role in acting as 
an information clearinghouse for the entire BBB movement. A basic task is 
interpreting better business bureau objectives, policies and operations to business, 
the publie and to their various agencies and representative groups. It also en- 
deavors to highlight the efforts of responsible business to act in the public interest. 
As a result, the association's office last year was contacted continuously by trade, 
business and consumer publications for general information and editorial assist- 
ance and articles appeared in a number of nationally known publications in 
which the better business bureaus were referred to or featured, Although asso- 
ciation officers and executives appeared on several radio and television programs 
and addressed a number of business groups during the year, prime attention is 
given to national publications in various fields to reach business and the public 
at large. 

Unquestionably, better business bureau publicity plays a vital part in daily 
bureau operations, With increased effectiveness, business and the public will 
receive greater satisfaction from their relationships with one another and there 
will be a better general understanding of and respect for the American competi- 
tive enterprise system. 
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CONCLUSION 


This is the time when each year a look back at the activities during the past 
12 months make it possible to evaluate and put into proper perspective plans for 
the coming year. 

Perhaps the most important fact revealed in this statistical summary is that 
although the figures reflect individual bureau operations they clearly demon- 
strate the power of the entire better business bureau network in a never ending 
and always increasing effort to promote private enterprise in the public interest. 

Every bureau, in its own community is doing a grassroots job—but without 
the support and cooperation both actual and morally of other bureaus this effort 
would have less impact. 

The bureau statistics report for 1951 proves beyond question that the bureaus 
are national in scope. 

It is apparent that the statistics are accurate because a study of the reports 
for 1949-50 and, this report for 1951, reveals almost exact percentages. Differ- 
ences, where they occur, are as a result of definite changes in market conditions. 
This is positive proof that the bureaus on an individual basis operate basically 
the same—with the same policies, objectives, and results. 


Financial category 


This group showed the highest percentage of inquiries. As to the current 
situation this was so because of larger amounts of money involved and also 
because people generally are not familiar with the many complicated phases of 
finance. 

It is quite possible that there will be an increase in the bureau contacts re- 
garding financial matters in 1952 because, even with higher taxes, there will be 
more disposable income according to U. 8. News & World Report, January 11, 
1952. People will be looking for opportunities to earn greater returns on their 
savings and investments. 


Commercial category 


Two of the most difficult industries from the standpoint of a number of in- 
stances of service are the dry cleaners and photographers. They, year in and 
year out, present a lot of difficulties. This is truer of the dry cleaning business. 
There is no real intent to defraud here—just that a dry cleaning complaint in- 
volves several people, the consumer, the dry cleaner, the retailer and the manu- 
facturer. Each passes the responsibility to the other. The figures for 1051, 
42,925, clearly point out the need for a program within this entire field Some 
progress is being made in certain bureau cities. Not only must the industry and 
its allied connections assume a better attitude toward the’ consumer but the 
consumer must have more education on the serviceability of fabrics. 

Among photo studios fhere is some intention to defraud and mislead. How- 
ever, the picture was a little better in 1951 than the previous year. If the 
bureaus continue to educate and expose in matters concerning photography 
studios 1952 should show continued results. 

During 1952 the bureaus will continue their efforts to eliminate the abuses 
in the airline field. As mentioned in the preceding pages much of the trouble 
in this field came as a result of high pressure ticket agencies. 


Merchandise category 


Inquiries increased over 1950. This is encouraging and shows that people are 
possibly realizing that there is just as much reason to be careful with daily 
“bread and butter” transactions as with the infrequent financial matters. 

Construction instances of service were greatest but inquiries exceeded com- 
plaints. Furniture, rugs, home appliances closely followed. 

Bureau services regarding magazines sold house-to-house were high but in- 
quiries exceeded complaints and when compared to 1950 there was an increase 
in inquiries. This record is interesting because it shows the effectiveness of the 
joint better business bureau industry program in this field. It is also significant 
that the activity recorded from this classification when weighed against the total 
number of selling contacts is in relation to similar experience in other fields. 

TV presents a difficult picture. The industry is growing exceedingly fast and 
spreading from coast to coast. It is expected that much has been learned during 
the past year to enable the manufacturers, dealers and service people to deal 
more fairly with the public—but as permission is granted for more TV sta- 
tions the problems might continue to cause many instances of service for a year 
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Akron -. 
Albuque! 
Amarillc 
Atlanta 
Austin 
Bakersfi 
Baltimo 
Baton I 
Binghar 
Boston 
Buffalo 
Charlot! 
Chicago 
Cincinn 
Clevelal 
Columb: 
Corpus 
Dallas .- 
Dayton 
Denver 
Des Me 
Detroit 
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Fort W 
Fort V 
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Halifas 
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or two. But it is almost certain that the ability of the industry to solve many 
of its service problems (as reflected in the picture for 1951) will be continued 
in 1952. 

Generally speaking, both business and the public showed more intelligence in 
their relationship during 1951. There are problems yet to be faced but business 
is showing a greater desire to maintain public confidence. Possibly because of 
this manifestation the public has reacted more favorably to business. 

It appears that a gradual improvement in business-consumer relations is tak- 
ing place. The report for 1951 further indicates that this improved condition 
will continue through 1952. 


APPENDIX A 


Individual bureau instances of service 


Total instances Total instances 
Bureau: of service Bureau: of service 

Akron siti tis hatin ditch acesly” Se ERM  cnetcercaeesbbieds 20, 651 
Albuquerque —~..----..- atenns (ae Norristown cectinltees 256 
Ames . ..cs.cnieideinane 2, 011 en 
DIE cacitntanctrstticiicmnnanae . 15, 608 Oklahoma City ~..-.-- --.- 19,314 
DOT“ cconnnnmnnlhaa 2, 193 Omaha . sa eee 27, 622 
OS ES ee 6, 012 Ottawa vaiatitternnetats 1, 214 
EE 12, 653 Peoria —- . ee 
Baton Boussts......---..-= 4, 795 Philadelphia .............. 28, 849 
epee. 4....é6:55.-sind~ 590 ES se 
ORO Aidatiicutedbetensiabatndl 88, 490 Ee 26, 992 
DR oes. a 18, 767 Portland, Maine ____-_.-__ 2,518 
| te a PE 8, 037 Portland, Oreg — we 
SND Sa aiiceiceemsntianidetineny 60, 000 Providence Fe | ee 
CN rn titackinnnamnngs 24, 542 Quebec : iad —s 
oo aveaniindiion 66, 685 Reno ES 1, 364 
I chemist eal 10, 651 Roanoke Pitilielcenacenenens 3, 476 
Oorpus-Christl_._. 2a .1cia, 673 Te ete! ay ae 
TURTEINES <<. . ccnnctniaeenainenall ices 14, 610 QBacramento .............. 4,628 
SPEED annccnqanndtaiswieamsies 25, 602 ea UN 50, 000 
IE ie aia 122 San Antonio____—- -aa= 20, B00 
Des Moines .............. 20, 48 a eee oe ee J TE SS 
Duta. ts kis jack icici aleban 50, 483 San Francisco____._._.... 35, 751 
NORE!) dtitintcticctiidatend 1, 636 San Joseseu2.u.. deciles 3, 058 
Port! Wayne. <cskiawen 7, 709 Beste) A a 100 
Poet) Wortti. ssi 15, 056 Santa Barbara___..--__--- 2, 944 
rand BamiGssncsncnccee 7, 875 Schenectady -...-........ 2, 198 
REM hk he cd 9, 984 Se Useless OS 
cit cincinnati enticiceicgee 9,511 BeMttie betas pie: Gag 
IN cede aalochcnads vcnnionabainn 9, 918 ee a 
0 RE ee gS a 5, 950 
SiN Ss cece 20, 177 SOGROG  ss ies ce 4, 000 
REED, foiscdrhenctesenmabennees 147 Springfield, Mass__..-..-. 14, 192 
SONA NOR ou. cnne 33, 598 Springfield, Mo_-.-------. 3, 564 
Raneas: City...........<.s 14306 SR eiceae 82 
BI i oc Seithet alin caccnsembbetliitttons 3, 000 Syracuse -..----- tthe: ae 
SE caccvcscoctusi neuianecntinas 5, 880 I TO is rcnuctomtrimnrenannes 1, 693 
FD Re ey ON a ane 
SA BI, cicckibtmosoce 85, 440 IIIT, .. in dn:sancicnaninctndndstnanenedithdid 41, 206 
OTIS oh isicictersdas _.. 16, 810 OO ee 8, 324 
UO a cusicisihitnelliticensisieccnitsitaal 364 Dn om 
INI a ciccenssethabeniiaigtnns 4,514 Vancouver —_--~- semaennneiiiilla 9, 879 
a Se 53, 253 Washington __...----- 225 18,000 
ee 15, 296 PE in cnet ennineniene 400 
ii ce ae 25, 433 I. er inci esennsinnrasietpiaiaitiain 14, 000 
oe i, ee 18, 000 IEE cstaniaiinaachiarstictimanienes 5, 449 


(ee 76, 463 Wwoereetee 2 ee A ie 8, 499 
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APPENDIX B 


Instances of service, 1949-51 














| 1999 | 1950 | 1951 Total | Percent 

Bie ceil Bieter vemiecs ed Td A PS 
Merchandise -_____- ‘ ‘ 347, 107 479, 107 677,444 1, 504, 521 42 
Commercial. ¥P | 206, 161 212, 984 293, 607 712, 752 20 
Financial 5 é | 155, 064 161, 109 | 196,215 |  §12, 388 | 14 
Solicitations 78, 100 96, 567 93, 082 267, 749 | 7 
Requests for booklets 75, 524 53, 069 | 53, 469 182, 062 | 5 
Schemes : 27, 112 29, 083 | 32, 643 | 88, 838 | 2 
Man'ifa*turing - ; 9, 330 10, 766 11, 393 | 31, 489 | 1 

Whol-sale_ 6, 007 3, 850 7, 763 | 13, 620 | 3) 
Miscellaneous __ s , satel 106, 493 125, 894 70, 612 | 302, 999 | 4 
Ten.....« ‘ : - 1,010,898 | 1,173,292 | 1, 432, 228 3, 616, 418 100 
! Less than 1 percent. 
1951 1,432,228 





1951 85,542 





The Canadian bureaus which reported statistics’ recorded 85,542 instances of 


service or 6 percent of the grand total. Complaints were lower in Canada than 
in the United States but this was probably due to the fact that TV is almost 
nonexistent across the northern border. Only 24 cases were brought to the 
attention of Canadian bureaus. And TV in the States caused a considerable num- 
ber of problems. 

It is also interesting to note the close conformity of the Canadian and United 
States bureaus as revealed in table I. 








Taste I 

| ™ United States}; Canadian 

| All bureaus bureaus | bureaus 
hile niin egies ee sibeiilemaiiaiaceds “a 

Percent | Percent | Percent 
PR : ocho cans np tt estbih  ilyeabulincesseliegls 14 14 | 15 
Commercial as : o-cintertpiiai ep inindiankigeiini 21 | 21 | 18 
Merchandise. __ om a orernegenr snares mequeneoaeimmiain 47 | 47 | 2 
Manufacturing ES EEE UY nt OR SRE > 1| 1} 2 

Wholesale (4) @® (’) 

Solicitations guhens a 7] 6 12 
Schemes _. 2 2 | 5 
Books ete aioe ad 3 4) 1 
Miscellaneous 5 | 5 5 
Total......... enn eeten te 100 100 | 10) 


' Less than 1 percent. 





* Montreal, Toronto, and Vancouver, 12 months; Halifax, 11 months; Ottawa, 1 month. 
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bureaus. 





Banks........- 
Loan, discount 
Building and le 
Auto financing 
Security and in 
Real estate -_..- 
Business oppor 
Insurance, life. 
Casualty and s 
Health, accider 
Miscellaneous- 


Total... 





Advertising m 
Airlines......- 
Education -.-- 
Employment. 
Dry cleaners. - 
Moving and st 
Other personal 
Organizations. 
Photographers 
Professional se 
Public utilitie: 
Railroads. -.-. 
Miscellaneous 


Total... 





5068 
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In the next table we see the classifications creating the most bureau work, 


TABLE II.—Top 10 


All bureaus | Canadian 


Solicitations Solicitations. 
Construction 7 Construction, 

Television J q Automotives. 

Insurance Home appliances. 
Automotive 5 Dry cleaners. 

Home appliances 5 Book subscriptions, 
Magazine subscriptions 7 Magazine subscription. 
Furniture, rugs... Security and investment. 
Photographers... y Insurance. 

Dry cleaners _ . 10. Used cars. 


Once again there is close conformity between the Canadian and United States 
pureaus. 
TABLE III 


FINANCIAL CATEGORY 


Total Inquiries | Complaints 


Banks 4 ie _ 162 161 1 
Loan, discount and finance 7 1, 571 1,414 157 
Building and Joan and savings and loan associations 90 73 17 
Auto financing 1, 918 1, 092 826 
Security and investment. ._- : 2, 796 2, 634 162 
Real estate . 2, 292 1, 901 391 
Business opportunities 959 867 92 
Insurance, life ‘ . ; 2,173 1, 881 292 
Casualty and surety 193 168 | 25 
Health, accident, medical f : 368 314 54 
Miscellaneous — ‘ ‘ : 375 273 102 


Total. _. oo nisivelial ihe tee oe on eam 12, 897 10, 778 2,119 


COMMERCIAL CATEGORY 


Total Inquiries Complaints 


Advertising media__- é J sd 1, 921 1, 329 592 
Airlines. 4 ind hd tas ie iep enw 27 a 4 
Education » ; ond ll 1,319 1, 046 273 
Employment. . : whet - 675 607 68 
Dry cleaners bea ae A é 3, 690 1, 560 2, 130 
Moving and storage . aaa él ogi 127 S44 43 
Other personal services .. - 4 onden 1,918 | 1, 571 | 347 
Organizations : : : | 1,113 | 859 254 
Photographers ‘ ide ive 1, 841 1, 288 | 553 
Professional services - . ‘ eee ‘ 2, 061 1, 395 | 666 
Public utilities............- siantamsiiiitil inane . 103 80 | 

Railroads ; 7 > : ~~ 100 

Miscellaneous. a wintienciealin pandionievinibiid 642 | 


Total +e i . ee een 5, 537 
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MERCHANDISE CATEGORY 








Inquiries | Complaints 
























Ds 5. ald dstnnnenvenicnnngecedettvathnnechesxed 454 257 179 
SN ieciccocindepeheiiigeieinesmiernt ives ttirinctptv detains nda 79 66 13 
Auto equipment and service. 1,042 746 296 
New car dealers.......- 1, 753 1, 402 351 j 
Used car dealers. 2. 632 1, 74 858 1 


Construction (home)... 
Department stores............ 
Direct selling................. 
Book subscriptions... ___- 
Magazine subscriptions. _- 
Food stores 
PUR eb ie swtnbneccnavchniini ocd entes 
Furniture, rugs 
ai i a hen 
Men’s apparel... _.. se 
Office supplies and equipment 
Hardware................-. 


5, 600 4,170 1, 430 
513 359 154 































I ne 
I a 
Photo supplies, sales and service 
Radio and musie, sales and service... ___.. 
Ne OU OS... ee admawacenconseon 
ES 6 nnn Sage ion nese 
Vending machines..........._. otuas 
Women’s apparel 
Miscellaneous. 





oetlie 






Manufacturing 




































RUNNING Lae Lo remeenen eee on : 
I i cree ed ee oe ae , 
DS SE Wisk acne cnasacchbiesceboceckcaneentncieat Mt Mey > R  eee 
UNS s cantsewenecennntsccenarwedudmencinneeinwaninins 
The preceding table shows in detail the volume of work handled by the 
Canadian bureaus. It is quite obvious that the public and business experience 
much the same type of problems as exist in the States. Much of the analys‘s 
presented in the main réport would prevail for Canada. However, I feel the 
Canadian association may prefer to make a more comprehensive analysis than 
what is presented in these typed sheets. Furthermore, there are obvious dif- 
ferences in the figures which can only be explained by someone more familiar 
with Canadian better business bureau operations. 
Consumer versus business use of Canadian better business bureaus 
Consumer Business 
Total |—————__—_—_—_——_ 
Inquiries | Complaints Inquiries | Complaints 
| | F 
li annette bid 12, 897 8, 557 | 1,919 2, 221 200 ‘ 
| SRL aE: 15, 537 8, 193 4, 345 2, 182 817 4 
| eae mesial 35, 455 21, 192 10, 786 2, 864 613 ; 
Manufacturing.___ 1, 347 | 115 | 460 619 153 Py 
Wholesale.__..___- 105 58 | 31 . 8 q 
Solicitations. _- a sc 10, 563 1, 958 | 158 8, 257 190 { 
Schemes... __ 4, 763 3, 962 | 300 308 193 3 
OGREe ........-.-- : aa 384 SP Btinseeicdche —— EEE 4 
Miscellaneous inquiries and complaints.--- 4, 491 3, 179 457 773 | 82 i 
aan a ; 
eed ‘ust tie | 85, 542 47,429 18, 456 17, 401 2, 256 : 
3. ic ieee | 100 55 | 22 20 3 i 
PN icici dhe nee bck deaciutiieda 54 | 24 18 4 ; 
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A comparison of business versus consumer use of bureau services reveals 
practically no difference between the figures of Canadian bureaus and all bureaus 
on a percentage basis. y 


OTHER COMPARISONS 


The Canadian bureaus were active in checking advertising and figures show 
general agreement with the overall pattern. Canadian bureaus carried on a good 
publicity and educational program using nearly all the sources available to edu- 
cate and promote. 


CONCLUSION 


Since this is the first time a separate breakdown of Canadian bureau statistics 
has been made it is impossible to judge the relative position of 1951 statis- 
tics to previous years. The Canadian bureaus conform very closely to the pat- 
tern established by all bureaus. Even if the Canadian figures were subtracted 
from the grand totals there would be no appreciable difference (table I). Due 
to the pressure of time these calculations were not made. The figures are avail- 
able, in the main report and the Canadian supplement if any Canadian bureau 
wishes a purified comparison. 











ne a ome. Meee oe an Oe et . 0 ' ow = ww =? = = 4 
ea ae , Ponte ee eo ee 6 6 6gs 610 ‘+ gze ‘S oz ‘bt 699 “46 Renee ene . coweegs ae Seale aan we 
ea “"| ee Since '< meget: Sei ts S| 192 6LF Z Log ‘¢ 686 ‘ZT Obl 1% ees acne s eassieaies = 
1z Lg8 y 0@ 6s Sz ‘T Ise ‘T Loe ‘% 996 ‘9 90F 2 020 ‘81 ie ee ee ee (o o— a Sane, oe 
¥ ed z 8 £ 16Z eeL ‘I 126 ‘2 99T ‘SZ | £60 '29 £19 28 ” 4. SA Se ee eee i sean v0 os 
lo [| olge fe [ae feet | [ome | ier pmo me foo SSSI Se 
¢.... oe 4 a Z 2. oe ei 3 oot 20L°8 zoe “2 | 992 ‘SI eee eT a ee ee ee sojAles PUB quemidmbe oyny "12 


| R21 | StL ‘T | 88 a9 “== Taare 1012909 Iseq * 
| 808 190 ‘T he ore ‘Z as F zs “""“anyNoyay * 
ASIONVHOURK 
| 90% ‘or ‘Sel ; : : 7 ; [BJO49UTUTOD *[8I0,], 
116 ‘T LT8 ‘OI i f “a 7 Sa cee SNOSUUT}AS] AY * 
zg 4 { ; : : ; ae, en ae Gas spRoyey * 
9tl 4 a vad F A ; ~""SOPTTIN OGNG °*Z 
878 BRO) * . £02 ‘EI OPE “bz SOJAIOS [VUOTSSYJOIg * 
882 +s 991 '€ PIT ‘62 098 ‘OF “7 . fee pone orrae si9ydussojoyd * 
198 : 7 OF OI POP ‘OZ te “TPP "=" STOLIRZTUBAIQ, * 
Z21 YI PEL “PZ 5 7 e ““=""""" “SOOT AIS [RUOSIOd J9YIO * 
990 ‘OI 662 “FI 7 : : aoe odviojys pur Fujaopy * 
S69 “PT S76 ‘ZF r : ae ae ; Siounefo £1q “6 
069 ‘FI 218 ‘61 : ; ~-----“quemrsorduig * 
9O8 ‘21 006 ‘8% ; ; : : uoywonpY * 
SOP é £18 ‘S See eee SVUTLTY “¢ 
201 ‘LT 681 “Lz a ‘ , pes ““""""-gEDInT SUSTIIOA PY * 
1VIOUAR KOO 





688 ‘f Tee ‘OPT 91z ‘O6T = "oe a ~"yelouvug ‘7830.1, 
LLL 99 8 625 ‘OT £92 ‘LT : Ty 7 = “-=="=""SNOOUBI[OOST IY * 
1g 0 '8 ; 869 ‘Sz Z¥0 ‘Zk : ~" >" ]ROyPeUI-quepjoow-4ITwEYy ‘ 
TI8 ‘ST P16 ‘LT ne : euy ‘Ajouns ‘Ayyensvo 
ZLI ‘oS IIe ‘og ae : oe ~--""@y] ‘aouBInsUy * 
£62 “L S19 ‘OL Sr eeenrne rE rane tl seere ern seyyyunjiod do sseujsng * 
9L8 ‘2% 26S ‘Ek - , eae er neers e . “978780 [BOR * 
£06 ‘ST ovr ‘BI ed ~"syU9UI80A UT PUB AQTANIe ° 
9OT ‘L 620 ‘SI Tt : ’ ~--“gujouBuy oyny * 
ee ‘Z 499 ‘f ag SUOTIEPOOSSB ILO] PUB uae pus uBo] pure Jury ‘ 
99T ‘OL 992 ‘OT : souvuy pues yUNOOSIp 


‘ 


$98 I 








Z 
= 
g 
g 
& 
D 
g 


TVIONVNIA 





80} nee | seu | 
44043 |. ; ope 1% | suede, 
ne &g | "a 4q 1POU | -useyy i eo Aes 
| ssouisng zeurnsu0g9 jo seounys sseuysng jo ed, 


“UT [RIO], 











mOT}08 


Zursynbed spy peddoys spe jo soquinNn QO]A106 JO S9OURISUT 





= 1196] 40f saosas nvaing ssauisng sayeg fo hapmwuny 





607 


FHA INVESTIGATION 


| 
R 








e61 


| 
| SbL 








cer 


ONAMD 


) 





£06 *L1 


ort 
I 
Ly 
a! 


lz 


} 691 °ST 
OSI ‘T 
gle % 
68 

} ¢9 

m6 

tLI 

| $PI 
696 

| 929°T 

| ¥ze 
est 

| FIT 
0S6 
bey 
68£ 
06 
9g 
£&% 
6 

|» 

Sz8 ‘T 
162 


LOL 


£kZ 
as 


ne 


Le1 ‘os 
| SLI ‘8 
| 29g ‘T 
| 0% 


BL 
Lz9 





£26 ‘8% 
696 *Z 
gor ‘T 
Lei 
Is¢ 
gol ‘e 
9 
60€ 
L0Z ‘T 
118 ‘Z 
G22 ‘T 
ett 
10F 
LZ 
LOF 
G20 % 
08 





be “L192 | 
POF ‘ST j 
810 ‘Sz 
SIL’s 


“ 





| SIt‘t 


FIG ‘TZ 
612 6 
80L‘T 
998 
| 6bL 
| 140 ‘9 





18 ‘I 
298 
006 ‘T 
ze ‘F 

| 6FS 

| 18 
ect ‘I | 





| 
| Sh0‘I 
| 826 
£o2 ‘E 
eet 
| L16 
Ze *L 
610 *¢ 
6LF Z 
L0G ‘Z 
126 ‘2 
Stz ‘Z 
$80 ‘€ 
689 “I 


ese 


ast 
SLL 
626 
Z8Z 
992 


Tg9 


roF 
592 
bre 
£20 
990 
696 
FeO 
Ste 
126 
£0F 
69e 
£9 
Ie 
0Or 
ze9 
6h 


"AN ‘LI 440% MON “SPI JasAlyH ‘oul ‘sneemg ssoulsng 10330q Jo UOT}EPOSSy 





GOL *“ZLL 
£18 ‘OF 
| [Sh ‘ee 
| 98¢ ‘6I 
| OIF 
| Ob ‘T 
SB ‘> 


928 ‘OEE 





‘or 
‘ZI 





rca 





easel 


822 ‘TEP ‘T 
Z19 “OL 
69% “Ec 
£49 ‘Ze 





| £92 ‘€ 
| £68 ‘LI 


| beP‘LL9 





£06 “9S 
(69 92 
209 ‘F 

LI19 ‘eI 
| Sb “OS 
00¢ “OI 








oes ‘OI 
O9F “Z9 
F10 ‘9% 
£28 “6 
20% ‘> 
068 “6 
289 ‘6 
| OSI LF 
| 826 


OZ *L 








vy3 Aq pepid ui0o SIIPIVIG Neeng ssousng JevIeq uo JOdeyY [eNnUUY [S61 oy} WO |; 


"18307 puBiy 


““SNO@UBI [IS] Py 

“s}aTyOo 10} sjsenbe zy 

wee ~~>"gemeyog 
“““SHOTIBIOI[Og 

"* ~~ OTBSafOu MA 
~“ZupNjoxnuyyyy 


~-@sTpUByoJeMI ‘[BIO], 


““SNOSUBI[OOST Jy 
“jaredde $,u9T10 MA 
“souyTqoVU ZuTpusA 
~~-"== Kjeyspoud 
~“@O}AJog PUB SOTVS ‘ UOTS|ASTO,], 
“QJ A108 PUB SOTRS ‘OSNUl puB OTPeY 
~~" @0jAJes pus sopes ‘sojjddns ojoyd 
. = ~~ Aljomor 
: em ~-ssounjdde emoyy 
~""~"@oJAl98 pus juSmIdInbe Zuyywery 
ae “"""" 98.4 PIB 
~---"queumdmbe puv seyddns soyjo 
— . ~""-"1918dde S$, Dey, 
. ee ae ~~" "Sing 
s3ni ‘ainqruing 
7z Te 
~*""$01048 poo gy 

~"“SuorjdLosqns sulzeie yy 

; suo;diiosqns yoo 
Y am so SUTTIES JON 
“""$8103S JUeUIyIBdec] 
(emI0Y) UOTjINIYsSUO,:) 

~-"" gJ8TBep IVO-pesy 
SJV[VIP JB-MON 


eo}Ales pus’ jueTIdmbe oyny 





"1g 
"9¢ 
"gg 
7 
"eg 
tg 


“1g 
“og 
“6P 





“G 

















608 FHA INVESTIGATION 
Publicity and education—“Telling the BBB Story” 
| ! j 
| Business | Employ-| General | 
manage-| ees of con- Total 
ment | business | Sumers 
ntninlahinimminestincicadiaiiidalaiaiils 2 | 
Number of bulletins issued_..__.-__ eae oe i dteews | 1, 256 112 185 | 1, 553 
Circulation of bulletins... ...__. Saas cioeiaed ial 725,116 | 257,620 | 304,908 | 1, 287, 644 
Number of billboards used_ slpseeeistpie x x | 46 | 44 
Number of car cards used_.._....__..__. tote bcodiahatcnanaine | x x 3, 531 | 3, 531 
Number of fact booklets issued__.._._- aia doce aubeell | 50,975} 18,213 54,286 | 123,474 
Number of other booklets issued_____- ; ad | 133, 502 | 4,012} 20,713 | 158, 227 
Number of BBB advertisements.._._............_____ ‘ 140 | 15 700 R55 
Number of news stories, articles..... _.___- : : ; 1,016 56 | 2, 914 | 3, 986 
Number of speaking engagements................._____ a 334 | 81 | 572 | 987 
Number of posters distributed__......._____ oad .--| 173,629 79, 128 35,304 | 288, 061 
Number of radio spots used _. idudbiaanininaniis xX xX | 2, 492 | 2, 492 
UENO no cimeoniuioain eugene ceinenuien x | x | 575 | 575 
Number of television shows.._..................._.-- _—e x x } 111 | 111 
Retail “‘Guides” issuei_..........__.._. seathonal 663 9 | 103 | 775 
og eee ee eee ae ae 24,782 | 16, 587 10, 833 | 52, 202 
Trade, business conferences. ._........._- x | 285 








A STATISTICAL ANALYSIS OF BETTER BUSINESS BUREAU ACTIVITIES FOR 1952 


Prepared by the Research Department, Association of Better Business 
Bureaus, Inc. 


A SUMMARY OF BUREAU STATISTICS FOR 1952 


PUBLIC SERVICE 








eee wer ee ee er ese esoeee + 0 0% 


199 


ES 
1,010,898 


1,432,228 


1950 were ee ee ee eeroeor= 416.0% 







1951 ecoceeennes- 421.6% 


1952 woenen= 416.6% 


Million 


There was an increase of 17 percent in the instances of service performed by 
the 96 better business bureaus, in 1952. This is a total increase of 65 percent 
over 1949. 

The 1,670,667 instances of service reported for 1952 reveals that 75 percent 
were inquiries and the balance in the nature of complaints. 


ee oe ees ee eee eer. 
ee ee ee eS ee Se eC 


There was a 3-percent increase over 1951 in the number of inquiries. (Seventy- 
five out of every one hundred contacts were “investigating before investing.”’) 
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Classific 


——$_ 


Financial.---- 
Commercial. - . 
Merchandise - - 
Manufacturing 
Wholesale. --.. 
Solicitations. -. 
Schemes... --.-- 
Booklets_.----. 
Miscellaneous 
complaints. - 


Total.... 





1 Less than 1 
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a little mo 
details. 








Solicitations. 
Home appliar 
Insurance - - -. 
Construction 
Automotive ! 
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Magazine sul 
Furniture, ru 
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Grand 
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TABLE I.—T otal instances of service by major categories 






















1952 


1950 





1949 
Classifications —— ——— a _ 
| Number | Percent) Number | Percent) Number | Percent) Number | Percent 
























Financial. ---.} 155, 064 15 161, 109 14 196, 215 14 223, 204 | 13 
Commercial 206, 161 21 212, 984 18 293, 607 21 333, 829 20 
Merchandise . 347, 107 34 479, 970 41 677, 444 47 | 821, 769 49 
Manufacturing -. 9, 330 1 10, 766 l 11, 393 1} 14, 702 1 
Wholesale 6, 007 (‘) 3, 850 (a 3, 763 ( 5, 680 (4) 








Solicitations 78, 100 8 06, 567 8 93, O82 7 118. 450 | 7 
Schemes... 27, 112 3 29, OSS 2 32, 643 2 32, 244 | 2 
Booklets_. 24 7 53, 069 4 53, 469 3 47, 280 3 
Miscellaneous inquiries and | 
complaints . 106, 493 10 125, 894 ll 70, 612 5 73, 509 4 
Total... 1, 010, 898 100 (1, 173, 292 100 1, 432, 228 100 (1, 670, 667 100 

















1 Less than 1 percent. 





With the exception of schemes, there was an increase in every category. The 
percentage figures remained in the same general pattern as for previvus years. 
There was slightly less activity in the financial and commercial categories and, 
a little more in the merchandise field. The following pages will present more 
details. 









TABLE II.—Jnstances of service (the top 10) 











Rank order 
Instancesof; Percent 
service | of total 





Classifications 





| 1950 | 1951 | 1952 | 






| 












SINE, cccnepcenconsaceanepes — ; 1 i 1 118, 450 | 7.1 
Home appliances otbolemnntes 3 6 2 93, 991 5.6 
Insurance Dieadhatadombanes 2 4 Q 93, 559 | 5.6 
Construction pounet “oa 4 2 4 93, 056 | 5.6 
Automotive !_....- naihied 5 5 5 85, 038 | 5.1 
Television Salalog ou . ‘ 7 3 6 84, 202 | 5.0 
Photographers , ; 8 W 7 53, 127 | 3.2 
Magazine subscriptions . 6 7 8 51, 457 | 3.1 
Furniture, rugs... 9 8 9 47, 280 2.8 
Dry cleaners . 10 10 10 42, 435 | 2.5 

Total sane ‘ saa an inka 762, 595 5.6 
All others ae . ; 908, 072 54.4 











Grand total. .............. aatitialeinincsnincitih oéa ated , 670, 667 











1 Auto equipment and service, new and used cars. 





No new classifications have moved into the “top 10” during the past 3 
years but the rank order has changed somewhat. This is especially true of 
television which dropped from third place in 1951, to sixth place in 1952. This 
is remarkable when it is considered that the television industry is still rela- 
tively new in many communities. What happened is, that previous experience 
in metropolitan areas during 1950 and 1951, made it possible to eliminate many 
abuses before they started. Furthermore, the television industry working with 
the better business bureaus, developed self-regulating procedures of greater 
effectiveness which unquestionably produced the improved conditions. 

The same story cannot be said of the home appliance “industry” which 
jumped from the sixth place in 1951 (62,460 instances of service) to second place 
in 1952 (93,991 instances of service). 

Aside from these major shifts, no other appreciable changes took place in 
the lineup of the “top 10,” which again accounted for 45 percent of all instances 
of service. 
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TABLE III.—Financial category (13 percent of the total) 














Percent Total Inquiries {Complaints 

1 1, 838 1, 563 275 

3 5, 513 | 5, 028 485 

6 13, 532 11, 624 1, 908 

6 14, 034 10, 652 3, 382 

8 | 17, 542 13, 999 3, 543 

9 | 20, 215 18,719 1, 496 

10 | 21.719 18, 570 3149 

16 35, 252 29, 506 5, 746 

42 | 93, 559 86, 677 9, 882 

Neil Loca isnt toeomeny Sonal | 100 | 23, 204 196, 338 26, 866 

DOT ietie en ctanckin seteecc eens nicl 100 11 
i 



















In comparison with 1951, the above table reveals no change in the rank order 
and little percentage changes, despite an increase in activity for every classiti- 
cation except banks. The ratio of complaints to inquiries increased during 1952 
for banks; business opportunities; loan, discount and finance; and security and 
investments. All other classifications showed a slight increase in inquiries. In 
other words, out of every 100 contacts with the bureaus about financial matters, 


89 were “investigating before investing.” Of this number, 39 were about insur- 
ance and 13 about real estate. 


TaBLE IV.—Commercial category (20 percent of the total) 














| | 
Classifications Percent | Total | Inquiries | Complaints 
ae } ee retains 
I sinc ccehtenecdincaltca tet aehs mente sc ® 1, 268 | 987 281 
or ee... 240.25. 1 2, 840 | 1, 923 917 
eee 8 i as 2 6, 014 | 3, 801 | 2, 213 
Moving and storage 4) 13, 9, 034 4, 331 
Employment_......_____ 5 | 17, 876 | 14, 372 3, 504 
Other personal services... 6 | 20, 549 | 15, 453 5, 096 
Professional services..............._._..__- 8 | 25, 895 | 19, 681 6, 214 
NE BO mana d Swen necbdhunwdscesete 8 | 26, 329 | 23, 986 2, 343 
A... Aitatulmunsinhtnuicedmumnasecion 10 34, 583 | 27, 805 6, 778 
Education. ...._.....__.. Seibeths sich dbewdihneomacunniee 11 | 37, 423 | 32, 970 4, 453 
I nk ne 13 42, 435 | 20, 539 21, 896 
A iiicinsnbattlicntib-sepduuhinttcidsasioseacad 16 52, 125 | 42, 638 9, 487 
es iecbicdesan nokia ne. conuhabenime akan 16 | 53, 127 | 36, 552 16, 575 
Meee hcvcedinenccnhcierndtaratsntbel 100 | 333, 829 | 249, 741 84, 088 
I chested Stet asnwhinensikascsnacapaslecatibiocinnn 100 | 7. 25 












a few increases in complaints—air- 
lines and employment and advertising media caused a higher percentage of com- 
plaints during 1952 than in 1951. Even though there were more complaints than 
inquiries about dry cleaning, there were relatively less than in 1951. 





















Hardware. .--.-. 
= 
Radio and musi 
Men’s apparel... 
Agrienlture ._.-. 
Vending machin 
Pest control 
New-car dealers 
Upholstery . .--- 
Food stores. --- 
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Jewary.------+ 
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Heating equipm 
Book subscripti 
Women’s appar 
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Construction -. 
Home appliance 
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1 Less than 1 
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TABLE V.—Merchandise category (49 percent of the total) 









Classifications Percent | Total | Inquiries | Complaints 
Office supplies and equipment. --. (4) | 2, 840 2, 076 764 
Fuel. .. (1) 4, 845 3, 353 1, 492 
Photo supplies—sales and service (4) 5, 513 3, 341 2,172 
Hardware oS on ‘ | 1 9, 022 5, 531 3, 491 
Furs ! 1 10, 191 6, 571 3. 720 
Radio and music—~sales and service l 10, 859 6, 331 | 4, 528 
Men’s apparel 1 11, 695 6, 982 4,713 
Agriculture 2 13, 031 9, 030 4,001 
Vending machines 2 13, 899 11, 189 2,710 
Pest control 2 14, 368 12, 270 2, 198 
New-car dealers 2 16, 373 10, 364 6, 009 
U phols 2 16, 874 8, 757 8,117 
Food stores 2 17, 375 13, 657 3,718 
Department stores 2 18, 879 10, 968 7,911 
Jewelry 3 21, 552 11, 401 , 151 
Auto equipment and service - . 3 24, 058 d , 754 
Heating equipment and service... -. 3 24, 893 941 
Book subscriptions 3 25, 304 55 
Women’s apparel 4 30, 239 
direct selling i 33, 413 
Used-car dealers 5 44, 607 19, 895 
Furniture, rugs 6 47, 280 23, 640 
Magazine subscriptions 6 51, 457 39, 673 11, 784 
Miscellaneous 10 81, 863 62, 462 19, 401 
lelevision ‘ 10 84, 202 46, 396 37, 806 
Construction il 93, 056 66, 163 26, 893 
Home appliances .___. ll 93, 991 61, 659 8, 941 
Total . 100 821, 769 536, 167 285, 602 
Percent 100 65 35 


1 Less than 1 percent. 


The merchandise category again was responsible for the major portion of 
the better business bureaus’ activities. Over 800,000 instances of service were 
performed. In 1951, 39 percent of the instances of service for the merchandise 
category were complaints. In 1952, 35 percent of the merchandise contacts 
were complaints. This change reflects a slightly better relationship between 
business and the public. However, certain changes within the merchandise cate- 
gory since 1951, are worth highlighting: 

Measured by volume, more people contacted the bureaus about home appli- 
ances than about any other type of merchandise. There is a jump from 62,460 
to 93,991 in 1952 (50 percent), and yet relatively more people (10 percent) 
made inquiries before purchasing, than was the case in 1951. 

There was also a 202-percent increase in the instances of service concerning 
vending machines; a 110-percent increase in bureau service on pest control and 
a 131-percent increase in instances of service about food stores. The latter classi- 
fication is not generally the cause of any great amount of bureau work but, the 
very high increase last year can be attributed to no other reason except the 
growth and spread of the home freezer-frozen food plans. But, even in this field 
80 out of every 100 persons contacting the bureaus, were making inquiries. 

Television instances of service increased only 5 percent but, the number of 
people making inquiries before purchasing, increased almost 10 percent. There 
is still room for improvement here, since 45 percent of the TV instances of service 
are complaints. 

In the women’s apparel field, 49 percent of all contacts with the bureaus were 
complaints. This is about the same picture as existed in 1951. There was a 
3-percent increase in complaints concerning furniture and rugs, where 50 percent 
of all bureau contacts were complaints. 

An interesting change occurred in the instances of service performed by the 
bureaus in behalf of the magazine-subscription industry. For the first time, the 
statistics relating to this industry check with better business bureau experience 
in other fields. First of all, there were slightly less calls on the bureaus about 
magazines and inquiries increased from 48 percent in 1951 to 77 percent in 1952. 
This unquestionably can be attributed to the progress and effectiveness of the 
joint CR-BBB programs, through which business has the full opportunity of 
exercising its responsibilities to correct causes of complaints which exist. 
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TABLE VI. Other categories (17 percent of the total) 




















| 
y Com- 
Classifications | Percent | Total | Inquiries plaints 
-_ — — —_ atriescentel cnietesteapsamannintetstatyetitl 

hl te ci ticdeicn ei RaReoemnices (‘) 5, 680 4,919 761 
MND foo ss cat 1} 14, 702 13, 290 1, 412 

emes wp dktiecile pcondubeds tela isthe paket 2 | 32, 244 27, 891 4,353 
Requests for booklets..................____. eae 3 47, 280 | ER hth 
EE Ririinn -nwechiiindeancin- stssetsedeneses 4 73, 509 | 59, 248 14, 261 
SN ERR pcre scntkbokcnsaos cup ascscks ave 7} ei 112, 087 6, 513 

1 Less than 1 percent. 


The volume of instances of service for the above categories increased consider- 
ably and, along with this increase, was a corresponding increase in inquiries over 
complaints. The bureaus handled a 28-percent increase in solicitations during 


1952, making this category again the leading size cause of contacts with the 
bureaus. 


CONSUMER vs. BUSINESS 


USE OF BUREAU SERVICES 





Contrary to the belief held by some, business not only supports the better 
business bureaus but, frequently calls upon the bureaus for assistance. There 
were 384,272 specific requests from business establishments for bureau services. 
This number accounted for 23 percent of the 1,670,667 total instances of service 
in 1952. 

The largest single cause of business concern and reason for calling the bureaus 
were the 79,125 inquiries concerning solicitations. 
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Bureau files on solicitations were directly responsible in the saving of millions 
of dollars for business out of which it would undoubtedly have been cheated. 
Even so, 3,553 business firms filed complaints about various solicitations. In 
addition to this protection, millions of dollars the public might have foolishly 
given away to fake charitable appeals was saved for spending in legitimate 
channels, because over 30,000 consumers checked with the bureaus about various 
appeals. 

Other major business requests concerned advertising media, insurance, ap- 
pliances, automotive, television, magazine subscriptions, construction, schemes, 
and organizations. 


TRUTH IN ADVERTISING 


For proper evaluation of the following table, we think it essential to point out 
that the figures do not represent total bureau activity in this field. The figures 
used are based upon calculations from reports submitted by approximately 55 
percent of the bureaus. However, past experience indicates that the basic per- 
centages accurately reflect overall bureau activity in this field. 


TABLE VII.—Truth in advertising 


Number of ads shopped | Ads requiring action 


} ] | 
| | Maga- | , wo) | aio By au- 
Papers | ‘gines | Radio | TV reas thorities 


Financial er ee 910 | 458 | 76 
Commercial... _- 1, 810 1, 534 5 220 | ; 1, 227 | 132 
Merchandise - hand 21, 120 19, 298 | , 027 315 7, 206 | 
8 

| 

| 


Manufacturing... : 39 18 |_- 
Wholesale : an 50 50 |_. } | 6 |. 
pT SS eee 15 We hiss 6 
Schemes. _. 60 53 | 5 . 16 


Miscellaneous. - 121 119 |. } 2 <a 34 |. 








Total. | 21, 987 | 537 | 1, 526 


| | 


Actually, hundreds of thousands of advertisements were scanned. Of these 
24,372 were selected for study and investigation. Of this number the bureaus 
took direct action on 9,061 separate advertisements. An additional 809 cases 
were brought to the attention of the authorities after all efforts to correct the 
situation failed. The 809 cases were 3.3 percent of the advertisements selected 
for special consideration. (Note carefully, that this refers to 3 percent of the 
questioned advertisements and not 3 percent of all advertising.) In 1951 only 
1.2 percent of the questioned ads were brought to the attention of authorities. 

Most of the “Ads Requiring Action” either by the bureaus or the authorities, 
appeared during the first few months of 1952. This is an interesting fact 
because it follows the pattern of business activity which took place during the 
last quarter of 1951 and bureau statistics show a marked decline in instances 
of service, during this period. The consumer, for a number of reasons, was not 
spending money. As a result business counselors, economisits and others pre- 
dicted a leveling off and maybe even a slight recession. 

As a result, and in an effort to stimulate sales, considerable advertising began 
to appear early in 1952, which created a public and business discontent and in 
effect, helped to create and perpetuate the conditions that business in general, 
feared. 

Later during the year, with the easing of consumer credit controls and more 
optomistic pronouncements by business leaders, business improved and the type 
of advertising which caused the public unfavorable reaction toward business, 
began to decrease and significantly also, public complaints against advertising. 
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Publicity and education 


Employees Consumers 















I I ... .nnncgeccowtas cnqenavdees 666 

Peay Ge oo SS. ieee Joa slash sks 966 | 1,362,401 651, 255, 702 
Number car cards used_...-....__........--- ac dip cn Re et dtr cn ys 3, 617 
A TT ERE AD, I Tee 242, 047 130, 371 52, 930 58, 746 
Number better business bureau advertisements. -____-- 3, 548 658 2, 608 282 
I a teen n teeta mies 2, 473 1, 052 61 1, 370 
Speaking engagements 56 
Posters distributed.__._____ d 


Number of radio spots 






Other booklets issued _-_-___- es 199, 7 72, 823 | 


Number of radio programs_-_........-..--.----.-------- ST nis ipdnuscnernn hia stes damian 596 
Number of television shows-_-._.__-....-......---.----- BO edsnn-tneLotssed csi 136 
Beau ees eee... hs a oe a iv iscaoi 917 ee 243 
ee Gn I oo Sed S. - cncestbctdudousad 58, 604 22, 377 5 


Trade, business conferences _... 


The production and distribution of informational materials along with various 
publicity activities of the better business bureaus during 1952 took a sharp in- 
crease over 1951. The figures are impressive yet they are only an indication 
= the time, effort, and expense in promoting private enterprise in the public 
nterest. 

The fact that there was a 17-percent increase in the instances of service for 
1952 can be traced, in part, to the educational phase of bureau work. Bnt more 
important, in this regard, is the fact that there was an increase in the number 
of inquiries handled. It would seem logical to assume that the educational work 
of the bureaus prompted many people to seek advice by checking with the better 
business bureau before entering a business transaction. 

Furthermore a great deal of the above informational materials was and is of 
a self-servicing nature designed to help people make intelligent decisions without 
the need to check with the bureaus. 

Unquestionably, local bureau publicity plays a major role in protecting the 
public and business, but it also is effective in proving the value of the bureau 
to local business. A well-conceived and executed program of publicity and 
public relations goes a long way in securing new members. 


CONCLUSION 


The statistical information contained in the preceding report speaks for it- 
self. It reveals how extremely busy the better business bureaus are. It also 
reflects a tremendous amount of preparatory work in order to answer inquiries 
and complaints, handle advertising cases, and conduct an intensive educational 
program. 

This report rounds out 4 full years of reporting bureau statistics. In chis 
period 5,287,085 instances of service were performed. This would be a yearly 
average of 13,900 instances of service per bureau, or about 53 daily requests 
for service from consumers and the public for each better business bureau. Of 
course, some bureaus would not normally handle this amount of work, while 
others take care of much more. But, 53 daily instances of service represents a 
busy day for any operation. 

Bureau statistics, as for any year, covers all phases of business activity, and 
the 1,670,667 instances of service for 1952 are positive proof of the acceptability 
oft the better business bureaus by both business and the consumer, as impartial 
agencies for public service. 

Any major economic change or introduction of a new product or service, is 
quickly reflected in bureau statistics. For example, the growth and spread of 
television, freezer-food plans, the increase in new homes with the corresponding 
demand for furniture and appliances, were responsible for a heavy workload 
on better business bureaus. 

Therefore, no story concerning the better business bureaus, locally or nation- 
ally, is complete unless bureau statistics is a part thereof. Locally the figures 
show operations at the grass-roots level. Nationally, the figures reveal the close 
conformity to current market conditions and are used effectively in demonstrat- 
ing that the better business bureau movement is national in scope, and equipped 
to carry out programs designed to eliminate abuses and strengthen public con- 
fidence in our economic system. 
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Akron. ..-----: 
Albuquerque... 
Amarillo...--- 
Atlanta ---.--- 
Austin -=-- 
Bakersfield - - - 
Baltimore -- 
Baton Rouge - 
Binghamton. - 
Boston --- 
Bridgeport ---- 
Buffalo. -- ---- 
Charlotte. - - - - 
Chicago -.---- 
Cincinnati... - - 
Cleveland - - - - 
Columbus. - -- 
Corpus Christ 
Dallas - ------- 
Dayton...-.--- 
Denver “ 
Des Moines 
Detroit - - --- 
Elkhart---.-- 
Fort Wayne.. 
Fort Worth .. 
Grand Rapid: 
Halifax 
Hamilton --- 
Hartford ___- - 
Honolulu... - 
Houston. ---- 
Huntington -- 
Indianapolis - 
Kansas City. 
Lima. --..---- 
Lincoln... -- 
Long Beach.. 
Los Angeles. 
Louisville---. 
Marion... --- 
Memphis- -- 
Milwaukee - - 
Minneapolis. 
Montreal. --. 
Miami Beact 
National_..-. 
New Orleans 
New York... 


Merchandise 
Commercial 
Financial. - - 
Solicitations 
Requests for 
Schemes .. -. 
Manufactur 
Wholesale - - 
Miscellaneot 


Total. 


1 Less thai 


Bureau 


Akron 

4 lbuquerque 
Amarillo 
Atlanta 
Austin 
Bakersfield 
Baltimore 
Baton Rouge 
Binghamton 
Boston 
Bridgeport 
Buffalo 
Charlotte 
Chicago 
Cincinnati 
Cleveland 
Columbu 
Corpus Christi 
Dallas 
Dayton 
Denver 

Des Moines 
Detroit 
Elkhart 

Fort Wayne 
Fort Worth 
Grand Rapids 
Halifax 
Hamilton 

H artford 
Honolulu 
Houston 
Huntington 
Indianapolis 
Kansas City 
Lima 

Lincoln 

Long Beach 
Los Angeles 
Louisville 
Marion 
Memphis 
Milwaukee 
Minneapolis 
Montreal 
Miami Beach 
National 

New Orleans 
New York 


Merchandise... 
Commercial 
Financial 
Solicitations ‘ 
Requests for booklets 
Schemes -- 
Manufacturing 
Wholesale 
Miscellaneous..... 


Total 


' Less than 1 percent. 
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APPENDIX A 


Individual bureau instances of service, 1952 


Total | Inquiries 


056 

3, 432 
, 893 

440 

. 769 

, 916 

197 

. 000 

640 

7, 990 
2, 481 
9, 064 
. 420 


, 709 


Com- 
plaints 


Bureau 


Norristown 
Oaklend 
Okl-homa 
Omaha 

Otte wa 

Peoria 

Philo delphia 
Phoenix 
Pittsburgh 
Por‘land, Mrine 
Portland, Oreg 
Providence 
Quebec 

Reno 
Roanoke 
Rochester 
Secramento 
St. Louis 
San Antonio 
San Diego 
San Froncisco 
San Jose 
Senta Ana 
S-nta Berbara 
Schenectady 
Serenton 

Sea ttle 
Shreveport 
South Bend 
Spokane 
Springfield, Mass 
Springfield, Miss 
Stockton 
Syracuse 
Terre Haute 
Toledo 
Toronto 
Tucson 

Tulsa 

U ties 

V«llejo 
Vancouver 
Weshington 
Wheeling_. 
Wichita 
Winnipeg_. 
Worcester 


Grand total 


APPENDIX B 


Instances of service, 1949-52 


1949 


347, 
206, 
155, 


78, 


40, 


or 


9 
6 
106 


1, 010, 


107 
161 
064 
100 
524 
112 
, 330 
, 007 
, 493 


898 


1950 1951 


479, § 
212, ¢ 


161, 
96, 567 
53, 


29, 
10, 7 
3, 


125, 
1, 173, 3 


70, 612 


1, 432, 228 


, >| 
93, 082 
53, 469 


Total 


AO. 
3, 997 
163 
921 
, 000 
2, 795 
, 414 
639 


, 297 


150 | 


2, 546 
, 000 
3, 709 
5, 611 
5, 950 
000 
000 
3, 863 
04 

, 500 
857 
071 
5, 826 
982 

, 103 
. 000 


, 207 | 
098 | 
, 619 | 


440 
16, 774 
3, 819 


7, 453 | 


1, 670, 667 


1952 


821, 769 
333, 829 
223, 204 
118, 450 
47, 280 
32, 244 
14, 702 
5, 680 
73, 509 


1, 670, 667 


Inquiries | _CO™- 


plaints 


106 
4,172 
2, 675 
1,770 
3, 000 

360 

591 
), O84 
2, 015 

243 

, 552 

776 

288 

360 

869 
3, 114 

, 118 
5, 600 
, 185 
312 
S85 

, 048 
39 

S&S 

662 

040 


601 

, 547 
560 

5, 000 
739 
19 

, 500 
426 

5, 893 
8, 133 
328 
416 
080 
589 
2, 398 


7F 
Oo 


114 

2, 939 

2, 4f 1, 329 
5, 10% 2, 350 


1, 202, 703 467, 965 


Total Percent 
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Publicity and education—“Telling the BBB Story” 








Business | Employees | General | Total 

| Management | of business | consumers | 
Number of bulletins issued_.___..-.____-.....- 1, 104 176 | 386 | 1, 666 
Circulation of bulletins_.._..-...-. octet altnteinn | 1, 362, 401 651,863 | _— 255, 702 | 2, 269, 966 
Numoer of billboards used. ............-...--.. | x | x lossnene~ nese aelenwanmerene-an 
Number of car cards used. .-.......-...-.....- | x | x 3, 617 3, 617 
Number of fact booklets issued__._...........- 130, 371 | 52, 930 | 58, 746 | 242, 047 
Number of other booklets issued ____........._-| 72, 823 | 36, 445 | 90, 500 | 199, 768 
Number of BBB advertisements. _____..-. peste | 658 2, 608 | 282 | 3, 548 
Number of news stories, articles.._..........-_- | 1, 052 51 | 1, 370 | 2, 473 
Number of speaking engagements __......__-- | 490 | 109 | 568 | 1, 167 
Number of posters distrivuted __- a 249, 529 58, 941 | 43, 530 | 352, 000 
Number of radio spots used | x | 2, 746 | 2, 746 
Number of radio programs. --_-.- | y 4 x 596 596 
Number of television shows. -.--_- x | x 136 | 136 
I I ee iccebisncoeteeeumnnee | 96 hutetecwane pap 243 | 917 
Other types of punlicity-.................-. -. 22, 377 7, 961 28, 356 | 58, 694 
Trade, business conferences-- ..-.-..--.---.-- 549 | x x 549 


A SraTIsTIcaL ANALYSIS OF BETTER BUSINESS BUREAU ACTIVITIES FOR 1953 


Prepared by the research department, Association of Better Business Bureaus, 
Inc. 


FOREW ORD 


Although these statistical reports have been prepared primarily for use by 
local bureaus, they serve a useful function as an aid to the association of Better 
Business Bureaus, Inc., in interpreting the work of the bureaus. 

Using this report as a base, industry, media, educators, and government will 
be told how the better business bureaus assist business in self-regulatory pro- 
cedures; how the bureaus, as agencies of business, are daily protecting and 
strengthening our economic system. 

No statistical report, in itself, can possibly picture the broad scope of better 
business bureau work. No figures are included showing the time, money, or 
personnel involved. No statistics could explain methods of operation. But 
some conception of the behind-the-scenes story can be obtained from the 
analysis of 1,895,828 inquiries and complaints (instances of service) which 
were handled, the thousands of questionable advertisements studied, and the 
millions of pieces of literature distributed to assist both business and the public 
to better understand each other. 

The report includes information from 97 better business bureaus in the 
United States and Canada (Honolulu excluded). The Canadian bureaus ac- 
counted for 108,724 instances of service, which was less than 1 percent of the 
total for all bureaus. The inclusion or exclusion of Canadian figures would not 
materially affect basic percentages since the Canadian supplement’ follows 
the same pattern as that for all bureaus. 





A SuMMaRY oF BurREAvU STATISTICS FoR 1953 


SECTION I—PUBLIC SERVICE 


In 1953 the better business bureau performed 1,895,828 instances of service— 
1,382,259 or 73 percent were inquiries. The balance of 513,569 or 27 percent 
were complaints. Compared with 1952 approximately 136,000 more inquiries 
and 90,000 more complaints were handled. This represents nearly a quarter- 
million more instances of service—a 14-percent increase over 1952. 





2 May be had upon request. 
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1,670,667 + 225,161 S 1,895,828 
1 1983 


952 ‘ 

The change during 1953 was a 2-percent increase in complaints and reflects 
the slight leveling off or adjustment in the economic picture. It indicates a 
tightening market; a more competitive attitude by business and a need for 
careful evaluation by business, not only of its inventory but its public relation; 
its sales plans, its blueprints for getting its story to the buying public. 

Two percent of anything is not in itself very much but when it indicates 
criticism or dissatisfaction it is prudent to analyze the figures it represents. 
The following details of specific business classifications will show the changes 
which took place last year. 







1.3882,259 73% 


75% 


e-2 Inguiries 
Complaints 


Each year, there has been a considerable increase in the total instances of 
service (appendix B). Despite this increase the percentage each category is 
of the total has remained fairly constant as indicated in table I. The increase 
from 34 to 51 percent in the merchandise category during the 5-year period 
is attributed to our increasing standard of living. In 1953 people continued 
to and to their material wealth while at the same time continued their 
savings and other investments as is evidenced in the fairly constant percent- 
ages in the financial field. This viewpoint is further strengthened when it is 
realized that the commercial category has also remained constant. The busi- 
nesses in this group offer professional and other services as opposed to invest- 
ments or merchandise. (See tables III and IV.) 








TABLE I 
1949 1950 1951 Pe. | Per- 
Classifications | (per- (per- (per- 1952 cent 1953 cent 
cent) cent) cent) 

Financial Se ae 5 15 14 14 13 | 248, 834 | 13 
Commercial ‘ 21 18 21 20 | 385, 069 | 20 
Merchandise oman 34 41 47 49 963, 626 51 
Manufacturing 1 1 | 1 1 9, 581 1 

Wholesale anes ; () (!) (") (‘) 4,713 (‘) 
Solicitations. _.... x 8 7 7 105, 775 6 
Schemes ca ‘ ‘ 3 2 2 2} 42,775 | 2 
Booklets... .. Neinenseinn 7 4 3 3 79, 882 4 
Miscellaneous I, and C_.__. | 10 11 5} 4 55. 573 | 3 
Total b gles 100 | 100 100 | 1, 670, 667 100 | 1,895, 828 100 








1 Less than 1 percent. 


Note the sameness of pattern for the 5 years. Note too, in 1953, there were less instances of service con- 
cerning solicitations and more requests for booklets. 


50690—54—pt. 1 40 
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TABLE II.—IJnstances oot s service (top ae) 


Rank order 

Instances | Percent 

of service | of total 
| 
| 
| 
i 


| 1950 | 1951 | 1952 | 1953 





Classifications 


| 
| | 
| 128, 463 








Home appliances. ................-- 3 6 2 | 1 6.7 
Construction... _ 4 2 4 2 122, 060 6.4 
Insurance ; 2 4} 3 | 3 115, 320 | 6.1 
Solicitations. -- 1 1 1} 4] 105,775 5.6 
Television _- 7 3) 6 5 96, 044 5.1 
Automotive. 5 5 5 | 6 | 91, 668 | 4.8 
Photographers Seale ‘ s y 7) 7 | 70, 558 | 3.7 
Furniture, rugs. 7 4 8 9 8 69, 322 | 3.6 
Magazine subscriptions 6 7 | s 9 | 57, 057 | 3.0 
ty Gees ii Sl... s.. ees sssgexigal <Q 10 10 10 | 43, 874 | 2.3 
ee eee” ee Oe Sees Poe 2e Fe | 900, 141 47.3 
All others.__.-__- Ber ac nde a eto ae eee ea OL LITERS WORE Ao add | 995, 687 52.7 
ea eee 


w--0|eocene|--oo-=|-on---] 1, 895, 828 100.0 


Once again the same 10 business classifications were responsible for almost 
50 percent of all instances of service. Solicitations which ranked first in 1952 
dropped to fourth place last year. This change does not necessarily indicate that 
there were less appeals made for funds but that there were many more problems 
concerning home appliances, construction, and insurance. 

Ever since World War II we have been building; primarily residential dwell- 
ings. Consequently each year has seen an increase in the problems relating to 
all phases of construction, home improvement and maintenance. Furnishing 
private dwellings consumes a large portion of earnings and a major part of this 
expenditure goes for various home appliances—refrigerators, freezers, air condi- 
tioners, washing and ironing machines, etc. There are also smaller appliances 
ranging from vacuum and sewing machines on down to mixers and fans. (Not 
all the increase in instances of service concerning appliances is related to new 
homes. There were replacements and the purchases by nonhome owners as well. ) 

Actually, home appliances, television, and furniture combined accounted for 
293,829 instances of service—or 16 percent of the total. 

These data reflect continued spending power—power which did not stop at 
material wealth but which extended into the general field of investments, such 
as insurance. Traffic was heavy in this field: from 5.6 percent of the total in 
1952 to 6.1 percent in 1953, The record shows a greater number of people regis- 
tered complaints about some phase of the insurance industry than they did 
in 1952. 

It’s interesting to note ‘that the top 10 accounted for 60 percent of all com- 
plaints and 44 percent of all inquiries. In other words, it is these business classi- 
fications which caused the greatest general concern—of a critical nature. 


TaBLe III1.—Financial category (13 percent of the total) 


| { 


Percent Total 








Classifications | Inquiries a 
| 
detintiigeiapainsaaniapa namimpmaiciiinisacnauescenncs~ tina ctl viiniiaitiascant ee j “ae 
| 

Banks____- pial tia aati 3) j 2, 094 | 1, 784 310 
Building and. loan | and sav ings and loan : 2) - 5,206 4,727 | 479 
Business opportunities __-_._..- : ae) sae 4) 10, 707 | 9, 783 | 924 
De ene. Si secunbhade 6 | 14, 747 | 9, 837 | 4, 910 
Security investments____-- jackie Se 7 | 17, 802 | 16, 637 | 1, 165 
Loan, discount and finance. eae 8 19, 395 16, 016 | 3, 379 
Miscellaneous ._......_- ek canine ke ale aeaen 8 | 20, 144 | 17, 096 | 3, 048 
EE GINO IN oni n54 widen 2s) Mingle. 1c bso chen | 18 | 43, 419 34, 491 | 8, 928 
ROUND es. Ea ce ck ee 47 | 115, 320 | 94,341 | 20, 979 
Miia nat Beceehet tibedenot- dnd date 100 | Senet 204, 713 | 44, 122 





1 Less than 1 percent. 


Comparing the above data with 1952 a number of significant changes took 
place. Insurance instances of service jumped from 42 to 47 percent of the finan- 
cial total, an actual increase of 21,761 calls. Real estate took a 2-percent gain. 
It is also significant that of all insurance instances of service 82 percent were 
inquiries, in contrast with 93 percent in 1952. Further analysis shows that com- 
plaints involving life insurance jumped from 4 percent in 1952 to 35 percent in 
1953. From 9 to 14 percent for casualty and surety and from 7 percent in 
the accident and health field. 
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The ratio of inquiries to complaints in the financial category changed with a 
drop in inquiries and a corresponding increase in complaints. In 1952 com- 
plaints of a financial nature were 11 percent of the total financial instances of 
service and 17 percent in 1953. 

This 6 percent increase was due to insurance, real estate, and auto financing. 
The latter field showed an 11-percent increase in complaints over 1982. 


TasLe [V.—Commercial category (20 percent of the total) 





| 
Classifications Percent Total Inquiries | Complaints 

Public utilities. 2, 507 1, 667 | 840 
Railroads... | 2, 897 2, 334 | 563 
Airlines. ‘ 1 | 3, 883 3, 186 | 697 
Moving and storage + | 16, 811 11, 670 | 141 
Other personal services __- >| 20, 714 15, 629 | », OBS 
Organizations. - 6 21, 905 19, 744 | 2, 161 
Advertising 7 26, 392 21, 556 | 4, 836 
Professional services | 7 26, 872 | 7, O54 
Employment. | s 20, 782 | 286 
Education _-—..... a ll 42, OSS 4, 399 
Dry cleaners. 12 43, 874 4, 530 
Photographers... 18 70, 558 45, 555 | 25, 003 
Miscellaneous 20 | 76, 789 65, 030 1, 759 

tte ite cli i aateneetinia 100 385, 069 287, 715 97, 354 





}1Less than 1 percent, 


The various businesses in the commercial category were the cause of 20 per- 
cent of all instances of service. This was the same as for 1952. The ratio of 
inquiries to complaints for this group also was the same during the past 2 years 
(75 to 25 percent). And no great changes took place within the various classi- 
fications. More contacts were made with the bureaus about photographers and 
employment and less concerning dry cleaners, ad media and professional and 
personal services. However, dry cleaners are still the cause of more complaints 
than inquiries. There were also relatively less complaints concerning photog 
raphers in 1953. 

The fact there was an improvement in the dry-cleaning and photographic fields 
reflects the increased efforts bureaus have exerted in attempts to not only assist 
segments of these industries in self-regulatory processes but in exposing the 
fraudulent and noncooperative elements therein. Nevertheless considerable work 
must yet be done for despite the slightly improved picture last year these two 
classifications ran fifth and sixth in number of complaints. 


TaBLE V.—Merchandise category (49 percent of the total) 


Classifications Percent Total Inquiries Complaints 





Office supplies and equipment (‘) 3. 137 R45 
Fuel ( 4,301 1, 508 
Photo supplies, sales and service (1) 5, 309 3, 2,018 
Furs 4 1 9, 493 i, 3, 077 
Radio and music, sales and service l 10, 668 5, § 4, 733 
Men’s apparel 1 12, 282 5, 6 5, 586 
Hardware_. 1 12, 415 7,é 5, 102 
Pest control_. l 14,379 12, 055 2, 32 
Agriculture . - . 2 15, S5€ 11, 243 4, 613 
Food stores 2 16, 183 12,179 4, 004 
Vending machines 2 16, 411 14, 200 2, 211 
Department stores 2 16, 597 9, 024 7, 573 
New-car dealers 2 20, 908 13, 213 7, 695 
Upholstery -.. 2 21, 380 12, 442 8, 938 
Jewelry : 2 21, 731 12, 043 9, 688 
Book subscriptions._- 3 25, 246 18, 634 6, 612 
Auto equipment and service ‘ 3 27, 739 15, 334 12, 405 
Heating equipment and service 3 28, 282 19, 868 & 414 
Direct selling } 32, 158 23, 491 8, 667 
Women’s apparel. - . 3 33, 504 16, O85 17, 419 
Used-car dealers $ 43, 021 23, 540 19, 481 
Magazine subscriptions 6 57, O57 42,949 14, 108 
Furniture, rugs 7 69, 322 40), 897 38, 425 
Television 10 6, 044 49, 521 46, 523 
Miscellaneous 10 99, 680 68, 728 30, 952 
Construction... 13 122, 060 85, 651 36, 409 
Home appliances... .. 14 128, 463 83, 996 44, 467 

Total . oa xt ; 100 063, 626 609, 829 353, 797 


1 Less than 1 percent. 
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Almost 1 million instances of service alone were performed by the bureaus 
in the merchandise field. Slightly more complaints were registered and these 
were about TV, furniture and rugs, book and magazine subscriptions, women’s and 
men’s apparel, home appliances, and construction. For the first time complaints 
exceeds inquiries concerning women’s apparel and furniture and rugs. 52 percent 
of the instances of service concerning women’s apparel were complaints and 56 
percent of the services in the furniture and rug fieid were complaints. The latter 
percentage was 6 percent higher than in 1952. However, there were fewer com- 
plaints involving vending machines, upholstery, heating equipment, and service. 


TAsLe VI.—Other categories (17 percent of the total) 





| | | 
Ciassifications | Percent | Total | Inquiries | Complaints 
I re es | Ee ee 4,713 | 4, 134 | 579 
I a le ins wesc ltaiasicoclag et ‘ 1 9, 581 8, 350 | 1, 231 
SII cctadrvap-cifschi osu eniedioes chcalbsetinasinra 2 42 775 39, 373 | 3, 402 
Miscellaneous______- woiehiaellaieiae / Sicilians 3 55. 573 47, 636 | 7, 987 
Requests for booklets _____. 4 79, 882 Te bosewkoses 


NR Sr eee 0 Bre 6 105. 775 | 100, 628 | 5, 147 





1 Less than 1 percent. 


Requests for booklets jumped from 47,280 to 79,882, a 66 percent increase, 
on the other hand not as many requests for information about solicitations were 
handled. This classification has long been the cause of most contacts with the 
bureaus. Quite likely the various exposés by the bureaus, the press and author- 
ities were strong warnings to business and the public that not all seemingly 
legitimate appeals are honest. Undoubtedly, as a result, some people refused 
to recognize any charitable appeals and therefore had no need to check with the 
bureaus. 


SECTION II.—TRUTH IN ADVERTISING 


For proper evaluation of the following table and comments thereto, it is essen- 
tial to recognize that the figures do not represent total activity in this phase 
of bureau operations. The figures are based upon about 50 percent of the 
bureaus. Nevertheless the percentages expressed conform to the pattern estab- 
lished over the past few years and would therefore seem to indicate general 
accuracy. 

Again in 1953 the better business bureaus studied hundreds of thousands of 
advertisements. From these, 17,507 appeared questionable (less than in 1952). 
Of these, 7,419 necessitated some direct action by the bureaus, with only 157, 
or slightly less than 1 percent resulting in referral to authorities. This is an 
improvement over 1952 when 3 percent of all questionable advertising resulted 
in such referral. The improvement can be traced, in part, to special emphasis 
being placed on bait advertising by all bureaus. The bureaus began, during the 
latter part of 1952, to intensify its efforts to show the fallacy of bait advertising. 

This does not mean all bait advertising has been eliminated. It signifies a 
growing recognition of the problem on the part of business and media generally 
and a willingness to find a satisfactory solution. 











Taste VII 
| Number of ads shopped Ads requiring action 
Maga 

Total Papers |. leone | Radio | TV 
LE. 379 | 305 | 5 | 7 2 
a a enk cea | 1, 461 1, 407 | 8 41 5 
I. cin. tnsisn ons bikes | 15,480 | 14,669 23 607 i8l 
Mannfacturing.................] 7 | itt engin nicl sled nila 
el en a AE: 10 Rs os lls een rangi 
NOUN «5 cence cenensckun, 5 | ‘4.3. ‘ D Bicshoued 
NO ian citi nais baba | 43 | S bseee . = 3 | 3) 
Miscellaneous. ................. | 122 113 | 1 Ot waneacs | 


MR Scars sas ekeeeyies ss 17,507 | 16, 612 | 37 667 | 191 
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The heaviest volume of questionable advertising occurred in the following 
seven classifications. 
TABLE VIII 


Questionable 
advertisements 


Ti OE: BIOS O ccc rcieien enews salina a atta 2, 150 
I i lee Pe 1, 992 
ee SE eee ht a Mri oticiiaiitaniiins 1, 458 
I ities hacia ieee in im eel a i i ait 1, 326 
PEIN: scssieereinsisettinnstrensiaimetin sciatic ttl incite It Nina la ceil Ma . 1,166 
| , Ss meee. AP ES inelastic iti ee 
7. Men’s apparel______-- a a ae aaa Bin : ani 864 

Total (or 57 percent) .---.---_- a a ia ete ei 


Outside of this group are certain types of businesses which do not do the same 
volume of advertising (or business) but are the cause of a much higher percentage 
of misleading and/or fraudulent type of sales message. 


TABLE “IX 


Total ques- Action taken 


tionable 
advertising 


Bureau Authorities 
Dry clearners 40 34 
Photographers 61 37 l 
Life insurance 10 7 1 
Security, investment:_. i 49 31 6 
Building and loans and savings and loans... ‘ 13 10 
Loan, discount and finance ’ : 14 9 1 
Moving, storage 17 ll 
Professional services 77 47 
Airlines 11 7 I 
Garden shops. i ‘ 93 S4 2 
Employment 690 687 3 
Vending machines _. 243 151 4 
Total_. " 1,318 1,115 24 


The most flagrant abuse in the above table is the employment field. This 
includes employment agencies, help wanted ads and offers of homework. It is 
in the latter field that almost 100 percent of the cases required action. Out of 
690 ads questioned—every single one needed correction. In every classification 
listed above well over 60 percent of the advertising necessitated action of some 
sort. 

Of the 157 local advertisements which had to be brought to the attention of 
various authorities 45 percent were placed by 6 lines of business. 


TABLE X 
Cases referred 
to authorities 


UDO F «nar ncncwe cnn id il Ss tisdscchindindhanncitohed tinsniaa!t IU 
Tebeviiiotl.. 60 A a ae et plac hed jt week PLE 
I a isacitrese cients titi aati ‘ ww ened adi ackihlniibdedsl inde hcisnd ae 
iiss iricmecentarttermsset diets ances ababrcipiioa ; sitashaslallipncancbe ce 
Sy II ia ovis Sa coincin ovc agpeiadin nese gb lisllincain sak ena 9 
Ey | i cnc etnanntntnosteningintananin at Retina maninnimeiate TE 

Total (45 percent of 157) _~__--_- . * alte 


No other type of business had more than seven ads which had to be referred to 
some authority. 
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SECTION IJI,—PUBLICITY AND EDUCATION 


TaBLe XI 

ieee ar Ween mee ee nee cemremion 1, 937 
oaeceudamieneeiinicGen serena ee 3, 253, 144 
I cel eel Sieieeeiieeiaiengeunineiiemeaaenne anal 

Wapier wr ear ears wee. wn a kien AS 6, 870 
Beare Wren as rect ndicelae 187, 828 
a ee ea ee css ae, « 1, 593, 873 
Number of better business bureau advertisements__._.__...-...-._____ 931 
Number of mews wborhem; Or tichet asi cerned 4,418 
Number of speaking engagements____..__._..__-..--_-....._-..-.. 8, 544 
Praimaibor wi ember Ciata titel ci 886, 029 
I a I IN cassettes ange 9, 513 
Fear le rire ki died 1, 327 
I I i teint ean 140 
re alle 1, 515 
II i NI ns terete titan theme benntctt cramer enciiaaiin 267, 329 
a een TIE. 0c hlcandetleniteiaedaniieliteiedensnlacseaigaemaaS TTT 


The above data reveals a tremendoug production schedule during the past year. 
With the exception of Fact booklets and better business bureau ads, all the 
others show increases. Naturally with the increasing instances of service the 
bureaus stepped up their efforts to produce self-servicing literature. Without 
information of this nature there would unquestionably have been more demands 
upon the bureaus for assistance. 

Although there was a drop in the number of Fact booklets issued by local 
bureaus the figure of 187,328 does not include bulk distribution by the Boston 
bureau to certain industries, 

The jump from 200,000 to over a million and a half in distribution of various 
booklets was a result of pressing problems in the home freezer, termite costrol, 
nursery stock, color TV, moving-storage, and funerals and interments businesses. 
A booklet or leaflet was designed for each subject. 


CONCLUSION 


The preceding report clearly demonstrates the high degree to which the public 
and business uses the better business bureaus. It indicates also the extent to 
which business now uses the better business bureaus to promote better under- 
standing between buyer and seller. 

The bureaus are supported by 70,000 business firms who believe in the prin- 
ciples of the better business bureaus and subscribe $3 million to help eliminate 
the bad practices of the minority which, unchallenged, undermine general accept- 
ance of business by the public. 

This study shows how busy the bureaus are in administering this program. 
Just handling inquiries and complaints alone meant 6,000 daily calls for assist- 
ance—an average of about 60 calls per day per bureau. Total man-hours in- 
volved was tremendous. Money saved for both business and the public ran into 
many millions of dollars. 

Furthermore, the need for truthful and informative advertising is receiving 
increased attention and, through the bureaus, business is continually attempting 
to raise its standards of practice in the public interest. 


This report is witness to progress and should serve as a guide to greater 
achievements in 1954. 


ee ee aa 
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Akron...------ 
Albuquerque. - 
Amarillo... ---- 
Atlanta... ------ 
Austin.....---. 
Bakersfield - - - - 
Baltimore-.----- 
Baton Rouge- - 
Binghamton- -- 
Boston ....- ---- 
Bridgeport --- - 
Buffalo. ------- 


Chicago--.----- 
Cincinnati-.--- 
Cleveland. -.-. 
Columbus .- ---. 
Corpus Christi 


Fort Wayne. - 
Fort Worth... 
Preee.....«35-- 
Grand Rapids 
Halifax. ---..- 
Hamilton... -- 
Hartford __. - -- 
Honolulu... -- 
Houston. --.-- 
Indianapolis - - 
Kansas City. 
Yee soso. 
Lineoln...-.-. 
Long Beach... 
Los Angeles... 
Louisville..._. 
Lubbock...... 


Milwaukee. - 
Minneapolis - 
Montreal. -- 
National_._-- 
New Orleans. 


Merchandise 
Commercial. 
Financial. - - 
Solicitations. 
Requests for 
Schemes. - - . 
Manufacturi 
Wholesale... 
Miscellaneot 

Total. 


1 Less thai 
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APPENDIX A 


Individual bureau instances of service, 1953 


} | | 
































m In- Com- Wate In- | Com- 
Potal quiries | plaints Total quiries | plaints 
Akron } 28,117 | 23,756 4, 361 New York 53, 810 
Albuquerque 8, 933 6, 450 2, 483 Norristown 222 
Amarillo 4, 703 4,112 | 591 Oakland 5, 027 
Atlanta 27,769 | 23,974 | 3,795 Oklahoma City 3, 283 
Austin 5, 151 4, 403 748 Omaha 2, 219 
Bakersfield 3,373 | 2,693 680 Ottawa 12, 000 9,000 | 3,000 
Baltimore... 20,467 | 13, 671 6, 796 Peoria 18, 746 | 14, 248 | 4, 498 
Baton Rouge 6, 125 4, 900 Philadelphia 19, 370 9, 639 9, 731 
Binghamton 706 443 Phoenix 25, 000 2, 500 
Boston 67,406 | 54, 284 Pittsburgh 18, 623 17, 784 
Bridgeport. | 7, 400 4, 300 Portland, Maine... : | 3,452 157 
Buffalo |} 28,065 | 12,709 Portland, Oreg.-...- 36, 4 28, 471 7,951 
Charlotte 6, 020 2, 218 : Providence 10, 66 8,813} 1,852 
Chicago 137,710 | 88, 165 49, 545 Quebec 1, 527 249 
Cincinnati 24,310 | 13, 882 10,428 || Reno 1 361 
Cleveland + 62, 532 | 42,596 | 19,936 || Roanoke 3 872 
Columbus 13,936 | 10,378 | 3, 558 Rochester j 18, §, 131 
Corpus Christi. 3, 929 3, 042 887 || Sacramento 15 1, 140 
Dallas 14,132 | 10, 868 3, 264 St. Louis 5, 971 
Dayton 20,042 | 18, 396 1, 646 San Antonio 2 4, 000 
Denver 34, 000 | 22,000 12, 000 San Diego 4 10, 667 
Des Moines... 26,872 | 23,429 | 3,443 || San Francisco... 45, 16, 368 
Detroit 36, 009 | 20, 430 15, 579 San Jose 2, 432 
Elkhart-. 4, 924 3, 831 1, 093 Santa Ana j 30 
Fort Wayne 5, 907 4, 785 | 1,122 || Santa Barbara 900 
Fort Worth | 18,884 | 15,426 | 3,458 | Schenectady 838 
Fresno | 7 1,000 || Scranton ¢ 1, 762 
Grand Rapids 6 1,579 || Seattle 33, 8, 500 
Halifax 7 |} $3,206 || Shreveport 5 528 
Hamilton | 7, 82! 41 South Bend 1, 850 
Hartford | 76 | 8,344 || Spokane 1, 700 
Honolulu tat } Springfield, Mass 3, 109 
Houston | 6,087 || Springfield, Mo-- 600 
Indianapolis 5,852 || Stockton. 32 
Kansas City | 7, 290 || Syracuse 10, 1, 800 
Lima | | 1,000 || Tampa 2, 443 
Lincoln 1,709 || Terre Haute ‘ 497 
Long Beach... | 8, 500 || Toledo 21,3 7, 524 
Los Angeles___. 14, 640 Toronto 4 8,171 
Louisville 2,863 || Tuscon 644 
Lubbock... | 138 Tulsa 1, 310 
Marion 63 || Utica 2, 400 
Memphis | 8, 961 2,056 || Vallejo 618 
Miami Beach. 9. 097 | 1, Vancouver | 2,947 
Milwaukee 33, 454 8, 4 Washington 5, 204 
Minneapolis 21, 793 4,6 Wheeling 55 
Montreal 22, 886 2 Wichita 23, 6, 105 
National 24, 045 3, Winnipeg , 907 
New Orleans 26, 000 6, Worcester 2, 300 
APPENDIX B 
Instances of service, 1949-53 

1949 1950 1951 1952 1953 Total Percent 
Merchandise = 347, 107 479, 970 667, 444 963, 626 | 3, 289, 916 46 
Commercial ‘ 206, 161 212, 984 293, 607 385, 069 | 1, 431, 650 20 
Financial 064 161, 109 196, 215 248, 834 984, 426 13 
Solicitations na 78, 100 96, 567 93, 082 105, 775 491, 974 7 
Requests for booklets 75, 524 53, 069 53, 469 79, 882 309, 224 4 
I iit in rotmnsscicedliente ‘ 27,112 29, 083 32, 643 42,775 163, 857 2 

Manufacturing............-. 9, 330 10, 766 11, 393 9, 581 55, 772 (’) 

Wholesale ...._. Ca ied 6, 007 3, 850 3, 763 4,713 24, 013 () 
Miscellaneous..........-.-- 106, 493 125, 894 70, 612 55, 573 432, 081 6 
_ ee 1,010, 898 | 1,173,292 | 1,432,228 1, 670,667 | 1,895,828 | 7,182, 913 100 


1 Less than 1 percent. 
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APPENRIZ ¢ 


TOTAL INSTANCES OF SERVICE BY MAJOR CATEGORIES 
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<— MISCELLANEOUS 
| ‘schemes 
1% -MANUFACTURING 


LESS THAN 1% ~WHOLESALE 








The percentages in the above pie chart represent nearly 2 million business 
transactions (proposed or actual) about which the bureaus were called upon 
to furnish information for intelligent guidance or to investigate and secure satis- 
factory adjustments. 

The figures do not include the behind-the-scenes story of the work involved in 
processing each inquiry and complaint. Nor do they reflect the many services 
performed for business by direct action. The handling of inquiries and com- 
plaints is but a part of overall bureau work. 
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INSTANCES OF SERVICE 
19L9 = 1953 


1,010,898 1,173,292 1,432,228 1,670,667 1,895,828 


Since 1949 (the first year of recording on a standard basis) there has been a 
steady increase in the workload of the better business bureaus. In this period 
of time instances of service alone have increased 90 percent; from 1 million to 
nearly 2 million. 

This increase has been due to several factors ; growth in the number of bureaus, 
increased public awareness of and confidence in the bureaus and general business 
conditions. Despite this increase the percentage of work performed in each of 
the major categories (see appendix C) conforms with general market conditions. 

This demonstrates the better business bureaus, as agencies of business, are 
accurately and daily informed of the public’s attitude toward business generally 
and specifically. The bureau figures further suggest that they provide what may 
be a significant measure of consumer intention. 
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APPENDIX E 


Comparison of Bureau Services 
with U.S. Population 
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The above map shows the relationship existing in each bureau district between 
the population and instances of service performed. Although for the country as 
a whole, the major areas are reasonably well serviced, there are certain differ- 
ences and proper evaluation must be on a district basis. 

In the two districts—I and I1I—where the percentage of instances of service 
is less than the population percentage there are not enough bureaus. In those 
districts where, percentagewise, service exceeds population (IV and VI) a single 
reason appears to stand out; in the case of district VI a high concentration of 
bureaus in practically one State. In the case of district IV nearly every major 


population center has a BBB, resulting in a high degree of public knowledge of 
the bureaus. 
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Summary of Better Business Bureau services for 1953 
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Publicity and education—Teliing the better business bureau story 


I Oe I NE iii diiniitteidin Dit in idan lain aitninih ndieiencasil 1, 937 
ON 8, 253, 144 
he ER i YR BD SE 250 
PUGET GRP RUE NR cide a i i dbedinedeitiddck 6, 870 
Pica Of Taek owiatetes Mamata i ici ets cc entices csindredicinse 187, 328 
I Oe Ne TI DI i ii icrctenticeccdeiteiihichenmesinepibiiubncteanen 1, 593, 873 
Number of better business bureau advertisements_._........_..______ 931 
ee ee er metiemobitiicimmmiem eesti 4, 418 
NemUer GE GORI CRON dik ieee ee 8, 544 
piemeear <0 Wpebore : Giabeimbae 6. i i sk isc cee icin 886, 029 
Re le ee I I i ecitenrceccie itis otentettnahdnindinnita 9, 513 
I ie 1, 327 
SO NE eS is hmnbeanise imdb iuiamaniaiinann 140 
ee TERESA cA RT ER AE RR eB ar ce ba) 8 ty Ee eee 1, 515 
COREY Cereal eee i ik eo ee lta eae 267, 329 
Tete: CRON COR TIR OCOD iil hacen eccentric dew adbcmitinwiiinminnenc 777 


Mr. Nysore. Out of 58 main business categories recorded by the 
better business bureaus which involve something in excess of 2 million 
contacts with the public, almost 3 million contacts with the public 
each year, the inquiries and complaints. In 1953 in the home-im- 
provement field the instances of requests to the better business bureaus 
by members of the public totaled 122,000. 

The Cuatrman. That was on FHA complaints? 

Mr. Nysore. That was on home-improvement complaints or in- 
quiries most of which as shown in the records of the individual bu- 
reaus had something to do with financing and FHA guaranteed loans. 

The Cuarrman. What year wasthat? Is that one year? 

Mr. Nysore. That was for the year 1953. 

The Cuarrman. What has it been running in previous years? 

Mr. Nypora. Perhaps the easiest way to say that is that the total 
number of aes or inquiries to the bureaus regarding the home- 
improvement field places that category of business in the top four 
requiring attention by better business bureaus. Since 1949 through 
1953 the general increase of volume to the bureaus rose about 100 
percent, whereas the increased public requests to the bureaus on the 
home-improvement field increased threefold. 

In other words, something in excess of 300 percent. 

The CHarmrman. You say there has been an increase since 1949 of 
complaints on this matter of title I or FHA-guaranteed loans? 

Mr. Nyzore. Yes; that is correct. 

The Cuarrman. Can you account for that in any way? 

Mr. Nyzora. I think I can account for some of it, Mr. Chairman. In 
the material I just gave to the reporter there is a chart which shows that 
starting in 1949 the total number of complaints regarding home-im- 
provement activities was far in excess of the complaints against any 
other category of business. 

The Cuamman. That was in 1949? 

Mr. Nrpore. 1949. 

The Cuarrman. You say that the complaints against home-repairs 
and home-improvement people in the year 1949 was greater than all 
other complaints? 

Mr. Nysora. Percentagewise. It was greater than any other cate- 
gory and placed in the top four. Now, as we move down to 1952 and 
1953, the complaints began to fall off but there were more inquiries 
but still the percentage of complaints exceeded the percentage of com- 
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plaints against the other categories of business. There seems to be a 
a change in 1953 when for the first time in the last quarter 
of 1953 the number of inquiries from the public regarding home-im- 
provement activities exceeded the total number of complaints. I think 
the significance of that may be the various investigations, exposés and 
inquiries and additional educational material that was being given to 
the public and the fact that more of them were asking for information 
about these various companies of questionable repute before they did 
business with them and the fact that after they had done business with 
them there were not so many complaints because they had taken the 
precaution of protecting themselves. 
The Cuarrman. Evidently the investigations have had a good result. 
Mr. Nysore. I believe the investigations have had a good result and 
are bearing favorable developments for the public. If I may I would 
like to move over, Mr. Chairman, to outline the various types of 
schemes used as represented in the files of the better business bureaus. 
The nature of the propositions and the schemes cover almost every con- 
ceivable type of sales approach which the innocent, the inexperienced, 
and the gullible are unable to assess properly or are unable to resist 
despite their better judgment. In general, these problems include the 
following, as reflected in the better business bureau files. Model home 
schemes. They cover almost every category of home improvement 
such as covering roofs, siding, brick veneer, shingles, patios, porches, 
painting, and other similar improvements. The scheme appeals to the 
ego of the homeowner as well as holding out the lure of possible reve- 
nue from bonuses resulting from the home being used as a model. I 
think it is not necessary for me to describe that scheme in any further 
detail. I am sure the committee has heard all of the details on it. In 
the repair of roofs and shingle sidings and chimneys, these are often 
sold on a scare technique basis. In the proposed examination of re- 
pairs, minor repairs of shingles seemed to be called for. After the 
contract is entered into it develops certain major repairs are called for 
because the salesman or the engineer who comes along says the roof is 
in worse condition than the first examination indicated. Then chim- 
ueys that are said to need repairs with one or two bricks turn out to be 
major repair jobs because through the scare appeal the customer is told 
there is a danger of the roof collapsing and danger to the property as 
well as to the family. Then in the sale of home requiring contracts, 
where an inspector—and I put the word “inspector” in quotes because 
usually the inspector in these instances is nothing more than a salesman 
of a contractor who is trying to sella jo 
Senator Maysank. Wouldn’t you have an inspector in New York 
City inspecting those installations if the people wanted the inspection ? 
Mr. Nrsora. I would say they do have that. 
Senator Maypank. Don’t they use the New York inspectors? 
Mr. Nysora. In this instance they do not use a New York inspec- 
tor. What they use in this instance is a salesman. 
Senator Maypanx. But they could, and they are ignorant and don't 
know how to do it; is that right ? 
Mr. Nyrsorc. That is exactly right. That is true, Mr. Senator, 
throughout the country. That is not just New York. 
Senator Mayspanx. I wasn’t criticizing New York electrical inspec- 
tors. I just wanted to bring out what you were saying, that the peo- 
ple taken advantage of in these scare plans would be persons not 
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aware of their benefits from the municipal government itself in get- 
ting a plumbing or electrical inspector. So it would be the poorer 
class of people they would pick on it. 

Mr. Nysore. Not necessarily only the poorer class of people. There 
are a lot of other people, Mr. Senator, who don’t know that they can 
go to their local authorities and have inspections made. f 

The CratrmMan. Do you have any jurisdiction other than New 
York ? 

Mr. Nrswore. My information covers 93 cities of the country, Mr. 
Senator. ‘ 

The Cuairman. Where you have offices ? 

Mr. Nrsore. Where we have offices. 

The Cuarrman. You are president of the national association ? 

Mr. Nyspore. I am president of the Association of Better Business 
Bureaus to which all of the better business bureaus belong. 

The Cuatrman. Have you had good cooperation out of the FHA? 

Mr. Nysorc. We have had good cooperation in a number of com- 
munities out of FHA, and I have some specific instances here. 

The CHatrman. In every instance where you get a complaint, do 
you turn it over to the FHA officials? 

Mr. Nyrzore. No. In the first instance, when the complaint comes 
in to the better business bureau it may not, as a result of the infor- 
mation given by the complaint, necessarily involve a question relat- 
ing to FHA. Their complaint is usually that the workmanship is 
shoddy, that the materials are shoddy, and they are trying to find 
someone to make good on the contract itself. 

The CHarrman. Can any high official in FHA testify that in 1949, 
1950, 1951, 1952, and 1953 he didn’t know of a lot of cases of flim- 
flamming the public? 

Mr. Nrsore. Let me put it this way. I think the FHA representa- 
tives and officials in the communities in which there are better busi- 
ness bureaus knew through the bulletins of the better business bureaus 
that there were many complaints and a mounting number of com- 
plaints in this field. Our records show that 5 years ago public com- 
plaint and criticism in this home-improvement area were increasing 
and that information was made available in many localities to the 
FHA officials. 

The Cuarrman. Do you think the FHA officials over the past num- 
ber of years have paid as much attention to this problem as they 
should ? 

Mr. Nysorc. In some communities they have, Mr. Senator, in San 
Francisco, for example, the records of the better business bureau there 
show that they work closely with the FHA officials. 

In Los Angeles the same situation is true. The same is true of 
Dallas and Houston and Worcester, Mass. 

The Cuatrman. Mr. Jackson, do you have any information on that ? 

Mr. Jackson. Mr. Chairman, I have information only with respect 
to New York City, which is where I operate. 

The Cuarmman. Have they cooperated with you in New York 
City? 

Mr. Jackson. I have not felt that we have had the degree of coop- 
eration which might be expected. 

The Cxatrman. In other words you haven’t had the cooperation 
that you think you were entitled to? 
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Mr. Jackson. That is right. 

The Cuamman. Mr. Hoffman, you are in New Jersey? 

Mr. Horrman. No, we are the National Better Business Bureau. 

The Cuarrman. Have FHA officials cooperated with you? 

Mr. Horrman. In some instances yes and in some instances no. 

The Cuarrman. Do you have any instances where they haven't? 

Mr. Horrman. We have been disappointed in the degree of coop- 
eration we have received in several instances, yes. 

In other cases we have felt that adequate attention was being given 
to the problem that we had raised. 

The Cuatrman. Have you got any specific instances? 

Senator Maygank. Mr. Chairman, I suggest we put the 93 cities in 
the record that you represent, Mr. Nyborg. Are the cities ia your 
statement ? 

Mr. Nrszora: No. 

The Cuarrman. Without objection the 93 cities will go in the record. 

(The information referred to follows :) 


MEMBERSHIP RosTER—ASSOCIATION OF Better Business Bureaus, Ino. 
CODE LETTERS 


The code letters placed next to each bureau’s name indicates the manner in 
which those bureaus desire to have inquiries and complaints handled by other 
bureaus: 


Letter “D”’—Write direct to firm and send copies of all letters to bureau con- 
cerned. 


Letter “B”—Write to bureau concerned. 


Bureau | Code 





Akron 8, Ohio (district II) ..........__. 

Mr. John L. O’Brien, president, Better Business Bureau of Akron, Inc., 5 East Buchtel 
Bldg. Telephone: Jefferson 6159-0971. 

Albuquerque, N. Mex. (district VI) _._. | B 


Mr. Harry H. Luttbeg, manager, Better Business Bureau of New Mexico, Inc., 262 Korber 
Bldg., Post Office Box 1687. Telephone: 2-5001. 
Amarillo, Tex. (district V)_._...___._- D 


Mr. Tristram Coffin, Jr., manager, Better Business Bureau of Amarillo, Inc., 320 Black- | 
burn Bldg. Telephone: 4-3735. | 
Atlanta 3, Ga. (district ITD) .~.-.-...--..._.....- Pah nei asi ek- apie ann g~ pihin ane geek keke) | B 
Mr. James W. Stephens, manager, Better Business Bureau of Atlanta, 301 Peters Bldg., 
Peachtree St. Telephone; Lamar 8636. 
Austin 1, Tex. (district V) 
Mr. H. A. Bergquist, manager, Better Business Bureau of Austin, 502 Nalle Bldg. Tele- 
phone: 2-0551. 
Bakersfield, Calif.! (district VI) ..__- | 


Mr. Harold E. Wadman, manager, better business division, Bakersfield Chamber of 
Commerce, 1701 Chester Ave. Telephone: 34. 
oo EE cat 2 at” Sa ae aout D 
Mr. Edwin M. Lockard, general manager, Better Business Bureau of Baltimore, In iy 
200 West Saratoga St. Telephone: Mulberry 5-6986. 
Saba TR a eG. Figo es en oS sl ee hah _ accabactges 2 
Mr. J. B. Myers, manager, Baton Rouge Better Business Bureau, Inc., 305 Roumain 
Bldg. Telephone: 3-0583, 4-1551, 4-1552. 
Binghemteon, N.Y 4 (Gistriet 0)... 62s. 2 os cn- sect des ecse il a ncaa i Biases B 


Mr. Heath D. Andrews, manager, Binghamton Chamber of Commerce, 66 Chenango St. 
Telephone: 44331. 
| 
| 





Boston 11, Mass. (district I)_............__. ; ed 
Mr. Kenneth Backman, general manager, Boston Better Business Bureau, Inc., 52 
Chauncy St. Telephone: Liberty 2-3038. 
Bridgeport, Conn. (district I) _____- BR AN OTR mb ncn AN oe RS hy igen tN aI 
Mr. William L. Hawkins, general manager, Better Business Bureau of Bridgeport, Strat- i 
field Hotel. 
Buffalo 2, N. Y. (district IT) __.._- , tJ 
Mr. Harold W. Webber, manager, Buffalo Better Business Bureau, Inc., the Edwards | 
Bldg., 155 Franklin St. Telephone: Mohawk 4905. | 
Gihasbenee & DG 05s Giri Boo | os isin ds en ns} - eh bead. esta -] $6 ties eh del D 
Mr. Clarence A. Griffin, manager, Charlotte-Piedmont Better Business Bureau, Inc., 
208 Wilder Bidg. Telephone: 5-7746. 


' Indicates associate member. 
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Bureau Code 


Chicago 4, Til . =" ls D 
Mr. Kenneth Barnard, president, Chicago Better Business Bureau, 14 East Jackson Blvd. 
Telephone: Webster 9-4171. 
Cincinnati 2, Ohio (district IT) - —s 7 B 
Mr. George C. Young, president, Cincinnati Better Business Bureau, Inc., 144 West 
4th St. Telephone: Garfield 3-015, . 
Cleveland 15, Ohio (uistrict I | B2Ds 
Mr. Marshall A. Mott, president, Cleveland Better Business Bureau, Inc., 345 Hanna 
Bldg lelephone: Cherry 1-4476 
Columbus 15, Ohio (district ID) D 
Mr. Homer E. Frye, president, Columbus Better Business Bureau, Inc., 198 South High 
St relephone: Adams 9058 
Corpus Christi, Tex. (district V) B 
Mr. H. O. Schlenk, manager, Better Business Bureau of Corpus Christi, Ine 
rence St. Telephone: 2-8411 
Dallas 1, Tex. (district V) D 
Mr. G. Duffield Smith, executive vice president, Better Business Bureau of Dallas, Inc 
2022 Bryan St relephone: Prospect X-8891 
dayton 2, Ohio (district IT) B 
Miss Hazel L. Nolan, manager, Dayton Better Business Bureau, Inc., 8 North Jefferson 
St. Telephone: HE 4621 
yenver 2, Colo. (district VI 
Mr. W. Dan Bell, manager, Denver Area Better Business Bureau, 1632 Welton St 
relephone: Cherry 4443 
Des Moines 9, Iowa (district IV 
Mr. Lowell P. Nicholas manager, Better Business Bureau of Des Moines, Inc., 246 Insur- | 
ance Exchange Bl ig Telephone: 3-8137. 
Detroit 26, Mich. (district IT) .. 
Mr. H. I. McEldowney, manager, Better Business Bureau of Detroit, Ine , 600 Wood 
ward Ave relephone: Woodward 2-7566 
Elkhart, Ind. (district I 
Mr. Roy F. Jones, manager, Better Business Bureau of Elkhart, 42444 South Main St 
Telephone: 3-4545 
El Paso, Tex 
Mr. Robert W. Hampton, Jr., manager, El Paso Better Business Bureau, 801 Bassett 
lower, El Paso, Tex. Telephone: 2-4639. 
ort Wayne 2, Ind. (district I 
Mr. C. Lane Breidenstein, manager, Fort Wayne Better Business Bureau, Inc., 222 
West Wayne St. Telephone: Anthony 5254 and 5255, 
Fort Worth lex. (district V 
Mr ‘dgar Deen, manager, Better Business Bureau of Fort Worth, Inc., 402 Burk 
Burnett Bldg. Telephone: Fannin 5219, 
Fresno, Calif. (district VI)... 
Mr. Guy W. Wolf, manager, Better Business Bureau of Fresno County, 501 Mason Bldg. 
Grand Rapids 2, Mich. (district II 
Mr. Alfred H. Rypstra, manager, Better Business Bureau of Grand Rapids, Inc., 29-33 
Pearl St. NW. Telephone: 97221. 
Halifax, Nova Scotia, Canada (district VII) ; 
Mr. N. M. Lee Rolfe, Better Business Bureau, Maritimes, Inc., Queen Bldg. 
Hamilton, Ohio ! (district LI ‘ | 
Mr. Donald L. Mitchell, secretary, better business division, Hamilton Merchants Asso- 
ciation, 803 First National Bank Bldg. Telephone: Hamilton 31. 
Hartford 3, Conn. (district I 
Mr. F. Preston Leavitt, general manager, Hartford Better Business Bureau, Inc., 190 
Trumbull St. Telephone: Chapel 9-5884, 
Honolulu 2, T. H. (district VI)_.-- 
Mr. Woaald Billam-Walker, manager, Better Business Bureau of Honolulu, Inc., Post 
Office Box 3078, 813 Alakea. Telephone; Honolulu 62155. 
Houston 2, Tex. (district V)....- 
Mr. C. E. Buehner, executive vice president, Better Business Bureau of Houston, 817 
Main St. Telephone: Blackstone 0364. 
Indianapolis 4, Ind. (district ID ._. 
Mr. Phillip L. Bayt, manager, Indianapolis Better Business Bureau, 707 Lemeke Bldg. 
Telephone: Market 6446 and 6447. 
Kansas City 6, Mo. (district IV). | 
Mr. George M. Husser, manager, Better Business Bureau, 1025 Grand Ave., suite 226. 
Telephone: Harrison 7800, 
Lima, Ohio ! (district IID._. ‘ : 
Mr. L. W. Mannon, manager, Better Business Bureau, Inc., First Lima Bldg., 205 West | 
Market St. Telephone: 3-7610. 
Lincoln 8, Nebr. (district IV : 
Mr. Richard V. Koupal, manager, Better Business Bureau of Lincoln, Inc., 315 Con- | 
tinental Bldg. Telephone: 2-3329. 
Long Beach 2, Calif. (district VID " 
Mr. M. E. Ridenour, manager, Better Business Bureau of Long Beach, Ltd., 1214 Heart- 
well Bldg. Telephone: 672-49. 
Los Angeles 14, Calif. (district VI > bb bl. aes ‘ | 
Mr. Robert J. Bauer, president, Better Business Bureau of Los Angeles, 1010 Lincoln 
Bldg., 742 South Hill St. Telephone: Trinity 6305. 


509 Law- 
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Bureau 





Louisville 2, Ky. (district IT) ....__- 
r. Leo A. Meagher, managing director, Better E ‘Business Bureau of Louisville, 303 Speed 
Bidg., 4th and Guthrie Sts. Telephone: Clay 6546. 
Lubbock, Tex. (district V). 
Mr. Don Schriever, secretary, better business committee, Lubbock Chamber of Com- 
merce. Telephone: 3-4666. 1 
a } a eee See 
Mr. Hugh E. Webster, secretary, ‘better business divi ision, Marion Chamber of Com- 
merce, 136 E. Center St. 
ee, ms UI: CN I i iat, oe cater nunhinn nh ath nant eeme ae ae 
Mr. George V. Morse, Jr., manager, - Better Business Bureau of Memphis, Inc., 439-32 
Falls Bldg. Telephone: 37-9570. 
TO i te SI ai eres cee ence ea cédbne sep es 
Mr. Norman K. Schwarz, manager, Better Business Bureau of Miami Beach, 1134 
Lincoln Rd. Miami Beach 5-7436. 
RA ks a ere eerie ela 6 LE 
Mr. Richard Jordan, manager, ‘Better Business Bureau of Milwaukee, 712 North 6th St. 
Telephone: Broadway 6-8000. 
Minneapolis 5, Minn. (district IV)_ certs 
Mr. C. W. Shirk, manager, ‘Better Business ‘Bureau of Minneapolis, “North American 
Life and Casualty Bldg., 1750 Hennepin Ave. Telephone: Bridgeport 6723. 
Montreal 2, Quebec, C anada (district VII)..................-..__.. 
Mr. Claude A. Root, manager, Better Business Bureau of Montreal, Inc., , 660 St. Cather- 
ine St. West. Telephone: University 6-6661. 
I ia ich Yo signee dd peal bs nc sca hiehne nada pain ee E ; 
Mr. Walter J. Coleman, manager, Better Business Bureau of New Haven, Inc., 152 
Temple St., New Haven 6, Conn. Telephone: Main 4-2200. 
New Orleans 16, yg ee) Ey SR 
Mr. James W. Barr, manager, Better Business Bureau of New Orleans, 611 Audubon 
Bldg. Telephone: Canal 0398. 
New York 17, N. Y. (district VIID __- 


Mr. Kenneth B. W illson, pres sident, National Better Business ‘Bureau, Inc., 913 Chrysler a 


Bldg. Sig Murray Hill 6-3535. 
New York 7, CO PE ee en 
Mr. Hugh 4 Jackson, president, Better Business Bureau of New York City, Inc., 280 
Broadway. Telephone: Digby 9470. 
Norristown, Pa.! (istrict I) _. 
Mr. Erich H. Sander, man: ager, better business division, Norristown Chamber of Com- 
merce, 36 Curren Arcace Telephone: Norristown 6178 
Oaklana 12, Calif. (c istrict V I). 7 
Mr. B. Charies Wansley, mans ager, Better Business Bureau ‘of Metropolitan Oakland, 
1440 Broaiway. Telephone: Glencourt 2-3030. 
ee ee) ) ree 2 ee ee ee 
Mr. C. N. Ken ery, general manager, Better Business Bureau of Oklahoma City, Inc., 
301 Hig" tower BI’ g. "Tele »phone: RE 6-6581. 
Cun as Grs Me Ds a ee a hg a Pe) Ue oe 
Mr. Jo*n J. Hen ry, general manager, Better Business Bureau of Om aha, Inc., Redick 
Tower, 15th and Harae y. Telephone: Webster 3033. 
Ottawa Ontario, Cana‘‘a (district VII) - 
Mr. George 8. Piers, manager, Better Business Bureau of Ottawa and Hull, Inc., 186 
Bank St. Telep pt one: 3-1191. 





Mr. Clarence N. Bolton, manager, Better Business Bureau of Peoria, Inc., Lehmann 
Bldg. Telephone: 3-5194. 
Philadelpbia 2, Pa. _« ar ee PY ee ee eee ae, ee 
Mr. Verner 8 . Gaggin, general manager, Better Business Bureau of Philadelphia, Inc., 
1417 Sansom St. Telephone: Rittenhouse 6-9820. 
i ee El eG 5 ET RE TOP ee ene 
Mr. Harold E. Roush, manager, Better Business Bureau of Maricopa County, Inc., 
834 North Central Ave. "Telephone: Alpine 2-1255 (public), 2-7633 (private). 
Pastel Sy SOs Gm eee Boo re ccc ec oe CR ah 
Mr. G. H. Dennison, manager, Better Business Bureau of Pittsburgh, Inc., 232 Oliver 
Bldg. Telephone: Atlantic 1-1126. 
Portia 0s Bee Gees 8 ee, Ee aaa et bes 
Mr. Donald P. Libby, manager, Portland Better Business Bureau, 142 Free St. Tele- 
phone: Portland 3-8121. 
Portland 5, Oreg. (district VID 
Mr. Lyle L. Janz, genera] manager, Portland Better Business Bureau, Inc., 511 Park 
Bldg. Telephone: Atwater 6503. 
Prov sats R. I. (district I) 
William C. A. W illman, manager, eae Business Bureau of Providence, 248 Wey- 
panes St. Telephone: Gaspee 8390 and 839 
Quebec, Camis Vanes Vine. 6-5-5 RS a a ee ee Aad 
oenicea - sooner, manager, Better Business Bureau of Quebec, Inc., 71 St. Peter St. Tele- 
ne: 
men, Nev.! (district Webs odes Sg wiipphinte 
Mr. Tate Williams, manager, Nevada Retail Merchants ‘Association, ‘better business | 
division, 307 Byington Bldg. Telephone: 2-4026. 
Reamele th, Wi Gomes We a5) n ok ee ee ee a i hb LR 
Mr. Frank J. Sherertz, manager, Better Business Bureau of Roanoke, Inc., 1216 Colonial 
American Bank Bldg. Telephone: 43181. 
Ne a ee ee I TE a onc wisntinteun te eee eda canine ieecndeeongeanueteannte ogetey 
Mr. Harry Cc. Reynolds, manager, Better Business Bureau of Rochester, 727 Sibley 
Tower Bidg. Telephone: Baker 2840, 
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Sacramento 14, Calif. (district VI) : : . | 
Mr. William Fritz, manager, Better Business Bureau of Sacramento, Suite 306, Forum | 
Bldg. Telephone: GI 3-9028 
St. Louis 1, Mo. (district TV) ............- a ae | D 
Mr. H. W. Riehl, president, Better Business Bureau of St. Louis, Inc., Board of Educa- | 
tion Blig., 911 Locust St. Telephone: Central 1-2834. 
San Antonio 5, Tex. (district V) ; 
Mr. T. J. Turner, manager, Better Business Bureau of San Antonio, 612 Commerce 
Blig 
San Diego 1, Calif. (district VI) : D 
Mr. Beecher Dixon, manager, Better Business Bureau of San Diego, Ltd., 438 Spreckles 





Blig. Telephone: Belmont 3-6521. 
San Francis*o 8, Calif. (district VI) : Pete nt 
Mrs. Muriel Tsvetkoff, general manager, Better Business Burean of San Francisco, Ltd., 
414 Mason St., 590 Native Sons Bldg. Telephone: Sutter 1-3822-3825-3826. | 
San Jose 20, Calif. (district VD __- | B 
Mr. Wes Strouse, manager, Better Business Bureau of San Jose, Ltd., 347 Porter Bldg. | 
Telephone: Cypress 3-1581 


Santa Ana, Calif.' (distriet VI). 
Mr. Phil M. Brown, manager, better business division, Business Men’s Association, 
514144 North Main St. Telephone: 4000 
Santa Barbara, Calif. (district VI) B 
Mr. Harry D. Power, manager, Better Business Bureau of Santa Barbara, Inc., 14 East 
Carrillo St Telephone: 2-3344 


Schenectady 5, N. Y. (district D B 
Mr. Eugene Taylor Wilkins, secretary, Better Business Bureau of Schenectady, Inc., 
246 State St. Telephone: Schenectady 4-9181 


Scranton 3, Pa. (district TD --. 
Mr. Jerome K. Miller, manager, Scranton Better Business Bureau, 404 Chamber of Com- 
merce Bldg. Telephone: Scranton 2-9129. 
Seattle 1, Wash. (district VID._-.-- 
Mr. Frank J. Zeorlin, manager, Better Business Standards Association, room 718-719 
Joseph Vance Bldg., 3d Ave. and Union St. Telephone: Elliott 0411. 


Shreveport 24, La. (district V B 
Mr. R. A. Booth, manager, Better Business Bureau of Shreveport, 509 First National | 
Jank Bldg. Telephone: 3-8352. } 
South Bend 1, Ine istrict IT) D 


Mr. Jarres P. Leddy, manager, Better Business Bureau of South Bend, 107 North Mair 
St Telephone: 4-3111 


Spokare 8, Was! istrict VI) : | dD 
Mrs. Marie M. Ferrell, manager, Better Business Bureau of Spokane, Inc., 218 Columbia 
Bleg. Telephone: RI 1155. j 


Springfield 3, Mass. (district I)... | 
Mr. William C. Webb, manager, Springfield Better Business Bureau, 1275 Main St. 
Telephore: 4-3114, 4-3115, 
Springfield, Mo. (istrict IV) - - - B 
Mr. Leo F. Busch, manager, Better Business Bureau of Springfield, 300 Landers Bldg 
Telephone: 1106. 
Stamford, Conn... ; 
Mr. Arthur G. Nerman, executive director, Better Business Bureau of Stamford, Inc., 
417 Main St. Telephone: 4-6131. 
Stockton 5, Calif. (district VI). .- B 
Mr. Jack Brown, manager, Better Business Bureau of Stockton, Inc., 322 East Weber 
Ave. Telephone 6-6851 
Syracuse 2, N. Y. (district I ‘ B 
Mr. John S. Pencergast, manager, Better Business Bureau of Syracuse, Inc., 351 South 
Warren St. Telephore: 2-1343. 
Tampa 1, Fla. (district Li] ‘ 
Mr. J. J. Cruise, manager, Tampa Area Better Business Bureau, Inc., 319 Morgan St. 
Telephone: 2-3719. 
Terre Haute, Ind.! (district IT). =n aa ee ae 
Mrs. Pear] York Gibson, chairman, better busiress division, Terre Haute Chamber of 
Commerce, 629 Cherry St. Telephone: Crawford 2391. 
Toledc 4, Obio (district IT) -- D 
Mr. Chester A, Wing, manager, Toledo Better Business Bureau, 412 Commerce Bldg. 
Telephone: Main 6276. 
Toronto 1, Ontario, Canada (district VIT).. 


Mr. A. R. Haskell, manager, Toronto Better Business Bureau, 372 Bay St. Telephone: 
Empire 3-3285. | 
Tucson, Ariz. (district VI). S cisiowee 


Mr. Norman R. Horwitz, executive director, Tucson Better Business Bureau, Santa Rita | 
Hotel. Telephone: Tucson 4-2356. 
Tulsa 3, Okla. (district V).....-- bdeo unc ibdawahiteitsiiiettitpddaemsiiie - ‘ 
Mr. Tom Herrick, manager, Better Business Bureau of Tulsa, Inc., suite 208-A, Daniel | 
Bldg. Telephone: 3-1194 
Utica 2, N. Y. (district I) .. ie “ suietithe sit | Db 
Mr. Reginald Wooldridge, manager, Better Business Bureau of Utica,8 Elizabeth St., 
Telephone: 4-3151. 
Valiege, Veli? (itr att, VO). «ncn enscancesececess hm 0s deh die eeamiaane Reine Abtaiaenrsinas wea Siicedisash oie 
Mr. Lovell B. Rhonehouse, Jr., manager, Better Business Division, Vallejo Chamber of 





1 Indicates associate member. 
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Vancouver, British Columbia, Canada (district VII)....................__..................__. B 
Mr. W. L. Temnleton, general manager, Better Business Bureau of Vancouver, 789 West 
Pender St. Telephone: Pacific 2920. 
OU tg te 8 A 
Mr. Leland 8. McCarthy, director, Better Business Bureau of Washington, D. C. —e 
Evening Star Blig. Televhone: National 8-2727. 
Wheeling, W. Va.! (district ID) ___.. mine 
Mr. F. Leslie Boiv, manazer, Better Business Division, Ohio Valley Board of Trade, —— 
room 308, Boar 1 of Tra le Blig. Telephone: Wheeling 495. 
Wichita 2, CRED sacs ee rhe. dS ah) Mla B 
Mr. Ralovh 8. Hinman, manazer, Better Business Bureau of Wichita, 300 Miller Theater 
Bldg. Telenhone: Forest 3-1247. 
Winnipeg, Manitoba, Cana la (district VID) - * B 
Mr. Cetric A. Edson, manager, Winnipeg 2g Better Business Bureau, 438 Main St. “Tele- 
phone: 949%. 
Worcester 8, Mass. (district I) - B 





Mrs. Josenhine H. Peirce, manager, Better Business Bureau of Worcester, 32 Franklin St. 
Telephone: Worcester 3-2924. 
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OFFICERS AND GOVERNORS, 1953-54 


_ John R. Buckley, Chairman; William G. Paul, vice chairman; Victor H. 
Nyborg, president; F. Preston Leavitt, secretary; Hugh R. Jackson, treasurer. 








District I 


Mr. Norman C. Kal, vice chairman (1954), Kal, Ehrlich & Merrick, 314 Evening 
Star Building, Washington 4, D.C. 

Mr. Ralph W. Hardy (1955), vice president, National Association of Radio & 
Television Broadcasters, 1771 N Street NW., Washington 6, D. C. 

Mr. F. Preston Leavitt, general manager (1954), Hartford Better Business 
Bureau, 190 Trumbull Street, Hartford 3, Conn. 

Mr. Hugh R. Jackson, president (1955), Better Business Bureau of New York 
City, 280 Broadway, New York 7, N. W. 
District II 

Mr. Evans F. Stearns, vice president (1954), Stearns & Foster Co., Lockland, 
Cincinnati 15, Ohio. 

Mr. David C. Corbin, president (1955), City Chevrolet Co., 333 East Market 
Street, Akron 4, Ohio. 

Mr. Leo A. Meagher, managing director (1954), Better Business Bureau of 
Louisville, 303 Speed Building, Fourth & Guthrie, Louisville 2, Ky. 

Mr. H. I. McEldowney, general manager (1955), Better Business Bureau of 
Detroit, Inc., 600 Woodward Avenue, Detroit 26, Mich, 


District III 


Mr. Garnett Carter, vice president (1955), Fulton National Bank, Atlanta, Ga. 
Mr. George V. Morse, Jr., (1955), Memphis Better Business Bureau, 430-32 
Falls Building, Memphis, Tenn. 


District IV 

Mr. Perry W. Snyder, vice president (1954), Powers Dry Goods Co., Inc., Fifth 
and Nicolatte Avenue, Minneapolis, Minn. 

Mr. Ellis I. Levitt, president (1954), State Finance Co., State Finance Build- 
ing, 207 Ninth Street, Des Moines 8, Iowa. 

Mr. Harry W. Riehl, president (1954), Better Business Bureau of St. Louis, 
Inc., Board of Education Building, 911 Locust Street, St. Louis 1, Mo. 

Mr. Richard Jordan, general manager (1955), Better Business Bureau of Mil- 
waukee, Inc., 712 North Sixth Street, Milwaukee 3, Wis. 


District V 

Mr. Ernest L. Stucker, vice president (1955), National Bank of Tulsa, Tulsa, 
Okla. 

Mr. William S. Henson, president (1955), William S. Henson, Inc., 1725 North 
St. Paul Street, Dallas, Tex. 

Mr. G. Duffield Smith, executive vice president (1955), Better Business 
Bureau of Dallas, Inc., 2022 Bryan Street, Dallas 1, Tex. 

Mr. James Barr, manager (1955), Better Business Bureau of New Orleans, 
Inc., 611 Audubon Building, New Orleans 16, La. 
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District VI 

Mr. William G. Paul, president (1954), Los Angeles Stock Exchange, 618 
South Spring Street, Los Angeles, Calif. 

Mr. Edward W. Cummings (1955), business relations director, Mytinger & Cas- 
selberry, Long Beach, Calif. 

Mrs. Muriel Tsvetkoff, general manager (1954), Better Business Bureau of 
San Francisco, 414 Mason Street, San Francisco 8, Calif. 

Mr. Lyle L. Janz, general manager (1955), Portland Better Business Bureau, 
511 Park Building, Portland 5, Oreg. 

District VII 

Mr. Alex C. Morris, vice president (1954), Canadian Oil Companies, Ltd., 
204 Richmond Street West, Toronto, Ontario, Canada. 

Mr. W. L. Templeton, general manager (1954), Better Business Bureau of 
Vancouver, 789 West Pender Street, Vancouver, British Columbia, Canada. 
District VIII 

Mr. John R. Buckley, publisher (1954), Good Housekeeping, 8th Avenue and 
57th Street, New York 19, N. Y. 

Mr. Kenneth B,. Willson, president (1954), National Better Business Bureau, 
913 Chrysler Building, New York, N. Y. 


Governor-at-Large 


Mr. Victor H. Nyborg, president, Association of Better Business Bureaus, 
Inc., 723 Chrysler Building, New York 17, N. Y. 


Ez officio and honorary life member 


Mr. John N. Garver, vice president, Manufacturers & Traders Trust Co., 
Buffalo 5, N. Y. 


Mr. Horrman. In January 1954, at the suggestion of the Better 
Business Bureau, the FHA wrote to all its field offices urging them to 
establish closer cooperation with the Better Business Bureaus in those 
communities where the viewpoints of wiping out some of the malprac- 
tices which have plagued the industry. We had gotten together previ- 
ously with the FHA to discuss some of these problems. However, our 
volume of complaint at the National Better Business Bureau in con- 
nection with mastic paints reached such a volume in 1952 that early 
in 1952 we wrote to Washington to the Federal Housing Administra- 
tion. I can quote here the reply of Mr. Arthur J. Frents, Assistant 
Commissioner, dated May 22, 1952. 


We have your letter of May 15, 1952, addressed to the Commissioner relating 
to mastic coatings about which you state a number of inquiries and complaints 
have been received. 

We wish to explain the Federal Housing Administration does not, in any way, 
approve, endorse, or pass on the merits or desirability of any product used in 
making home improvements. Under title I of the National Housing Act, the 
authority of this administration is limited to the insurance of approved lending 
institutions against losses resulting from loans made by them for the purpose 
of financing certain eligible improvements, one of which is painting. 

There are a number of new exterior plastic and mastic coating materials being 
marketed today. We have no technical information regarding the products and 
most of these new coatings have not been on the market long enough to warrant 
conclusions as to their performance. Although laboratory tests have been cited 
to support their claims as to performance, we do not believe the tests constitute 
experimental data. 

Furthermore, we understand that fermulas for the different coatings vary 
widely and we have observed that some of the products are manufactured by 
well-established companies while others are produced by hastily organized com- 
panies having only scant and makeshift plant facilities. In view of this rather 
broad character divergence, it would hardly be equitable to make any generaliza- 
tion as to the merits of all of these new coatings, other than to say that some 
are undoubtedly better than others. 

While our experience with these new materials has been limited we have re- 
ceived some complaints. The service complaints involved chipping, cracking, 
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peeling, and discoloration. However, the maj:-rity of the difficulty experienced 
has been with questionable selling practices, guuranties, and advertising. We are 
advised that one of the most important factors in merchandising these products 
is proper preparation of the structure and application. The National Paint, 
Varnish, and Lacquer Association, 1500 Rhode Island Ave. NW., Washington, 
D. C., has done some technical research in this field. You may wish to communi- 
cate with that organization. 

The Cuatrman. Who wrote that letter? 

Mr. Horrman. Arthur J. Frents, Assistant Commissioner, Title I. 

The Cuarman. Here in Washington ? 

Mr. Horrman. Yes. 

The Cuarrman. He is the Assistant Commissioner ? 

Mr. Horrman. Yes. 

The Cuairman. What is the date of the letter? 

Mr. Horrman. May 22, 1952. 

Mr. Simon. Did he say in the first part that their only function was 
to guarantee the lending institutions, and they had no concern over 
the kind of work or selling practices? 

Mr. Horrman (reading) : 


The FHA does not in any way approve or pass on the merits of any product— 


and so forth. 

The Cuarrman. In other words, he was really saying he didn’t care. 

Mr. Srwon. I wouldn’t say that in justice. That was the law. He 
told you to go to the Lacquer and Varnish Association. I never heard 
of this esata, He had five people on the whole deal. 

The Cuarmman. He has been a witness before this committee in the 
last 2months. He was the Assistant Director of title I. 

Senator MaysanxK. Under Hollyday ? 

The CuHamman. He has been there a long time. You may proceed. 

Mr. Nysorc. Mr. Chairman, on the question of the cooperation of 
FHA officials throughout the country, as I mentioned previously, they 
have cooperated well in a great many cities with better business bu- 
reaus, leading agencies, and contractors in efforts to bring about a 
better situation with regard to the dissatisfaction in this home im- 
provement field. 

Unfortunately, not all of the FHA offices or their executives and 
all lending agencies or all contractors have shown that same high 


ae ty : 

e St. Louis Better Business Bureau, for example—and I refer you 
to a bulletin published by that bureau on June 15 of this year—com- 
ments on the lack of interest in the problem which the committee is 
now studying until public furor made it necessary to do so. 

This bulletin states in part: 

We have documentary proof that the FHA instead of showing zeal and pro- 
tecting the gullible and trusting innocents by aggressive action to secure evi- 
dence and convictions under Federal law and to recover from culprits who obtain 
funds under false completion certificates, these top officials in Washington urged 
their employees and the United States Department of Justice through its United 
States attorneys to hound, and, if necessary, sue in Federal court to collect on 
the notes as “innocent” holders of negotiable paper. 

That is the end of the quotation from the bulletin of the Better 
Business Bureau of St. Louis, dated June 15, 1954. That bulletin also 
refers to the fact that the public has no protection against being de- 
ae or harmed by poor workmanship, inferior materials, and so 

orth. 
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Senator Maysank. What do you think about what the other gentle- 
men said about the only way you can do this thing properly is to have 
the banks themselves have some interest in it? Would you agree with 
that or not? 

Mr. Nysora. It is my feeling, and I think I speak for all of the 
better business bureaus on this, Senator, that the further strengthen- 
ing of such interest and cooperation on the part of FHA and others 
will go far in helping to eliminate many of the problems. 

Senator Maypank. I agree on that. 

Mr. Nynorc. The one specific recommendation which I would like 
to suggest—and it deals with the handling of the completion certifi- 
cates—is that I think 

Senator Maysank. To get back to the banks, millions of banks and 
about a hundred inspectors. 

Mr. Nyzore. I believe most of the trouble results from the signing 
of the completion certificates and that would be eliminated if the 
lending agencies were required to ask the homeowner on presentation 
of the certificate by the contactor whether the work actually has been 
completed and completed satisfactorily. I think if this procedure 
were followed prior to the filing of the certificate for an FHA guar- 
anty on the loan, there would be less likelihood of homeowners being 
jaced with the responsibility of repaying loans before the work was 
completed. 

Senator Maynanx. What does the average bank get out of these 
loans, do you know? 

The Cuarrman. The interest is 9.6. 

Senator Maysank. It is 18 months, isn’t it ? 

The Cuarrman. They pay about 1 percent of that for insurance. 

Senator Maypank. Isn’t it about 18 months? 

The CuatrmMan. The loans go up to 36 months. 

Senator Maysank. But it is averaging about 18 months. 

The CHatrrMan. You may proceed, Mr. Nyborg. 

Mr. Nyszore. I am almost through with my statement. I would like 
to make this comment. Many of the lending agencies, banks, and 
building and loan associations and other agencies who have worked 
closely with the FHA and better business bureaus and the contractors 
to set up a method of checking the responsibility of the contractor or 
before proceeding with the certification of these loans have done a 
great deal of good. I think with that procedure, if it were required 
in the administrative procedures of FHA under the regulations, that 
that would doa great deal of good also. 

The Cuarrman. Mr. Hoffman, what has been your experience? 

Mr. Horrman. In connection with the Senator’s question, might I 
read a letter from the Atlanta Better Business Bureau that I think will 
shed some light on it. This is dated February 5, 1954: 


Subject: FHA Cooperation from the Atlanta Better Business Bureau. 


IT am happy to report that this bureau, in cooperation with the FHA, instituted 
a program last fall which has practically killed the model-home scheme in this 
area. In late summer of 1953 the Atlanta Better Business Bureau called a meet- 
ing of local FHA officials and all financing institutions who handled FHA title 
I paper. At this meeting the bureau prepared case histories on several of the 
most flagrant users of the model-home scheme in connection with title I and 
conventional mortgage loans. We outlined a plan whereby, with the cooperation 
of the financing institutions and FHA, we would make available on a confidential 
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basis certain information from our files regarding various roofing and siding 
contractors. 


It was mutually agreed that the Bureau, financing agencies and FHA would 
interchange information and that the Bureau would act as a clearinghouse 
to keep all interested parties informed on various roofing and siding contractors 
whose practices are not considered in the best interest of the public. 

As a result of the agreement, the financing institutions agreed that they would 
reject any title I FHA paper submitted to them by any dealer or applicator 
whose past history indicated unethical tactics. 


In other words, any roofing or siding contractors in the Atlanta area who 
seeks FHA title I approval by financing institutions must first clear through this 


office and the the FHA. 

Senator Mayzanx. That is what I say. The bankers did it. They 
said they weren’t going to lend any money if the better business bureau 
and themselves were not satisfied that the man was all right. 

Mr. Horrman. If their background shows questionable practices 
as indicated by better business bureau files, the bank would not give 
them the money. 

Senator Maynank. Of course, you can’t make the banks in other 
cities do it. Could you get cooperation in the other cities like that ¢ 

Mr. Horrman. In my statement I have some comments to make on 
our relationships in the New Jersey and New York area with the 
FHA and we also have some recommendations, as did Mr. Jackson and 
Mr. Nyborg, in connection with this local problem. 

In addition, we have some actual cases, if the committee wants to 
hear them, of companies that we have worked with in trying to stamp 
out some objectionable practices. 

The CuarrMan. We are interested in that, yes. 

Mr. Horrman. Let me say that I gacpaniiiiy in the last 3 years have 
handled over 1,000 inquiries and complaints from the public, and we 
have done a great deal of work in the field of all types of siding and 
insulating and simulated brick and stone, but in particular mastic 
paints. That has formed the largest group of our complaint situa- 
tion. Some mastic paint manufacturers and dealers have indicated 
in advertising that the premises need never be painted again, that 
the product was indestructible, that it made walls waterproof, termite 
proof, and other uncorroborated claims. Such advertising created 
liberal FHA financing, easy FHA terms, FHA approved and so on, 
which tended to lend an air of integrity to the advertising. 

Consumers responding to this found themselves in an untenable 
situation as trickery started almost immediately. So-called suede- 
shoe, itinerant salesmen called on the victims in response to leads sup- 
plied by the contractor, the old familiar model home racket being 
worked for all it was worth. I will not go into that. 

I think we all know what that model home consists of. I have a 
bulletin here that we issued as early as 1937 on the model home scheme. 

After considerable high pressure, the homeowner might sign a 
contract with the belief that his specially priced home improvement 
would cost virtually nothing because of its use for advertising pur- 
poses. At this point, additional chicanery has frequently taken place 
to obtain the victim’s signature on FHA completion certificates. 
Various subterfuges have been used to conceal the nature of what the 
homeowner was signing. The complaints have been received alleg- 
ing salesmen have added or altered provisions in the contract after 
it has been signed. Frequently no copy of the contract was given 
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to the homeowners. The materials to be used on the job were subject 
to misrepresentation. The salesmen promised verbally that a given 
well-known product would be used, whereas the homeowner found 
that an entirely different product was utilized. The salesmen have 
been known to pull several hundred from their pockets and hand it 
over to the homeowner as advance payment for bonuses or accept 
such as downpayment. The prices charged were high. 

In some instances home improvements have been sold as part of 
a scheme whereby the homeowner could consolidate his debts. The 
price of the improvement was upped considerably, and the difference 
between the actual amount of the FHA loan was used to pay off 
other obligations; or the price of the contract would be increased 
to give the victim a little extra money. 

The salesmen themselves, using a variety of names and aliases 
seem to be floaters attaching themselves first to one racket and then 
another, depending upon what was popular at the moment. They 
might be selling freezer food plans, water conditioners, home fire- 
alarm systems, demonstrating vacuum cleaners, promoting home im- 
provements, in all cases using dishonest methods to sell merchandise 
generally recognized as having a legitimate place in consumer 
markets. 

Once the salesman high-pressured the signature on the contract 
and had tricked the victim into signing FHA completion certificates, 
in several cases forgery has been alleged on these completion cer- 
tificates. The paper was rushed to a lending institution for imme- 
diate discounting. As soon as the money was received through FHA 
financing, the salesman’s commission was paid out and the contract 
was then often awarded to a subcontractor who would make the 
highest bid for it. 

To the homeowner’s amazement, the elaborate work contracted for 
is sometimes started and finished within hours of signing the con- 
tract. Frequently no advance preparation of any kind was done on 
the premises. The workmanship beltig inferior and incomplete. 

With some of the manufacturers that I have been discussing this 
with, we particularly have voluminous records on the Renuity Corp. 
of New York City, located at 424 West 42d Street. They operated 
under nine other trade styles with products that they sell. 

The Cuatrman. All at the same address ? 

Mr. Horrman, All at 424 West 42d Street. The principals of 
that company are B. J. Hardy—he is one. We have indication in 
our files that he was indicted for mail fraud in Miami back about 
1940. That indictment, however, was not processed inasmuch as he 
had departed from the State. 

It was their practice to issue a registration certificate which simply 
stated that an application had been done, nothing more. This was 
misrepresented as a guaranty. Another company known as Krylon 
of Philadelphia issued what they termed an “insurance policy.” 

The Cuarrman. Will you yield a moment, please? I think we will 
recess now, if you don’t mind, until 1:45, at which time we are going 
to finish with Mr. Hoffman, and then we are going to hear other 
witnesses. 

I would like to know if these people are present. As I call your 
names will you please rise ? 
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Francis H. Clarke, of White Plains, N. Y. 

Robert Blackburn, of New York. 

Hugh Collins, of New York. 

Arthur Waugh, of New York. 

Anthony D’Acquila, of Flushing, N. Y. 

Abner Roberts, of Brooklyn. 

We will come back here at 1:45 and finish with Mr. Hoffman and 
then these people whose names I just called will be witnesses. 

They are people who have come in here to testify to experiences the 
have had with title I loans and FHA-insured mortgages under title L 
We will come back at 1:45. 

I might say that we certainly apologize to you gentlemen and we 
ask your indulgence. We are going to ask that Mr. Bertram Bonner 
and Mr. Banks come back at 10 o’clock tomorrow morning at which 
time we will get to them. 

Has anyone anything to say ? 

This is a very fair committee notwithstanding the fifth amendment 
witnesses who complain to the contrary. 

We will recess now until 1:45 at which time we will hear the indi- 
vidual experiences of these people in dealing with these title I loans 
and also, Mr. Hoffman, we may have some more questions from you 
and Mr. Nyborg and Mr. Jackson. 

(Whereupon, at 12:30 p. m., the hearing recessed to reconvene at 
1:45 p. m., the same day.) 


AFTERNOON SESSION 


The CuatrmMan. The committee will come to order. 

Mr. Hoffman and Mr. Jackson, will you come up here and sit at this 
table? I think we may want to ask you some questions when we get 
some of these concrete examples of what happened. 

Our first witness will be Mr. Robert Blackburn of New York. 

Mr. Blackburn, will you please come forward. 

Will you be sworn, Mr. Blackburn? You are Robert Blackburn? 

Mr. Biacgsurn. Robert C. Blackburn. 

The Cuamman. Do you solemnly swear the testimony you are 
about to give will be the truth, the whole truth, and nothing but the 
truth, so help you God? 


TESTIMONY OF ROBERT C. BLACKBURN, SOUTH OZONE PARK, 
NEW YORK, N. Y. 


Mr. Buacksurn. I do. 

The CuatrmMan. You may be seated. Will you give the reporter 
your full name and address, please. 

Mr. Biacxsurn. My name is Robert C. Blackburn. My address, 
119-89 146th Street, South Ozone Park, New York City. 

Mr. Srmon. Give your address again, Mr. Blackburn. 

Mr. Buiacksurn, 119-39 146th Street, South Ozone Park, New 
York. 

The CHamman. Have you had some experiences with FHA- 
insured loans under title I? 

Mr. Buacxsurn. If title I means home improvements, I have. 
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The CHarrman. Suppose you tell the committee what happened to 
you with respect to a title I loan ? 

Mr. Buiacksurn. Well, I will begin from the very beginning. Two 
men approached me and told me that they were a brand new outfit and 
they were from New Jersey and were just beginning to start operat- 
ing in New York City. 

Mr. Suwon. Mr. Blackburn, was this in February 1953? 

Mr. Buacksurn. February 11 is the exact date, 1953. 

They came by and they said that this new product that they had, 
which was called Brixite—it is an insulating material used to cover 
the outside of homes. 

The CHarrMan. You own your own home? 

Mr. Biackeurn. Yes, I do. 

The CHarrman. Where do you work ? 

Mr. Buackpurn. United Nations. 

The Cuarrman. You work for the United Nations ? 

Mr. Buacksurn. Yes, sir. 

The Cuamman. You own your own home? 

Mr. Buackrpurn. Yes, sir. 

The Cuarrman. How long have you owned your home ? 

Mr. Buacksurn. Since October 1951. 

The Cuamman, Since October 1951? 

Mr. Buackpurn. Yes, sir. 

The Cuarrman. You may proceed. 

Mr. Buiacksurn. Well, after they came in, they told me that they 
had selected my home as a home to use as a model and that the mate- 
rial would be put on my home and that they would take pictures of my 
house before the insulation was put on and after it was put on, to show 
to their other clients. Well, after the work was done, nobody came. 
I'll add that in, now. 

Then, he also told me that for every deal that he made within a 3- 
mile radius of my house, that I would get $50, a $50 check from him for 
‘ach deal that was completed through my recommendation. 

Well, as time went on, nothing happened, after I went through with 
the deal. 

He also told me that I had nothing to worry about because this was 
an FHA loan and that everything was on the up and up. 

The Cuatrman. It wasan FHA loan ? 

Mr. Buackeurn. That’s right. It wasan FHA loan. 

The Cratrman. Did they say the Federal Government was behind 
the product or anything of that sort ? 

Mr. Buacksurn. Other than he just stated that it was an FHA loan. 

The Cuarrman. And you knew what he meant by an FHA loan? 

Mr. Buacksurn. Yes, I know it meant the Federal Housing Author- 
ity. or commission. 

“Now, since I bought my house under the Veterans’ Administration 
and they had made a thorough investigation of the property and what 
not, I assumed that he was on the up and up, since he said it was an 
FHA loan because I figured that the FHA made the same investiga- 
tion that the Veterans’ Administration made whenever the deal was 
completed. That was the main reason 

The Cuamman. You thought that the FHA would investigate the 
deal before they made the loan ? 














646 FHA INVESTIGATION 


Mr. Buacksurn. That’s right; before they actually went through 
with the loan. 3 

The Cuarrman. You say when you bought your house in October 
1951, you bought it through FHA ? 

Mr. Buiacxeurn. No, sir; it was approved by the Veterans’ Ad- 
ministration. 

The Cuarmman. And they did approve the loan and appraised the 
the house ? 

Mr. Buacxsurn. That’s right, sir. 

The Cuamman. Therefore, you thought in this instance that FHA 
likewise would appraise it and approve it, and you thought then that 
you were being protected by FHA;; is that correct ? 

Mr. Biackpurn. Yes, sir. 

Well, after the job was completed, they came by, the very next day 
it was completed, and had me sign a completion certificate. Well, I 
told them at the time, I said, “Well, should the completion certificate 
be signed today, shouldn’t someone inspect the work?” He said, 
“Since we are under FHA we don’t need anybody else to come out. We 
inspect the work and it is O. K.” 

So, I signed the completion certificate. 

A few weeks after the work was done in some places it began to 
come apart. Well, I repeatedly called them on the phone and tried 
to get them to come out to rectify their work, but they wouldn’t have 
any part of it. So, to have some proof that I had tried to get in touch 
with them, I sent them a registered letter with a return receipt 
requested. 

The Cuarrman. To the FHA? 

Mr. Bracxeurn. No, to the people who did the work. I sent them 
a letter requesting that they come out and repair the job, but they 
wouldn’t accept the letter. I still have the letter and I also have the 
carbon copy of the letter enclosed. 

The Cuarrman. Do you have that with you? 

Mr. Briacksurn. Yes, sir. 

The Cuarrman. May we see it, please ? 

Mr. Bracksurn. This isa carbon copy of the letter I wrote them and 
this is the letter that I sent them that they refused to accept. 

The Cuarrman. Do you know why they refused to accept this reg- 
istered letter? 

Mr. Biacksurn. Well, I can’t be positive, but I have my own rea- 
ons as to why they didn’t accept it® 

The Cuarrman. How much was the loan originally? 

Mr. Buacksurn. $1,400. 

The Cuarrman. Have you since paid the entire $1,400? 

Mr. Bracksvurn. No, sir. 

The Cuatrman. How much have you paid? 

Mr. Bracxesurn. Not to be exact, I think I have paid approxi- 
mately 14 or 15 payments. 

The Cuarrman. How much are the monthly payments? 

Mr. Bracksvurn. $44.73. 

The Cuarrman. Are the payments behind at the moment ? 

Mr. Bracxsurn. No, sir. 

The Crarrman. You are carrying them up to date? 

Mr. Buackevrn. Yes, sir. 
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The Cuamman. Who are you making the payments to! 

Mr. Biackeurn. To the Rosslyn Bank, the Rosslyn Bank of Ross- 
lyn, N. Y. 
" The Cuatrman. The sale was made by Approved Home Develop- 
ers, Inc. ? 

Mr. Biacksurn. Yes, sir. 

The Cuarrman. And financed by the Rosslyn Bank, in Rosslyn, 
Long Island, N. Y.? 

Mr. Buacksurn. Yes, sir. 

The Cuatrman. And it is for $1,400? 

Mr. Biacxsurn. Yes, sir. 

The CnHarrman. And the payments are $44.73 a month ¢ 

Mr. Buackpurn. Yes, sir. 

The Cuarrman. And, you are making the payments ? 

Mr. Buacxpurn. Yes, sir. 

The Cuamman. Did you get value received ? 

Mr. Biackeurn. I don’t think so, sir. 

The CHamman. Have they paid you any commissions for sales that 
they have paid in the neighborhood 

Mr. Brackeurn. No, sir. 

The CHatrman. Any at all? 

Mr. Buackeurn. None at all. 

The CuHairman. Have they been back to see you? 

Mr. Biackxeurn. No. I have tried to get them to come back. 

The Cxairman. Did they put siding on your house? 

Mr. Biackxsurn. Yes, sir. 

The CuHairmMan. Was it a new house in 1951? 

Mr. Biackrurn. No, sir. 

The CuarrmMan. It was an old house ? 

Mr. Biackpsurn. Yes, sir. I think I have a picture here that will 
show you the condition of the house before the siding was put on. 

The Cuairman. Is this before ? 

Mr. Biacxsurn. That is before, and here is the picture that 
taken after the siding was put on. 

The Cramman. Do you have any objection if we make these a part 
of the record ¢ 

Mr. Biacxsurn. No, sir. 

The Cuarrman. Without objection, we will make the pictures “be- 
fore” and “after” a part of the record. 

Is this the same thing ¢ 

Mr. Biacksurn. It looks like it from here. 

The Cuarrman. Then, we will put this into the files. 

[ presume you want this certified letter back, do you not? 

Mr. Briacksurn. Well, at present I don’t see much use for it. 

The Carman. Do you have any objection if we keep it? 

Mr. Biackxsurn. No, sir. 

The Cuamrman. Without objection it will be made a part of the 
files and without objection the letter you wrote to these people, 
Approved Home Developers, Inc., together with the other exhibits 
here, will be made a part of the record, 

Mr. Buiackeurn. No objection, sir. 

(The documents referred to follow :) 
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SoutH Ozone Park, N. Y., May 14, 1953. 
Lone IsLanp DaILy PREss, 


Jamaica, N. Y. 


GENTLEMEN : If the following is worthy of your investigation for any news 
value and as a warning for other subscribers to your paper, you have my per- 
mission to use. Would appreciate it if you can tell me whether or not I have 
legul recourse against said parties from the sales talk I am about to give you 
that was given to me. 

Two salesmen approached me from the Approved Home Developers, of 69-12 
Austin Street in Forest Hills, N. Y. with the following: 

I am Mr. Donner and the other man here is Mr. J. Walters. Mr. Walters is 
the son of the inventor and owner of this new type shingle for the home. We 
have selected your home to be used in an advertising campaign and with veur 
permission we would like to get you to agree to it. If you let us use your home, 
we will give you a $50 bonus for everv home that is nsed. Alen cinre won ora 
good enough to let us use your home we will give you a 20-percent discount of 
the regular price. We will take pictures of your home before and after the job 
is done and we will give you pictures of the job. Mr. Walters’ father was sup- 
posed to have invented the shingle used and he was just beginning to take over 
this territory for his father as his father was getting old. The shing'e used 
was the material known as Brixite. The bonus would cover an area within 
a 3-mile radius of my house. A few days after my house was completed they 
approached 2 homeowners within a mile of my house and offered them the same 
proposition, this time using 2 different men as owner-salesman team. These 


2 peuple were friends of mine, but this the 2 did not know. I can get 
these two people to verify what I have told you. They also will give you any 
extra money that you need to pay off any small bills that you might have and 


add that to cost of doing job. The whole story is fradulent. The two ure only 
salesmen and the material used is used by many home improvers on the island. 
There are no pictures of the house. I have pictures that I have taken myself 
and can prove to you that as far as appearances are concerned there is very 
little. 

Would appreciate any information given this matter. Thanking you in ad- 
vance, I remain 

Yours truly, 


Rozert C. BLACKbURN. 


Lone ISLAND DAILY PREss, 


Jamaica, N. Y., June 8, 1958. 
Mr. Rosert C, BLACKBURN, 


South Ozone Park, N. Y. 


DeaR MR. BLacKBurRN: Since receiving your letter of May 14, regarding the 
Approved Home Developers, I have discussed your case with the Better Business 
Bureau in Manhattan and Queens Assistant District Attorney James P. 
McGrattan. 

The Better Business Bureau reports they have had many complaints against 
the same company—apparently similar in nature to your complaint—and they 
suggested you file your complaint with them. However, they promised no action 
immediately but rather hoped to build up a larger file against the company before 
taking steps to correct the situation. 

On the other hand, Mr. McGrattan suggested you go to the complaint burean 
at the district attorney’s office at the county courthouse in Long Island City and 
discuss the matter with one of the assistant district attorneys there. He said 
they might attempt to obtain some settlement for you or they might, if the cir- 
cumstances warrant, start criminal proceedings against the company. 

I would advise you to go to D. A.’s complaint bureau. Tell whoever you 
see there that you wrote to me and I talked to Mr. McGrattan and advised you 
to go to the district attorney. 


Sincerely yours, 


FREDERICK J. WELSH. 
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Tue BETTER BUSINESS BUREAU OF NEw YorK Cry, INC., 
New York, N. Y., July 1, 1958. 
Re Approved Home Developers, Inc., 
69-12 Austin Street, Forest Hills, N. Y. 
Mr. Ropert C. BLACKBURN, 
South Ozone Park, N. Y. 


Dear Sir: We presented the matter of your complaint to the subject on two 
occasions without receiving a reply. Apparently, Approved Home Developers 
has no intention of cooperating with this bureau on your complaint or others 
which we have received recently. 

We are making this complaint a matter of file record in our office. As you 
probably know, the information in our files is available to the public on request 
without charge. 

Very truly yours, 


THE BETTER BUSINESS BUREAU OF NEW YorK Ciry, INC., 
EMMETT DEAN, Manager, 


Financial and Commercial Department. 


SoutH OZONE PARK 20, N. Y., June 15, 1953. 
APPROVED HOME DEVELOPERS, INC., 


Forest Hills, N. Y. 


GENTLEMEN: As per contract and guaranty on work done on my house, I am 
reporting the following that needs rectifying: 

Replace all brackets on drain pipes and put some back in place securely at 
joints as same were removed by your workmen in covering house and not 
replaced properly. 

Nail siding to house in places both front and back where it is beginning to 
drop down from house. 

Replace post for fence on side of house where it was removed by your work- 
men to apply siding on lower part of house. 

I hope this is given your immediate attention. 

Yours truly, 


Rosert C, BLACKBURN. 


APPROVED HoME Deve opers, INC., 
Forest Hills, N. Y., February 11, 1958. 

This agreement, between Robert and Gussie Blackburn of 119-39 146th Street, 
South Zone Park, hereinafter called the owner, and S. H. Walters, hereinafter 
called the contractor, witnesseth, contractor agrees to furnish all labor and ma- 
terial necessary as follows: Renail loose boards. Calk and seal all openings. 
Use lath where necessary—use aluminum trim around all windows and door- 
frames. Cover lower half of house with first-grade bauxite ribbon-stone. Cover 
upper half with first-grade bauxite paint and enamel. 

All work to be done in a workmanlike manner with labor covered by compen- 
sation insurance on the premises located at 119-39 146th Street, for total cash 
price of $1,400 or the deferred payment plan of 36 monthly installments of $44.22 
per month. 

Deposit given to contractor—none. 

Owner agrees to pay on delivery of material—none, 

Owner agrees to pay on completion of work—none. 

First payment to be made 60 days from date of contract. 

This contract shall become binding upon written acceptance hereof by the 
contractor or by an authorized agent of the contractor and the homeowner. 

The assignee shall be held responsible only for that which is expressly written 
on the original agreement. 

The purchaser agrees to pay 30 percent of the contract price as liquidated 
damages if this contract is canceled. 

In witness whereof, I (we) have hereunto signed my (our) name this 11th day 
of February 1953. 

Rosert C, BLacksurn [L. §8.], 
Property owner. 

Gussie M. Biacksurn [L. 8.], 
Husband or Wife. 
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Application accepted by S. H. Walters, contractor, and assigned to Approved 
Home Developers, Inc., 69-12 Austin Street, Forest Hills, N. Y. 

Homeowners—ask for copy of contract. Check your duplicate with original 
copy. 

The Cramman. We will put photostat copies in and return the 
original to you. 

Mr. Biacxsurn. I also have here a 20-year guaranty on workman- 
ship and materials that was given. 
he Cuairman. Without objection, we will make this part of the 
record. 

(The document referred to follows :) 
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The Cuarrman, Have you talked to any officials about this matter? 

: Mr. Biacxman. No, sir; only the investigator I talked to last 
‘riday. 

The Cuarrman. Is Approved Home Developers still in business? 

Mr. Biacksurn. Yes, sir. 

The Cuarrman. Did they promise to give you a commission ? 

Mr. Biacksurn. Within a 3-mile radius, to my knowledge. 

The Cuarrman. You say they haven’t paid you 1 dime? 

Mr. Buacksurn. Not 1 dime. 

The Cuamman. Do you know whether or not they have made sales 
within that 3-mile area? 

Mr. Buacxsurn. That I couldn’t be sure of, sir. 

The Cuarrman. You have no way of knowing? 

Mr. Biackpurn. They have several houses that had siding put on 
of the same type that I have on my house—whether they did the job 
I cannot truthfully say. ; 

The Caarrman. Do you know of anyone else who has been handled 
the same way you have, by this firm or any other firm? 
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Mr. Buacksurn. No, sir. They did approach two friends of mine. 
That is how I began to suspect that they were not operating as they 
should, because they approached two other friends of mine. One 
fellow was about six blocks from my house and they offered him the 
same deal and another fellow about a mile or less from my house 
happened to work with me and they offered him the same deal. 
Since he had promised me a 3-mile radius, 3 miles is a long way from 
my house in any direction. 

The Cuatrman. I would like to ask Mr. Jackson and Mr. Hoffman 
if they know of their own accord if this is a fair sample or a pattern 
of what, happens on these kind of deals. 

Mr. Jackson. Yes, Mr. Chairman. I can report that we have had 
a substantial number of complaints about Approved Home Developers, 
in which this same pattern of model home schemes, bonuses and un- 
satisfactory performance was involved. 

As a matter of fact, I had one case that I would be glad to submit 
for the record, where there are allegations of forgery of the comple- 
tion certificate on the part of the principal of this company, by a 
complainant, and we are advised that one of the principals has been 
picked up for investigation on forgery charges in New York. 

The CuarrMan. Does anyone know whether or not this firm is still 
permitted to make FHA loans, or sell on the basis that FHA will 
guarantee the mortgages ? 

Mr. Jackson. We understand the company is still operating and 
as far as we know it is not on the precautionary list which prohibits 
their securing FHA insured loans. 

I might add, Mr. Chairman, that we communicated with the FHA 
in sending them copies of some of the complaints, although not all 
that we received about this company. 

The Caarrman. Well, thank you very much. 

Mr. Hoffman, do you believe this is the general pattern ? 

Mr. Horrman. Yes; we have the same pattern in our files, of de- 
ception. We have complaints that FHA forms were used in their 
solicitation and that they claimed approval by the FHA. I have 
a summary here of our contacts with the FHA in that connection if 
the Senator wants to hear it. 

The Cuatrman. How’s that? 

Mr. Horrman. I have a summary here of our relationship with 
the FHA in that connection. 

The Cuatrman. With this particular concern ? 

Mr. Horrman. With Approved Home Developers, yes. 

The Cuarrman. Do you have something that FHA said to you 
about it ? 

Mr. Horrman. Well, or failed to say. 

The CuatrrMan. Give it to us. 

Mr. Horrman. In February 1953, we convinced the FHA of a 
complaint of a Long Island resident. A month later we were ad- 
vised by telephone that the matter was being investigated. Again, 
in May 1953, we protested the activities of Approved Home Develop- 
ers to the FHA. The director of the FHA, New York office, told us 
shortly thereafter that Mr. Eisenberg, the principal, had denied the 
charges made by our complaints. We supplied a file summary for 
the use of the FHA in June 1953. In October 1953, we supplied ad- 
ditional material to FHA. 
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In November 1953, we asked the FHA if there had been any de- 
velopments in their investigation as complaints were still being re- 
ceived alleging unsatisfactory workmanship and failure to complete 
contracts. 

In November 1953, the New York FHA office advised the matter 
will be referred to the Long Island office for attention. Having 
heard nothing further, we wrote in May 1954, to the Long Island 
office of FHA, advising complaints were still being received. We 
still have had no reply, although we are informed by the FBI that 
in June 1954, four other principals including Eisenberg were arrested 
by the New York Police Department. Eisenberg was at one time 
associated with Pioneer Home Improvement Co. of New York-New 
Jersey. 

The Cuamman. Thank you very much, and thank you, Mr. Black- 
burn. We appreciate very much your coming down. 

Our next witness will be Mr. Hugh T. Collins of New York City. 

Mr. Collins. 


TESTIMONY OF HUGH T. COLLINS, ROOSEVELT, LONG ISLAND, N. Y. 


The Cuatrman. Mr. Collins, will you be sworn, please. 

Do you solemnly swear the testimony you are about to give will 
be 7 truth, the whole truth and nothing but the truth, so help you 
God ? 

Mr. Corurns. I do. 

The Cuarman. Thank you, sir. 

Will you be seated, please ? 

ore you give the reporter your name and your full address, 
ease ? 
r Mr. Cotiins. Hugh T. Collins, 11 West Greenwich Avenue, Roose- 
velt, Long Island, N. Y. 

The Cuatrman. Do you own your own home? 

Mr. Coutins. Yes, sir, I do. I came back from the Philippine 
Islands in 1951, and in April of 1952, I bought this place in Roosevelt. 

The Cuarrman. Is it under a VA loan? 

Mr. Coturns. No, it is a VA—it is not. I amathird owner. The 
original owner was a veteran and the loan is still a four-person loan. 

The Cuatrman. And, you bought it in 1951? 

Mr. Coturns. I bought it in 1952, on April 25. 

The Cuairman. In 1952? 

Mr. Coturns. That’s right. 

The CHamman. Have you had any contact with any dealer or 
lender in respect to any FHA title I loans? 

Mr. Coturns. Yes, sir, I have. 

The Cuarrman. Will you give us your experience, please? 

Mr. Cotuins. On or about June 20, a Mr.—— 

The Cuarrman. June 20th of what year? 

Mr. Cotirns. Of 1952. 

The CuarrMan, June 20, 1952? 

Mr. Cotitns. That’s correct, sir. 

A Mr. Green approached my wife with a proposition of paintin 
the house with a product called RE-NU-IT. She told him he woul 
have to talk it over with me. He made an appointment for a Mr. 
Chase, of Approved Home Developers, to come to see me about spray- 
ing the house. 
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The Cuarrman. Is it the same Approved Home Developers that 
the previous witness testified about ? 

Mr. Couuins. I would think so. They are from Forest Hills. 

The Cuatrman. And, what is their address? 

Mr. Coturins. 69-12 Austin Street, Forest Hills, N. Y. 

They approached my wife and made an appointment to see me and 
on June 23, a Mr. Chase came out to see me and he made several 
demonstrations in our kitchen showing what the product would do. 
It was supposed to weatherproof, fireproof, insulate, beautify the 
residence. 

The painting that was on the house had to be removed. They were 
supposed to sandblast the paint and they were supposed to spray the 
new product on, under pressure, guaranteed for 10 years. After talk- 
ing with him some length of time that evening, my wife and I signed 
a contract, a loan application, and the note. 

The CHarrman. What did it cost you? 

Mr, Coiiins. 1,040. 

The CuarrMan. How much down? 

Mr. Cotiins. There was no down payment. 

The Cuamman. How much did you pay each month ? 

Mr. CoLiins. $33.22. 

The Cuarrman. Who was the banker ? 

Mr. Coxurins. Franklin National Bank, Franklin Square, Long 
Island. 

The Cuairman. You did make the purchase? 

Mr. Couurns. I did make the purchase. 

The CuarrMan. And you did sign the contract ? 

Mr. Couturns. I signed the contract. 

The CHarrman. And they did then come out an do what? 

Mr. Couins. Prior to the time the “y came out and put the job on, 

I did some investigation on my own. On the particular evening that 
they were there, they told us they were from this reputable bank, the 
Franklin National Bank, that they had the backing of FHA. 

The CuarrMan. Did they say they were representing the Franklin 
National Bank, rather than the Approved Home Developers ? 

Mr. Cotuins. They were representing Approved Home Developers. 

The Cuarrman. They told you they were representing the bank ? 

Mr. Coxxins. But, they told me that the Franklin National Bank 
was supplying the loan under the FHA title I loan, and that is the 
main reason that I went into it, because FHA, I figured, was backing 
it, and the Franklin National Bank was backing it. 

[ called the bank the following morning after I went to work and 
asked the bank—lI told them that I had applied for a loan, and I 
isked them about Approved Home Developers, whether or not they 
were reliable. They stated that they were a reliable concern, that 
they had approved them to the FHA, and that they had done quite 
a number of jobs with them. 

The Cuarrman. Now, this was over the telephone ¢ 

Mr. Cottrns. A conversation over the telephone. 

The CuarrmMan. Do you recall the official you were talking to? 

Mr. Cottrns. A Miss Irons. 

The Cuarrman. At the Franklin National Bank? 

Mr. Cotiins. At the Franklin National Bank, in the department 
that takes care of the FHA title I property-improvement loans 
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This was on the day immediately after they came out and renegoti- 
ated the contract. 

Now, if I may go into this just a minute, the same situation applied 
as the previous witness has stated. They played the proposition that 
they would use the house as a model, that they would give us $50 for 
every job that they got in the particular area—they never gave any 
specified radius at this particular time. 1 

The Caatrman. Have they since paid you any commissions? 

Mr. Co.tins. No, definitely not. 

The Cuatrman. Do you know whether any jobs have been installed 
near your home ¢ 

Mr. Couns. I don’t believe there had been, not to my knowledge. 

The Cuarrman. Have they been back to see you since? 

Mr. Cottrns. They have not. 

Now, to continue from where I was, there, on June 30, I called the 
bank, again. I had checked with the Better Business Bureau, I 
checked with Dun and Bradstreet, and I checked with some people 
who stated they had work done by this company, and that they were 
not reliable. I reported back to the bank on June 30. I called them 
and told them what I had found out and told them I did not want to 
go through with the loan, that I would rather cancel the whole thing. 
And, they assured me at that particular time that if I went through 
with it that unless the job was done satisfactorily and unless I signed 
the completion certificate that I had every hold in the world over Ap- 
proved Home Developers, to make them do the job to mv satisfaction. 

The Cratmrman. Do you remember who you were talking to at the 
bank at that time ? 

Mr. Corirys. I called Miss Irons the second time, specifically, on 
June 30. They came over on July 1 and did the job. “They” meaning 
Approved Home Developers. They sent a subcontractor over and in- 
stead of sandblasting the paint off the house they scraped it. They put 
the job on and they did not trim the windows, they did not paint the 
shutters—in other words, they halfway did the job and that afternoon 
they presented my wife with a completion certificate to be signed. Well, 
T had cautioned my wife above everything else not to sign the comple- 
tion certificate and she called me at the office and told me that they were 
there at that particular moment and that they had presented her with 
a completion certificate to sign and asked me what to do about it, and 
I told her emphatically not to sign the completion certificate. She told 
the workmen this and the workmen, one of them said to the other, “We'll 
take care of this at the office.” 

That afternoon, my wife called the Approved Home Developers and 
told them they had not put on the trim and that they had not painted 
the shutters and put them back up, and asked them when they were 
coming out to do that. And, they told her that they had a separate 
crew to do this work and it would be out the following morning. The 
following morning, Mr. Chase called and said that that was not writ- 
ten into the contract, this trim part, and that they would not do it. 

All right. I called, then, a Mr. Donner myself and they said they 
would take care of it, that they would do the job, but inasmuch as the 
east end of the house was already blistering and peeling, he said to let 
the material dry for a period of 60 days so they would be absolutely 
sure that all the blistering and peeling that was going to take place 
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would take place, and that in 60 days they would go ahead and fix the 
job as it should be done. 

Well, I agreed to this and then several times after that 60 days had 
expired, I called them and asked them when they were coming back. 
Well, at that particular time the weather was too hot. One time I 
remember they had their crew in Jersey and could not get back out to 
do the job, and they were very diplomat ic, very tact ful, every time I 
approached them, and put me off. 

Finally, on October 27, I wrote them a letter summarizing every- 
(hing that had transpired and asking them to complete the job, imme- 
diately. 

I sent this letter by registered mail, return receipt requested, special 
delivery, and the letter was returned to me 2 weeks later, unclaimed. 

I immediately went to the bank, showed them the letter—that is Miss 
Irons, and asked the bank what they were going to do about it. They 
told me I should not have signed the completion certificate. I informed 
the bank that I had never signed the completion certificate and neither 
had my wife. 

The Cuatrman. I hold in my hand a photostatic copy of the com- 
pletion certificate with supposedly Esther Collins’ signature on it. 

Mr. Conus. Yes, sir. That is a forgery. 

The CuarrMan. That isa forgery ¢ 

Mr. Coturns. Absolutely. 

The CuHatrMan. Do you know who forged her name? 

Mr. Coturns. I do not. 

The Cuatrman. But, it isa forgery ? 

Mr. Cotiins. It is an absolute forgery. 

The Cuairrman. Without objection, we will place the FHA title I 
completion certificate in the record, which the witness claims was a 
forgery, together with some other documents that have to do with this 
whole matter . 

(The documents referred to follow :) 
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11 West GREENWICH AVENUE, 


Roosevelt, Long Island, N. Y., October 27, 1952. 
APPROVED HOME DEVELOPERS, INC., 


69-12 Austin Street, 
Forest Hills, N.Y. 


Dear Sirs: A satisfactory workmanlike job was not done when Re-Nu-It, a 
waterproof textured finish, was applied to the outside walls of our home at 11 
West Greenwich Avenue, Roosevelt, Long Island, N. Y., on July 1, 1952, by your 
company and/or corporation. 

You were immediately informed of this fact, and at your suggestion we waited 
60 days in order to allow the applied Re-Nu-It to thoroughly dry and set to deter- 
mine whether or not any further blistering and cracking of the Re-Nu-It would 
occur. To this 60-day drying period we readily agreed. 

At the end of this 69-day period, you were again notified of the unsatisfactory 
condition of the Re-Nu-It and asked to take action to satisfactorily complete the 
job. At this time, the first week in September, you were of the opinion that the 
weather was too hot for the completion of the job. You suggested that we wait 
an additional month or until October 3, 1952, before the job was completed. To 
this we agreed. 

On Tuesday, October 21, 1952, you were again notified of the fact that this job 
had not been completed in a satisfactory and workmanlike manner and you 
promised immediate action. You stated that an inspector would be sent out 
before the weekend and that the job would be completed the week of October 26, 
1952. The inspector has not yet arrived. 

I do not want to offend you by appearing too insistent, and yet I cannot over- 
look the fact that you are not standing behind your contact and your guaranty. 
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If I owed you the money for this job and it was this long past due, you would 
certainly want the account paid at once. Please give me a square deal, too. Com- 
plete this job now. 

Very truly yours, 
Hvuen T. Corrs. 


ROOSEVELT, LONG ISLAND, N. Y., September 8, 1952. 
FRANKLIN NATIONAL BANK, 
Long Island, N.Y. 


Dear Sirs: I was on vacation during the month of August and upon my return 
on Saturday, August 30, the enclosed past-due notice was in my accumulated mail. 

If you will please note, the amount past due is $33.22 which, I believe, is cor- 
rect. However, the amount in the account book is cut for $32.22. I am, there- 
fore, returning the account book to you for correction. I am also enclosing my 
check for $33.22 for the August payment. 

Sincerely yours, 
Houeu T. CoLiins. 


Registration Nc. C 14296 


Cen Year Registration Certificate 
This Certifies that RE-NU-ITa waterproof textured finish was applied t 
the property asd.) 5 
OWNED BY Eh caes Intowas Covoins. 


LOCATED AT NWGetenuicn Ave Roorseverr_ ht. 


and being produced on a chemical base formulation that incorporated the 
two indestructible protective and insulating minerals ASBESTOS and MICA 
has been manufactured in accordance with our high quality standards of 
production and includes the special features of: 


1. BEAUTIFYING 2. RESURFACING 3. RESTORING 4. PROTECTING 
THIS INSTALLATION IS REGISTERED FOR A PERIOD OF TEN YEARS 
UNDER THE SERIAL NUMBER INDICATED ON THIS CERTIFICATE 
DATE OF APPLICATION Que 2, 1952._ 
APPLIED BY APeRover Hom Deu. Inc 
ADDRE 69-12 Austin Ave ~ SaeesT. Huss. 

RE - NU - IT 
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Mr. Coxtins. After my appearance at the bank I went over to the 
district attorney’s office in Nassau County. The bank said they could 
do nothing about it, and would do nothing about it on that particular 
night, and they told me it was entirely between Approved Hoa De- 
velopers and myself. I told them, I stated on that particular night, 
that my present feeling was that I was not to pay them another cent, 
so far as payment was concerned, I had made three payments up to 
that time for a total of $99.66. 

The Cuarrman. Did you state where you worked ? 

Mr. Coins. I work with the United States Information Agency. 

The Cuarrman. In New York City ? 

Mr. Corrns. I was at that time working in New York City. Since 
then I have been transferred to Washington. 

To eontinue from there, I went over to the district attorney’s office 
and gave him the complaint. They investigated and stated that they 
felt it was a forgery, they knew that I knew it was a forgery, and 
that they would send detectives out immediately to pick up Mr. Eisen- 
berg and the group responsible, but that if it came to a jury trial and 
the verdict went against me I was opening myself wide open to libel. 
I had my attorney with me and he advised against sending out after 
them, at that time. He advised me to let the bank go ahead and sue 
a The bank stated that they would. The bank sued on the 21st of 

ay. 

The Cuarrman. What year? 

Mr. Cottrns. 1953, in the district court of the county of Nassau, 
State of New York. 

The Cuatrman. The bank? Which bank? 

Mr. Cortins. The Franklin National Bank, Franklin Square. 

The Cuarmman. Franklin.National Bank sued you? 
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Mr. Coriins. They sued my wife and I, on May 21, 1953, in Mineola, 
in the district court. The verdict was returned in our favor. That is, 
my wife’s and mine. 

The bank immediately appealed, and that appeal is still standing at 
this particular date. 

Later, my attorney received a copy of —— 

The Cuan. You had to bear the expense of all this litigation, 
did you not? 

Mr. Conuins. Yes, sir; I did. 

The Cuairman. How much did it cost you? 

Mr. Cotiins. My attorneys’ fees were $250, secretarial fees $10, 
plus the numerous days that I lost from work, on annual leave, and 
then plus the embarrassment of going through the whole trial and pro- 
ceedings, and so on. 

The Cuarrman. This is the same bank that assured you that these 
people were reputable and that you could go ahead and do business 
with them, with a degree of certainty that they would be honest with 
you ¢ 

Mr. Cottrns. That’s correct. 

We received this letter on October 23, from the Franklin National 
Bank—at least my attorneys did—and it states— 

We have instituted an action against Approved Home Developers for the 
recovery of the amount of the note of Hugh T. Collins and Esther Collins. The 
action has been set for trial in the Supreme Court, Nassau County, on November 
9, 1953. It will be necessary for Mrs, Collins to appear on that date, or on any 
adjourned date to testify as she did on the trial of the above action and that 
her signature on the completion certificate was a forgery. We hope we can 
have your cooperation as well as the cooperation of your clients since the re- 
covery of the sum dte from Approved Homes will obviate the necessity of pro- 
ceeding with the appeal. 

My attorneys wrote back and stated that they had received the 
letter of October 22 and stated that we would cooperate to the fullest 
extent with them. 

Well, this trial came up. The bank wanted a judgment against 
Approved Home Developers, and since that time, two detectives frem 
Valley Stream, Long Island, N. Y.—I understand they were from the 
district attorney’s office—have approached my wife and told her that 
there was a possibility that she would have to testify, again, due to 
the fact that Approved Home Developers had left the State of New 
York and were now operating in the State of Maryland and that they 
were going—that is the district attorney’s office was going—to bring 
them back to New York on this forgery charge. That is standing 
of the case at the present moment. 

The Cuarrman. I think you have made it clear as to exactly what 
happened and at the moment the suit is still pending ? 

Mr. Coturns. The appeal by Franklin National Bank is still stand- 
ing. Although they have already won a judgment against Approved 
Home Developers. And Approved Home Developers, where they 
made their mistake—that is the bank—they allowed Approved Home 
Developers the same amount of time to repay the bank that they would 
have allowed me, which was three years less 3 months. 

The Crarrman. Well, we thank you very much and appreciate 
your testimony. Thank you. 

Just a minute. Of course, this case is about the same as the one 
we had before, is it not ? 
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Mr, Jackson. Mr. Chairman, I was going to ask whether with your 


pe te I could be excused. I do have an obligation to return to 
ew York. 


The Cuarrman. You may. 
Mr. Jackson. I would like to leave for the record copies of certain 
correspondence, however, with respect to A proved Home Develep- 


ers. Also, the Permastica Corp., the RE-NU-IT Corp., and Pioneer 
Home Improvement Co. 


The Cuatrman. Without objection, we will accept the documents 
and they will be made a part of the record. 

We thank you very much, Mr. Collins. 

(The documents referred to follow :) 


JANUARY 16, 1952. 
Re Approved Home Developers, Inc., Forest Hills, Long Island. 
Mrs. Sonya GuIDonNT, 

Jamaica, Long Island, N. Y. 


Deak MADAM: We are presenting the matter of your complaint to the subject 
but we doubt very much that it will bring any affirmative results. As soon as 
we hear we shall notify you of the result. 

In the meantime we would suggest to you that you make a complaint to the 
district attorney, Queens County, Long Island, N. Y., and advise him of the 
fact that the district attorney in Babylon, Long Island, has a case pending. It 
may bring results. 

Very truly yours, 
Tue Better Business BurReEAU 
oF New York Ciry, Ino. 
EMMETT Dean, Manager, 
Financial and Commercial Division. 


JANUARY 16, 1952. 
APPROVED HoME DEVELOPERS, INC., 


Forest Hills, N. Y. 


GENTLEMEN: Mrs. Sonya Guidoni, 153-28 119th Road, Jamaica 4, Long Island, 
N. Y., has written us about a contract she entered into with you on September 
20. 1951, for the spraying of the exterior of her home with Re-Nu-It, together 
with certain repairs, for the sum of $620. 

Your representative used the “model house” scheme to effect the signing of 
the contract. Your representative said pictures were to be taken before and 
after the work was done and the sum of $50 was to be paid for each contract 
secured as a result of showing prospective customers the work done on the 
house. In addition, in consideration of the advertising use of the pictures, 
the contract was to show a deposit of $100 having been made although no such 
deposit was actually made. Also, a 15-year guarantee was to be issued upon 
completion of the work. 

She said she signed the completion certificate before the work was completed 
and that numerous finishing touches which you promised have never been com- 
pleted. She also stated that the promise of $50 per sale, following the use of 
the pictures, proved entirely false. In addition, she added, where your con- 
tract showed a cost of $720 she now finds that the normal charge for this work 
is $400 or $500. 

She further added that the contractor is a Mr. Eisenberg but he signed the 
contract as a Mr. Walker. She is greatly concerned about your failure to com- 


plete the work. She appealed to us for assistance. Could we have your 
comments? 


Very truly yours, 
THE BetTer BusINess BUREAU 
or New York Cry, Inc., 
EMMETT Dean, Manager, 
Financial and Commercial Division. 
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CRIBARI & SCAPOLITO, 
Mount Vernon, NV. Y., November 8, 1952. 
BETTER BUSINESS BUREAU, 
New York, N.Y. 

GENTLEMEN : Some time ago the White Plains Civic and Business Federation 
warned against the activities of certain itinerant repairmen coming into West- 
chester County who beguiled homeowners into executing home repair contracts 
by the promise of paying bonuses and commissions for the privilege of using 
the homeowner's residence as a model after the repairs have been completed. 

The White Plains Civic and Business Federation pointed out that the pro- 
moters of this scheme are itinerants who usually approach the homeowners with 
the yarn that they are just coming into the territory and would like to use their 
home as a model to demonstrtae to others what kind of a job they can do. They 
offer $50 or so as commission on every sale made in the area and a bonus for 
every customer the victim recommends. The homeowner is led to believe that 
because of the special price he is given and the commissions that will flow in, 
the cost of the job will be liquidated in short order. The homeowner learns 
to his sorrow that everyone is given the same sales talk and the stipulated price 
is generally higher than the prevailing price for such work and that the work 
is substandard and the commissions and bonuses are a myth. 

We represent a client who has been fleeced in the above manner and we would 
appreciate any information that you may have concerning an outfit known as 
the Approved Home Developers, Inc., at 69-12 Austin Street, Forest Hills, N. Y. 
Our clients are in modest circumstances and any information or aid that you 
are in a position to give us will be greatly appreciated. 

Yours very truly, 
CrIBARI & SCAPOLITO, 
By W. B. Solinger IT, 
WALTER B, SoLINGeErR II. 


NOVEMBER 14, 1952. 
Re Approved Home Developers, Inc., 
Forest Hills, N. Y. 
WALTER B. SoLincer IT, Esq., 
Cribari & Scapolito, 
Eastchester Savings Bank Building, 
Mount Vernon, N. Y. 


DeaR Mr. SOLINGER: With reference to your letter of November 3, 1952, we 
have had several complaints against the subject organization and the products 
they apply to homes. One of these complainants stated that she received an 
oral guaranty of 20 years but never received the written guaranty. The prod- 
uct had begun to blister and peel. When we presented it the company said they 
would make the necessary adjustment. However, when we advised the com- 
plainant she in turn advised us several weeks later that nothing had been done. 

We have had other complaints against the subject organization. 

Replies to correspondence we presented to the subject were answered by Mr. 
A. Eisenberg, vice president. 

It is possible that the attorney general, State of New York, may be interested 
in the practices of the subject organization. We do know they did interest them- 
selves in another organization which was operating from New Jersey. They 
may have a similar interest in this promotion. 

Very truly yours, 
Tue Better BustIness BUREAU, 
or NEw Yor«K Ciry, INC., 
EMMETT DEAN, Manager, 
Financial & Commercial Division. 


Aprit 22, 1953. 
Memorandum re Approved Home Developers, Inc., 
Forest Hills, Long Island, N. Y. 

On April 17, 1953, Mr. H. T. Collins, 250 West 5th Street, Roosevelt, Long 
Island, N. Y., and an employee of the United States State Department, came 
to this office and stated that he purchased a home at 11 West Greenwich Ave- 
nue, Roosevelt, Long Island, following which Mr. Green of the subject called 








662 FHA INVESTIGATION 


on him on June 20, 1952, and interested Mr. Collins and his wife in a product 
called Re-Nu-It. He said Mr. Green used the model home scheme of approach 
in selling this product, stating that they would receive $50 for each job done 
as a result of using their house as a demonstration model. Mr. Green also 
stated pictures would be taken before and after the job was done. Both Mr. 
and Mrs. Collins signed the contract, an FHA loan application for $1,040, plus 
interest, and a note drawn on the Franklin National Bank, Franklin Square, 
Long Island, N. Y. He stated he did not sign a completion certificate that night. 

The job was completed about July 1, 1952, but the trim was not done. He 
said he called Mr. Green and he was advised that the contract did not call for 
trim even though it was promised orally. 

Two days later the mastic paint blistered and Mr. Collins got in touch with 
Mr. Chase of the subject corporation. Mr. Chase said he would take care of 
it. They then received the request for payments from the Franklin Square Na- 
tional Bank and made three payments. Mr. Collins then decided that he had 
never signed the completion certificate nor had his wife. He therefore went 
to the bank and examined the certificate. He claimed it was a forgery. There- 
upon, he went to the district attorney and stated that it was a forgery. The 
district attorney advised him that he would take action against Approved Home 
Developers, Inc., but also advised him that if it were not a forgery he would be 
subject to a libel action. 

Thereupon, Mr. Collins employed the services of Raphael P. Russakow, Esq., 
who advised no further payments. The Franklin National Square Bank brought 
him into court and tried to secure a summary judgment in Nassau County. Mr. 
Collins’ attorney explained the circumstances and the judge asked the attorney 
to submit a brief and have it ready during the week of April 20, 1953. There 
the matter stands. 

Mr. Collins advised us that he would keep us advised of the result of the 
action. 

EMMETT DEAN, 
Manager, Financial and Commercial Division. 


JuLy 1, 1953. 
Re Approved Home Developers, Inc. 


Forest Hills, N. Y. 
Mr. Rospert C. BLACKBURN, 
South Ozone Park, N.Y. 


Dear Str: We presented the matter of your complaint to the subject on two 
occasions without receiving a reply. Apparently, Approved Home Developers 
has no intention of cooperating with this bureau on your complaint or others 
which we have received recently. 

We are making this complaint a matter of file record in our office. As you 
probably know, the information in our files is available to the public on request 
without charge. 

Very truly yours, 
Tue Betrrer BuSINEss BUREAU 
or New York Clry, Inc. 
EMMETT DEAN, 
Manager, Financial and Commercial Department. 





Bais.tey Park 4, Lone Istanp, N. Y., June 18, 1953. 
Better BusINess BuREAU OF NEW YORK, 
New York, N. Y. 

GENTLEMEN: I am writing to ask your advice in regard to a contract which I 
made with the Approved Home Development in October, 1951. 

The clapboard of my house was finished with a process called Renuit by them. 
I was guaranteed for 15 years. It did not wear very well during the winter of 
1952, and I notified them about it. They sent a Mr. Morgan out to look at it. He 
in turn sent the men back to fix it, but the repair job did not last. During the 
winter just passed (1953) the Renuit simply fell off the clapboard in large pieces 
into the driveway. That is the condition of the house today. 

When spring came this year (1953), I began calling them to come out and look 
at it so as to make some decision about its repair. I made three appointments 
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with them and they have kept none. Each time I call to find out why, they tell 
me (1) the man I want to speak to is in California; (2) someone is dead and (3) 
last Saturday, June 18; the man with whom I made the appointment didn’t even 
remember it. 

This bill for the work is being paid for through an FHA loan at the Industrial 
Bank of Commerce. It is up to date on the payments. 

I would appreciate it very much if you will take my case into consideration, 
and advise me what to do. 

Yours very truly, 
DorotHy C. CLARKE. 

Approved Home Development is located at Forest Hills, phone No. Boulevard 

33-2801. 


JUNE 22, 1953. 
Re Complaint of Mrs. Dorothy C. Clarke, Baisley Park 4, Long Island, N. Y. 
ApproveD HoME DEVELOPERS, INC., 
Forest Hills, N. Y. 

GENTLEMEN: We are in receipt of a complaint from the above subject advising 
that in October 1951, she entered into contract with your company for work on 
the exterior of her home. The complainant writes that the clapboard of her 
house was finished with a process called Renuit, and that this work was guar- 
anteed for 15 years. 

Mrs. Clarke writes that during the past winter the Renuit fell off the clapboard, 
and that no adjustment has been made to date. According to the complainant 
payment for this work was made through an FHA loan from the Industrial Bank 
of Commerce. 

May we please be advised of the disposition of this complaint? 

Very truly yours, 
THE BetrrerR BUSINESS BUREAU OF 
NEW YorK City, INc., 
HERBERT MARKS, 
Financial and Commercial Division. 


JULY 21, 1952. 
Re Pioneer Home Improvement Co., Newark 5, N. J. 
Mrs. Leo PERRY. 
Babylon, Long Island, N. Y. 


Dear Mrs. Perry: With reference to your letter of June 30, 1952, we do have 
substantial files on the subject organization. These files consist of complaints 
about representatives of this organization who in order to sell their Jobs resort 
to the so-called model-home scheme. This is merely a scheme to induce pros- 
pective purchasers to enter into a contract for a roofing, siding, or paint job. 
To our knowledge the coupons which some of the organizations indulging in this 
kind of sales practice use have never been honored. Also to our knowledge con- 
tracts used by most companies state some place in the contract that the terms are 
not to be altered by any oral statement or any written statement on the contract. 

We have presented complaints to the subject organization without satisfactory 
result either to this bureau or to the complainant. Apparently, as they are lo- 
cated outside the State of New York they have no intention of cooperating with 
this bureau in adjustments. 

We would suggest to you that you make a complaint to the Federal Trade Com- 
mission, Washington 25, D. C. This Commission cannot secure the return of 
your money nor can it make an adjustment for you but it can institute action 
against the company as it is in interstate commerce. Your complaint will be a 
protection to other people in your own neighborhood. 

Very truly yours, 
THE BETTER BUSINESS BUREAU 
oF NEw YorkK Crry, Inc., 
EMMETT DEAN, 
Manager, Financial and Commercial Division. 
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JuLyY 30, 1952. 
Re Mrs. Leo Perry, Babylon, Long Island, N. Y. 
PIONEER HOME IMPROVEMENT Co., 
Newark 5, New Jersey. 

GENTLEMEN: We received a letter from the above who states she had her home 
painted by your organization some time ago. Her home was painted with Shingle- 
Seal a product of the Dewatex Manufacturing Co. The price of the job was $650. 
She is making payments of $21.31 per month for a period of 3 yeai's. She states 
that the job is guaranteed for 10 years. 

Mrs. Perry states that your representatives told her that the job would cost 
her nothing because her home would be used as a “model home.” The agreement 
was that she would receive $50 for each person who had their home painted after 
seeing the job done on her home. She was told that “before and after” pictures 
would be taken of her home and would be used as an advertisement. It was on 
these misrepresentations by your salesman that she permitted the job to be done. 
She states that to date she has not seen the pictures of her home nor has anyone 
ever come to her home to examine it. She has never received any money as a 
result of sales made to people seeing her home. She feels that the entire trans- 
action was misrepresented to her, Furthermore, she states that the job was very 
poorly done and she feels that she was overcharged for the job. 

Could we have your comments? 

Very truly yours, 
THE BetTrer Business BuREAU 
or New YorxK Criry, Ino. 
Epwin F. HEIntTz. 





Ho-Ho-Kus, N. J., October 18, 1952. 
Mr. EMMetTT DEAN, 


New York City, N. ¥. 

Drar Mr. Dean: I wish to acknowledge and thank you for your letter of Octo- 
ber 8, 1952. 

The information given was appreciated, but would like to ask a question. How 
can Mr. Al Hardy determine the product Re-nu-it was not used on our homes, 
when he has never inspected but one job in this area? 

Mrs. Alex M. Wilcox, of Ridgewood, N. J., talked with Mr. Hardy personally 
before her house was sprayed by the General Maintenance and at this time he 
did not deny they were using his product. He also made the statement the Gen- 
eral Maintenance would be reliable for the spray job. It was certainly a different 
story when he was trying to sell his product, than at present. 

It sounds as though’this man has been working hand in hand with General 
Maintenance. 

I plan to correspond with both the prosecuting attorney and the Federal Trade 
Commission regarding this matter. 

It seems a guaranty means nothing these days. The manufacturer always has 
an out, when his product proves unsatisfactory to the customer. 

There certainly is a need for public protection when a company practices such 
frauds. 

Very truly yours, 
Mrs. KENNETH F. YARRINGTON, Jr. 


Note.—My reply was delayed as Mrs. Alex Wilcox was out of town and I 
wished to obtain permission to use her name. 


HarrtrorD Betrer BustNess BurgEADd, INC., 
Hartford 8, Conn., November 24, 1958. 

Re: Approved Home Developers, Inc., Forest Hills, N. Y. 
New York Crry Berrer Busrness Bureau, INc. 

GENTLEMEN. We wonder if you have any information on the subject or can de- 
velop anything for us. 

We have had two inquiries this week from persons involved in a typical model 
home scheme for mastic paint jobs. Another inquiry came in this morning from 
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the personnel manager of one of our large manufacturing members regarding a 
similar situation, 
Any information you can give us will be appreciated. 
Very truly yours, 
Nora BresHNAN, Bureau Representative. 


PELHAM Manor, N, Y., 
March 4, 1954. 
Mr. Hueu R. JACKSON, 
President, Better Business Bureau, 
New York City. 

Dear Mr. JACKSON: It appears that we have been victimized in connection with 
an FHA title I loan for home improvement, and I am wondering if the Better 
Business Bureau can be of any help. 

Last December 5, Mrs. Arthur and I jointly signed an agreement with Approved 
Home Developers Inc., 69-12 Austin Street, Forest Hills, covering a spray paint 
job on our house at 445 Wolf's Lane, Pelham Manor, plus window trim, plus sup- 
ply and installation of two aluminum storm doors. 

The agreement provided 60 monthly installments of $35 per month, and we 
signed a note with the Prudential Savings Bank, Broadway and Vernon Avenue, 
Brooklyn. 

The company delivered as agreed on the spray painting, did the trim includ- 
ing storm windows—except that the latter were left scattered around the yard 
to dry—but did not deliver the storm doors, which were represented verbally to 
us as worth $165. 

I was presented with an FHA completion certificate after the spray was 
applied, which I refused to sign. Another crew did the trim, and presented a 
completion certificate to Mrs. Arthur in my absence. She had just been returned 
that morning, December 21, from a hospital where she had undergone surgery. 
The head of the painting crew virtually forced his way into the house, despite 
her protests that she should be in bed, and insisted that the certificate covered 
only the trim portion of the job, pleading that he could not get his money before 
Christmas unless it was signed. Under this misrepresentation, she did so. 

This completion certificate, dated December 14, was later presented to the 
bank, signed by Abe Eisenberg, vice president of the firm, and dated in his hand- 
writing. The bank also was given a copy of the agreement which we signed, in 
which the $35 figure agreed to as the amount of payments had been erased and 
$36.36 substituted. 

I talked subsequently with Mr. Eisenberg by telephone, and he said he had no 
knowledge that the work had not been completed, promising the doors quickly. 
This was on February 11. Meanwhile, a payment came due which we paid 
under protest. 

I have also talked with J. N. Walters, the firm’s agent who signed the original 
but who now claims he is no longer associated with Approved. He also promised, 
in the presence of William W. Skolnick, assistant vice president of the Pruden- 
tial Bank, that the doors would be installed. To date no measurements have 
been taken. 

We realize that the signing of the completion certificate was a mistake, but 
notwithstanding this the original agreement has not been fulfilled; it was altered 
by erasure after we had signed it; the completion certificate was obtained by 
misrepresentation; and the company has shown no inclination to act in good 
faith if, in fact, the filing of the certificate was an honest mistake. For example, 
registered letters addressed to Eisenberg and Walters at the company’s address 
have been refused for weeks, and finally returned to us. 

I will go to court if necessary, but before taking this step I wonder if there 
is any other solution. I will appreciate any suggestions you care to make, 

Sincerely, 
FRANKLIN K, ArtHour, Jr. 


MakcH 9, 1954. 
APPROVED HoME DEVELOPERS, INC., 


Forest Hills, Long Island, N. Y. 
GENTLEMEN: Mr. Franklin K. Arthur, Jr., 445 Wolf’s Lane, Pelham Manor, 


N. Y., has written us about an agreement he signed with you on December 5, 
1953, for a spray paint job on his home. It was specified that window trim 
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was to be included and that you were to supply and install two aluminum storm 
doors. The agreement provided that 60 monthly payments of $35 per month 
were to be made to the Prudential Savings Bank, Broadway and Vernon Avcuue, 
Brooklyn, N. Y., and a note was signed to that effect. 

Mr. Arthur stated that you did the spray painting, did the window trim but 
you did not deliver two storm doors which were represented to them as being 
worth $165. Mr. Arthur refused to sign a completion certificate. He did state 
that later Mrs. Arthur did so in his absence. He continued: 

“She had just been returned that morning, December 21, from a hospital where 
she had undergone surgery. The head of the painting crew virtually forced 
his way into the house, despite her protests that she should be in bed, und in- 
sisted that the certificate covered only the trim portion of the job, pleading that 
he could not get his money before Christmas unless it was signed. Under this 
misrepresentation, she did so. 

“This completion certificate, dated December 14, was later presented to the 
bank, signed by Abe Eisenberg, vice president of the firm, and dated in his 
handwriting. The bank also was given a copy of the agreement which we signed, 
in which the $35 figure agreed to as the amount of payments had been erased 
and $36.36 substituted. 

“T talked subsequently with Mr. Eisenberg by telephone, and he said he had 
no knowledge that the work had not been completed, promising the doors quickly. 
This was on Februury 11. Meanwhile, a payment came due which we paid 
under protest.” 

He stated that he realized the signing of the completion certificate was a mis- 
take but, nevertheless, that the original agreement has not been fulfilled. He 
continues: 

“It was altered by erasure after we had signed it; the completion certificate 
was obtained by misrepresentation; and the company has shown no inclination 
to act in good faith if, in fact, the filing of the certificate was an honest mistake. 
For example, registered letters addressed to Eisenberg and Walters at the com- 
pany’s address have been refused for weeks, and finally returned to us.” 

We would appreciate receiving your comments. 

Very truly yours, 
THE Betrer Bustness BUREAU 
or New York Crry, INc., 
EmMmMeEtTT Dean, Manager, 
Financial and Commercial Division. 


Marcn 11, 1954. 
Re Approved Home Developers, Inc., 


Forest Hills, Long Island, N. Y. 
Mr. WiLt1aM ApAM ScHULz, 
Director, Federal Housing Administration, New York, N.Y. 


Dear Mr. Scuutz: We are enclosing a copy of a letter we addressed to the 
subject organization on March 9, 1954, following the receipt of a complaint by 
Mr. Franklin K. Arthur, Jr., 445 Wolf’s Lane, Pelham Manor, N. Y. We are send- 
ing this to you for your information and because Mr. Arthur alleges that a note 
he signed was altered by erasure after the signature had been appended. 

Very truly yours, 
THE BETTER BUSINESS BUREAU OF NEw York Crry, INo., 
EmMEtTT DEAN, 
Manager, Financial and Commercial Division. 


APRIL 12, 1954. 
Re Approved Home Developers, Inc. 
Mr. FRANKLIN K. ARTHUR, Jr., 
Pelham Manor, N. Y. 


Dear Str: We presented the matter of your complaint to the subject on two 
occasions without receiving a reply. Our letters were not returned so we assume 
they were delivered. Apparently, the subject has no intention of cooperating 
with this Bureau on the matter of your complaint. 

If your complaint has not been adjusted we would suggest that you consult 
your local prosecutor for further advice on this matter. We can advise you 
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that we will make the information in our files available to the prosecutor if he is 
interested. 

We would also suggest that you make the complaint to the Attorney General, 
State of New York, 80 Centre Street, New York, N. Y. He will be interested in 
the practice of having a completion certificate signed before the work is done 
and also interested in the erasures which you mentioned. 

Very truly yours, 
THe Berrer BUSINESS BUREAU OF NEW YorK Ciry, INO., 
EMMETT DEAN, 
Manager, Financial and Commercial Division. 


Mr. Horrman. He mentioned the name Max Chase. That name is 
identified in our files on a number of cases in connection with the 
Pioneer Home Improvement Co. of Newark, N. J. 

The Cuarman. That is the one you talked about earlier, today, 
and also on yesterday ? 

Mr. Horrman. It was mentioned only yesterday, I believe, by Mr. 
Nicol, 

The Cuatrman. That was the Bergen County prosecutor who men- 
tioned the same name. 

Mr. Horrman. Yes. 

The CuarrMan. Our next witness will be Mr. Arthur Waugh, New 
York City. 


TESTIMONY OF ARTHUR WAUGH, STATEN ISLAND, N. Y. 


The Cuatrman. Mr. Waugh, will you please be sworn. Do you 
solemnly swear the testimony you are about to give will be the truth, 
the whole truth, and nothing but the truth, so help you God? 

Mr. Waueu. I do. 

The Crarrman. Thank you very much. You may be seated. Please 
cive your full name and address to the reporter. 

Mr. Wavueu. The name is Arthur Waugh, 82 Armstrong Avenue, 
Staten Island, N. Y. 

The Cuatrman. Do you own your own home? 

Mr. Wauen. Yes, sir. 

The Cuarrman. When did you buy it? 

Mr. Wauen. The houses which are concerned here were purchased 
about 1945. 

The Crramman. And by whom are you employed ? 

Mr. Wavucu. The Board of Education, city of New York. 

The Cuarrman. And you have had some experience with FHA title 
[ projects, or loans ? 

Mr. Wavou. Yes, sir. 

The CuarrMan. Suppose you tell us what your experience has been. 

Mr. Wavaeu. I might proceed by reading a statement to Bruce Met- 
tie, who is counsel for myself and another person involved with the 
Pioneer Home Improvement Co. in which he says Bondstone Corp. 
is a successor to Pioneer Home Improvement Co., which company went 
bankrupt. 

My experience with Bondstone Corp. of Staten Island of which 
Morton Brett is president. I kept an appointment with them the 4th of 
Navan 1953, and met Mr. Brett and Mr. Miller, who is reputed to 
be the owner of the Bondstone Co. of Newark, the parent organiza- 
tion. I objected to the suede shoe pressure salesmanship with repre- 
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sentations that Bondstone had just opened up on Staten Island and 
needed good references. I had two very dilapidated houses which 
they claimed, with new sidings and roofs, would make a good refer- 
ence for Bondstone and they would spend $100 taking photographs 
of the completed job and offered me $100 as a fee if I could induce 
people to bring business to them. 

Mr. Stmon. That means you would get $100 for each instance ? 

Mr. Waveu. Yes; they guaranteed they would do the work, the 
siding and roofing, at cost, quoting the cost at $2,150 to me. They 
guaranteed the workmanship and materials for 20 years. They said 
they had been advertising in local papers in Staten Island but had 
gotten no results whatever. They displayed material samples, they 
urged the fact that their price was absolutely cost and had to be ac- 
cepted immediately or would not be obtainable. They made out a 
contract and then they discussed the terms of payment. The talking 
was done entirely by Mr. Miller. Mr. Brett was merely introduced 
as a new man in the field and he only signed the contract. 

They described the FHA terms, handed me an FHA form to com- 
plete. I had had an experience with the Tower firm of New York a 
few years prior to that and refused to take FHA, although I was im- 
pressed by the fact that they claimed to be an approved FHA unit, 
and of course I accepted their integrity because of that claim. 

I told them I had money in the bank to pay for the job, that I also 
had collateral for use if I had to borrow from the bank and could do so 
at a lower rate than FHA. They did a great deal of collateral work, 
the items not being included in thee ontract. The reason they gave 
for not including the items to be done were that they had no space left 
on the form, which I have with me, and it was not necessary since theirs 
was a reputable firm and could be trusted. They also promised that 
the assistant district attorney of Staton Island, a Danny Cohan, who 
was their own attorney, the assistant district attorney, would evict a 
tenant in the property and make it possible to do certain improvements 
which were necessary. 

Of course, my interest here is as a veteran and I am interested to 
know that the preceding witnesses, here, for the most part, are veterans. 
I ama national officer of the Regular Veterans Association, and present 
Commander of a Regular Veterans Association post, in New York. 

I was completely ignorant of building costs, methods of drawing up 
contracts, and I accepted these men on their statements, largely, that 
they were approved FHA people. 

I am absolutely confident that I signed a contract, only. I signed 
no supplementary papers whatever, and the FBI now is investigating 
a forged note which was subsequently presented to me for payment. 

I thought I was dealing with a quasi-governmental unit and there- 
fore I took a lot on faith. 

On November 25, 1953, I was notified by the General Investment Co. 
of Newark, that they held my note for $1,750 and the note would be 
due the 15th of January and they wanted me to see them about paying 
it. I told them I had signed no note. I went to Newark a few days 
later and talked to a Mr. Ben Baime and his assistant, Mr. Root. They 
allowed me to inspect then ote which was at that time completely 
blank, had nothing on it but my name, no endorsement and a penciled 
notation. I compared the signature on the note with the signature on 
my copy of the contract to try to find out if the signatures were identi- 
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cal and found that they were almost identical—slight discrepancies in 
the signature, which I described. 

The note, again, was completely blank, it had no endorsement, noth- 
ing on it but my own name. 

The General Investme nt Co. claimed Mr. Brett was a man of highest 
integrity and under no circumstances would forge a note. They gave 
me Mr. Miller’s office address. I went out to se Mr. Miller who con- 
ducted Bondstone of Newark, and was told that I could meet Mr. Miller 
only on appointment, the people were very evasive and would give me 
uo information whatever. I then went to Mr. Hoffman of the Better 
susiness Bureau and began investigating the type of job, workman- 
ship and so on, I had received from these people. 

Incidentally, the job was done during the latter part of November. 
The contract was signed on the 4th of November. The notation from 
the General Investment Co. about the note was the 25th of November. 
I saw the General Investment people in Newark, about the 8th of 
December. 

Mr. Hoffman suggested the advisability of writing the FHA, which 
I did at that time, but up to the present time I have received no re 
sponse whatever. 

I was also placed in contact with lawyers who handled similar cases 
involving the Pioneer Home Improvement Co., and I have some ma 
terial from them showing that their e xperiences are identical with 
mine. 

L had 3 contractors survey these 2 houses here involved, also a third 
house, which I thought of having done, and in each instance, I was 
told the work would cost, including roofs, $750, or without roof, a top 
price of $1,000 to $1,200. My contract was for $2,150, for the same 
job, plus collateral work which was never done. 

The Federal Housing, and Mr. John Hemme of Staten Island, both 
estimated a top price of $1,200. 

In talking with the General Investment Corp. of Newark, Mr. Root 
took my measurements of the buildings involved and told me they 
should not have cost me, for the materials used, more than $1,200. Mr. 
Root was apparently an assistant to Mr. Ben Baime who apparently 
is president of the General Investment Corp. 

Now the work done was very defective. The shingles were not 
nailed properly, there was no calking done, much of the ‘work was un- 
finished, work that they promised to do such as nailing clapboards 
and repairing windows, ‘et cetera, was not done, at all. 

I retained attorneys and tried to get action on the matter of the 
forgery, but since Mr. Holen, the perney. for Mr. Brett, was the 
assistant district attorney on Staten Island, it seemed fruitless to try 
to get any action through the district attorney’s office. 

The Federal Housing people suggested I see Ted Webb of the FBI 
and Mr. Webb since has been doing considerable investigation and 
by his courtesy I have these documents returned to me for possible 
inspection. 

The Bondstone people, shortly after I refused to pay this note, 

caused a mechanic’s lien to be filed on the house in the sum of $1,759, 
dlikanah their contract was for $2,150, and no money had been paid 
to them, at all. The matter was settled for $1,650, plus my $100 at- 
torney’s fee in June, causing my savings account to be exhausted, and 
pretty much putting me back where I was a number of years ago. 








670 FHA INVESTIGATION 


The job was done so poorly that the estimated cost by two contractors 
of putting the work in proper condition was a minimum of $500. The 
Bondstone people guaranteed the material used, the Brixite, to be 
fully fireproof. I find that its probable life is 5 years. However, the 
effect of application of the material allowing water seepage and so 
forth, I am told, the material can’t possibly last more than 3 or 4 years, 
unless it is remedied. I was worried in this instance, not so much as 
to price, but as to procedure, because of experience with Tower Engi- 
neering Co. of the Bronx, N. Y. I signed a contract in February 
1949 for the installation of heating systems in two houses in New 
York. My wife and I both signed a contract. We have no knowledge 
of signing a note and no knowledge of signing any completion cer- 
tificate. The contract was signed in February 1949. In May 1949 
the Industrial Bank of Commerce notified me that they held my note 
and the note was due in October. They wanted it paid at that time, 
and would I make arrangements for payment. I went in to see them 
telling them I had no recollection of having signed the note, and that 
we had no recollection of having seen any completion certificate. The 
work was to be financed by FHA, the note was discounted in May 
1949 by the Industrial Bank of Commerce. The work actually was 
started, after a great deal of pressure was brought by me, on October 
25, 1949, a number of months after the bank notified me that they had 
discounted the, to my way of thinking, forged note. 

The work was actually completed in January 1950, after we had 
taken the matter to an attorney to force them to put the work in satis- 
factory condition. However, it was finally completed. It cost me in 
that case $250 attorney’s fees. We finally settled the matter for the 
contract price, in cash. 

Mr. Stmon. You were caught twice, then, Mr. Waugh ? 

Mr. Waven. Yes, sir. That is why I am so absolutely confident 
that this note is a forgery. I signed no completion certificate and I 
did not sign that note because I was wary about signing papers. 

Senator Payne. Do you have in your possession the other note, of 
1949? 

Mr. Waven. I have it in my possession, sir—in May 1953, I moved 
from the house to Manhattan, to Staten Island. We had 13 rooms fur- 
nished, there, and we moved into an 8-room already-furnished house 
and I am still looking for it in my house. I do have it and I will con- 
tinue to search to try to find it. It is in my possession somewhere, 
but I do not have it with me, I am sorry to say. 

Senator Payne. You mentioned, I believe, a letter that Mr. Cohan, 
who was an assistant district attorney, wrote you? Is that letter 
available? 

Mr. Waven. Yes, sir. 

Senator Payne. Will you read it? 

Mr. Wavcu. The letter is addressed to the attorneys by him. It is 
dated January 20,1954. It reads: 

Your letter of January 14, addressed to Bondstone, Staten Island Corp., sent 
to Mr. Morton L. Brett has been turned over to me for reply. 

My client informs me that the statement in your letter concludes that said 
note was a forgery and is false. As you know, my client is in business and 
such statements as set forth in your said letter can only be calculatec to injure 
the reputation of my client in its business. Therefore, if Mr. Waugh persists 


in publishing such slanderous and libelous statements, I am instructed to in- 
form you that both he and his agent shall be held accountable for same. This 
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will also inform you that a notice of mechanic’s lien was filed and docketed in 
the Richmond County Clerk’s Office on January 8, 1954— 
That was before the note itself was actually due— 


against the property located at 3537 Catherine Place, Staten Island, in the sum 
of $2,150 for labor and materials furnished to said property, and that I have 
been instructed to commence action against Mr. Waugh for same. 

I have the mechanic’s lien, here. I am sorry. The sum is $2,150. 
I thought it was $1,750. ‘The mechanic’s lien was subsequently re- 
leased when we paid the $1,650 to this firm and we also received a gen- 
eral release from Dan Cohan. 

Senator Payne. You paid $400 cash? 

Mr. Waveu. No; I never paid the cash. I refused to do it. 

Senator Payne. Did you sign the contract ? 

Mr. Wavan. I signed the contract and only the contract. My copy 

here. 

Senator Payne. May I look at that a minute? 

Mr. Wavueu. Here is also the forged note. This is FBI property. 

Senator Payne. Are there any further questions? I believe that 

all,then. Thank you, sir 


TESTIMONY OF ANTHONY D’AQUILA, FLUSHING, N. Y. 


Senator Payne. Will you raise your right hand and be sworn. 

Do you solemnly swear the testimony you will give will be the truth, 
the whole truth and nothing but the truth, so help you God ? 

Mr. D’Aquina. I do. 

Senator Payne. Will you give the reporter your name and address. 

Mr. D’AQuUILA. Ay ithony D’Aquila, 33-21, 146th Street, Flushing, 
Long Island. 

I don’t have any notes and I can’t remember the dates very good. 
However, I will do my best. 

One day I was painting— 

Mr. Simon. About when was this, Mr. D’ Aquila? 

Mr. D’Aquima, Oh, say 3 years ago, approximately 1951, in Sep- 
tember, the early part of September. 

A fe low approached me and he told me about this new product that 
was out, about this Protexa-Wall, and they were looking for a home 
to display this product on. And he thought that my house was the 
ideal home to display it because it was a cedar-shingle home, and that 
is exactly what they were trying to display it on. That is, that is what 
it would display it ‘best, on. And he also told me that my job would be 
at cost. And I was to receive $50 for eve ry job that was done in the 
vicinity of Long Island. There were only two homes to be done on 
Long Island. One was mine in F lus! ing and the other was in Pat- 
chogue, which is about 45 miles from Flus hing. Therefore, he said 
if I was interested he would bring the district sales manager of this 
product over that evening. He told me also that the product was 
guaranteed for the period of 10 years. There were two insurance 
policies to go with the product. One was from the manufacturer of 
the product and the other one was the North American Indemnity Co. 
So I told him if the product was that good I was willing to listen 
to him. 

About 7 o’clock that evening he came back and he came back with 
a fellow he introduced as Jack Lee. 
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He was the fast-talking salesman. He was supposed to have been 
the district manager for Protexa-Wall. He was the one that done all 
the explaining. He showed me a number of pictures of homes that 
they had done throughout Jersey and that they all had been approved 
by the FHA. He also showed me a policy with the seal of the North 
American Indemnity Co., that they were behind this wonderful prod- 
uct, as he called it, that I was to get one of those policies at the end—if 
the job was done and completed. 

I was also to get another one from Prylon, who were the manufac- 
turers of the product. Then he told me about how much they had 
tested it. The United States Testing Laboratory had tested it for a 
period of 10 years against the weather, against dust, stains, acid, and 
as insulation. 

Well, it sounded good and he drew up a contract and I didn’t see 
anything in the contract that he had told me about. I asked him how 
come he was using a regular contract instead of a special contract 
for this particular purpose, and he said, “Since there are only two 
homes that we are going to display, it doesn’t pay for us to have a 
special contract printed, but whatever you want, we can put into the 
contract, 

Well, I was particularly interested in getting some molding put 
on underneath the eaves and just above the foundation. I also asked 
him about the $50 that I was to get and how I was to get the $50. 
He told me that he would have seven salesmen working in the vicinity 
and every time one of his salesmen brought a client around, or a fish, 
as I would call it. 

Mr. Stmon. He didn’t use the word “fish” did he? 

Mr. D’Aquina. Well, I used it. I am sorry. They were to give 
me a card with the people’s names so that I could go over and look— 
if they ever collected on them, if they ever done the work. 

Well, he demonstrated how good this product was. He put it on a 
piece of paper and spilled some water on it and all that sort of thing. 
So the next day he come around and he said—a couple of young boys 
who were supposed to spray the product on—he told us the product 
was to go on anywhere from a 64th to a 32d thick. When these 
fellows started to spray, if it was a 3/1000 thick it was a lot. I im- 
mediately stopped them. I ealled this concern—his boss, rather, the 
one who I had the contract with, and told him that that wasn’t what 
I had in my contract. And he said, “Well, let me talk to the fellow in 
charge,” and he talked to him, and he said, “All right, we don’t have 
the proper spraying equipment. Tomorrow we will go out with a 
proper spraying equipment.” 

The following day I tried to get in tonch with this Jack Lee, who 
was supposed to be the district advertisement manager. Nobody knew 
who Jack Lee was. So finally a day later he called me and he asked 
me what was the matter and I told him. I told him it wasn’t going 
on the way he had told me it would go on and that I wouldn’t let 
them spray, regardless of who he come out there with. 

He said, “Well, we have a contract.” He says, “I don’t care what 
you do. We havea contract.” 

" Two days later or a day later he come out with a new crew of men. 
He didn’t tell me, though, that he had gotten a different controctor 
to do his spraying. After they had started spraying he says, “Well, 
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this is a different outfit. These are the boys who can really do the job. 
[t is a different outfit, so we have to sign a different contract.” So 
we signed another contract, exactly the same as the old one, and tore 
the old one up. He left. That was the last time I have seen Jack Lee. 

So 2 days after the—well, they hadn’t finished. Two days after 
they had started to spray this particular part of the house, this mate 
rial had started to stain. So I called Pioneer, then—that is the one 
who I had the contract with, and tried to get ahold of Jack Lee. “Oh, 
we don’t know who Jack Lee is.” 

I told them, “He goes around flashing your contract and you don’t 
know who he is?” 

The girl said to me, “Wait a minute. Oh, yes. That must be the 
idvertising man,” she says 

Anyway, I called Protexa-Wall, then, since they were supposed to 
guaranteeing the product and he said, “Well, we will send out a 
hemical engineer.” 

\ fellow came out there. He admitted that the product was stain 
ng, that they should have put a coat of sealer on it before they 
sprayed it. 

Well, they never finished the job. They did want to finish the back 
part of the house so I let them finish that. It is Just as well. 

[ got ahold of this Brett. I understand he was vice president or 
whatever he was, of Pioneer, and he told me—I explained to him 
what was happening and he said, “Yes, I heard all about it.” He says, 
“Well, we are going to fix it up.” 

I had heard nothing from him and I called him again and he said, 
“Give us 6 months and in the spring we will do it all over again. 

A coup le of months after this, it started to pee 1. About 2 weeks 
after, I get a note from a bank, the Jersey Loan & Investment Co. 
mortgage investment company—saying that I owed them notes, that 
they had given Pioneer $1,500 for the job and I was to pay them back 
n notes. Well, I wrote to them and I told them to return the notes to 
me—lI sent them a registered letter—to return the notes to me because 

didn’t have any knowledge of ever signing a bank note. They sent 
me a paper and said, “We have your note and paper. 

By that time I started talking » different people and different 
ittorneys and they told me, “If a al holds a note, you have to pay 
for it; that’s all.” 

That is why I contacted Mr. Hoffman of the Better Business 
Bureau and he told me there were several other people in the same 
predicament with the same outfit. They had gotten quite a few com- 
plaints. He hold me about another fellow up in Dobbs Ferry who 
had the same trouble. He had an attorney downtown and I contacted 
him and he told me the same thing, that the bank had the note and I 
was to pay for it, as long as they held the note. I never remembered 
signing that note. I was very curious to see what it looked like. I 
got an attorney and I went over to this New Jersey Mortgage & In- 
vestment Co. to see that note. There was a fellow by name of Rude, 
I believe his name was, and he showed me the stub of the note. It 
had my name on it or at least it looked like my name. He said, “Well, 
that’s your signature,” he says. So I explained to him about the 
product, and he said to me, “We are not concerned about the product, 
we are concerned about this note.” 


} 
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Well, I told him, I said, “I don’t intend to pay for it because 1 
never got anything for my money.” 

He says to me, “If you don’t want to pay for it, I will turn it over 
to our attorney now,” which was Mr. Furst. I later found out he 
was the president of this banking concern. I told him I am not going 
to pay for it. 

Later I spoke to several lawyers and they told me I couldn’t do 
anything about it, so I paid for two notes. That is all I ever paid 
them. 

Then I went to the district attorney’s office and they told me, “Well, 
they are a Jersey outfit and we can’t touch them.” So I go over to 
Jersey and I spoke to one of the detectives over there in the district at- 
torney’s office and he said, “Well, you are in New York, they are in 
Jersey, you have a contract with them, you have a note, the bank has 
note, we really have no authority to touch them.” 

So I gave it toa lawyer. He told me, “Well, wait and see what hap- 
pens. Let the bank sue you.” 

That is exactly what happened. ‘Then they turned around and they 
sold it to the Frankin-Washington Trust Co. They sold the notes to 
Franklin-Washington Trust Co. They turned around and sued me 
and they got a judgment against me. We had a trial about it and the 
jury gave us the decision. Of course, they appealed it right there and 
then, but what became of it I don’t know, because we haven’t heard 
from them, but Mr. Furst did tell me right in the courtroom, he said, 
“D’ Aquila, this case is going right up to the Supreme Court if it has 
to.” He says, “This is one case that is going up to the top.” 

Why he is after me as one particular individual, I don’t know. 
So I told him, I says, “I spent 214 years in the frontlines, and I am 
going to spend 5 years, if necessary, fighting guys like you,” or “thieves 
like you,” which I intend to do. 

There have been a dozen homes done in a radius of a mile of my home 
that I know of. One thing I will admit, mine is the only one that has 
peeled as bad as it has. The others haven’t peeled as bad. 

Mr. Srmon. Did you get the commission on any of the others ? 

Mr. D’Aquina. No, I did not. I did not, on any of them. That is 
only what I know of, at least a dozen. God knows how many more are 
in Long Island. 

Mr. Simon. Do you know if any of those other people were told that 
their’s was a model home, too? 

Mr. D’Aquina. They were all told because I spent an awful lot of 
time going around talking to these people trying to form a committee 
to get after these people but a lot of people say, “Well, they got the 
note. Pay for it.” ‘ 

The banks sort of scared them off and rather than go through all the 
procedures and spend the money it takes—I have already spent about 
$475 just for attorneys’ fees, and a lot of people feel, well, just let it 
go at that, just mark it up as a bad break, and that is what a lot of them 
have done. 

I don’t fee] that way about it. I feel that those people don’t belong 
in business and it is up to individuals like us to see that they don’t stay 
in business. That isthe reason I am so bitter against them. I was hop- 
ing that somebody, somewhere, would help us out, honestly. 

I am on my vacation this week. ; 
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Mr. Stuon. Where do you work, Mr. D’ Aquila ? 

Mr. D’Aqvina. Department of sanitation, city of New York. 

[f necessary, I will spend the rest of my vacation testifying against 
these kind of people. 

I guess that is about all I do have to say against them. 

I do hope that somebody will get in back of us and get after rats 
likethem. That is what I have to call them. 

Senator Payne. Well certainly I can tell you this, Mr. D’Aquila, 
[ think you are to be congratulated for coming before the committee 

nd giving us facts of that nature and I want to tell you secondly 
whether or not this committee will ever be in a position to be of any 
real help to those who have had these things happen to them. Is Some 
thing we can’t tell. It may be impossible. But certainly this com 
mittee is going to do everything that it can to see to it that this sort 
of thing doesn’t happen again. 

Mr. Ly AQ ILA, Well, | certainly do hope that somebody, omewhere 
ni0ong the line, will do something about It. It is not only . I am one 
of the fortunate who did come back, but the boys who did not come 
back, I don’t think that that is the thing that they fought for. 

Senatol Payne. Any questions? 
Thank you very much. 


Mr. Abner Robe rts. 


TESTIMONY OF ABNER ROBERTS, BROOKLYN, N. Y. 


senator Payne. Would you raise your right hand, please, Mr. 


Roberts? Do you solemnly swear that the te ‘stimony you will give will 
he the truth, the whole truth and nothing but the truth, so help you 
God ? ; 

Mr. Roserrs. I do. 

Senator Payne. Will you state your name and address, please, for 
the benefit of the reporter ? 

Mr. Roserrs. Abner Roberts, 116 Hancock Street, Brooklyn, N. Y. 

Senator Payne. Will you be seated, please ? 

Do you want to proc eed in your sk way, Mr. Roberts, to tell your 
story on this? I presume that this also has to do with something 
happening on title I. 

Mr. Roperts. Yes. 

Senator Payne. Will you proceed in your own way ? 

Mr. Ronerrs. Well, in 1946, I bought a house in Brooklyn, which 
is 116 Hancock Street. Brooklyn. There were quite a few violations 
on it and I managed to get them off and it seemed to be going along 
pretty fair, with the different FHA’s that I had gotten before. In 
fact I had gotten one for $1,400 and then later on I got one for 
$900. That went along and the work was done very well. 

Then I wanted the house painted inside and out, and my 3 rooms 
made into 4, and we were in contact with a contractor named Schu- 
macher. We came in contact with him by visiting some people in 
Jamaica. I saw some of his work, my wife and I, and we liked it. 
We asked questions about it and they said this Mr. Shumacher was 
the man that done the work. So we asked to see him and who he was, 
and maybe he could help us out. 

In the meantime, he soon came over and introduced himsclf as 
contractor for this kind of work which we wanted, to decorate inside 
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and out, and to renovate our three-room apartment. We drew up : 
contract to that effect for $1,500 from the FHA, which we got to go 
through after a couple of trials in different banks. 

In the meantime, the Brevoort Bank, with which I was doing busi- 
ness, to buy the home from, they recommended me as a good payer and 
that is how it went through with his knowledge to get it. 

We got the money. My wife had it in her name, you know, and she 
paid him approximately $400 to start with. I think $300 was the next 
payment, because he had begun work. 

In the meantime, he had lingered along—he didn’t seem to be do 
ing so much work, then. I noticed every time I came home he was just 
sitting around, piddling, like. So 1 got worried, because the place 
was broken up in such a state that you couldn’t hardly live in it. I 
wanted to know why it was held up so long. 

Then in the next few days or a week or so. my wife told me “He sail 
he wanted the rest of the money in order to complete the job, because 
he didn’t have the money.” 

I said, “That seems funny.” I said, “I don’t think you should give 
it to him, because if you do, it is possible that he might walk out, and 
then we would be left with the bag to hold.” 

She was being influenced by the people we was visiting, she said, 
“He wouldn't dare to mess his name up that way as being a contractor, 
and then being recommended by such people like these was.” I said. 
“Nevertheless it doesn’t seem right for him to take all of the money.” 
There was $800 left. She insisted on it. T said, “No, I wouldn't do 
it. I wouldn't think of it.” 

A few days went on and she kept insisting. I said “Listen, if you 
do, you are on your own. I don’t like it. I don’t like the idea. If he 
takes the money, it is possible that you will have to go running after 
him,” just like what happened. 

So she let him have the rest. Then he began to work—piddle around 
like 2 or 3 hours here and there, and sometimes would have men there 
and he then would take them away. They would work an hour and 
then he would take them away to some other job. 

(Juite a few times I went to different other jobs to see him and he 
said he would be over the next day or the next week. Nobody ever 
came around. It just continued on like that. I said, “It looks like to 
me you want to make somebody angry. You shouldn't do that. What 
can I do? I paid you to do the work. It looks like you should do 
something. You don’t have to rush yourself, but make some kind 
of show.” 

Then it seemed like he slacked off altogether. I could never see 
nobody. I kept following the jobs up different places that he was. 
Then he had done got the money and gone and now I can’t do nothing 
with him. 

She said, “I thought he would have done better.” I said, “I told 
you not to let him have it. Now we have trouble. We have to start 
paying the notes.” We had to start paying the notes as soon as we got 
the money. 

In the meantime, I went to his home. A friend of mine and I went 
to his house and asked him, “Mr. Shumacher, are you going to finish 
the work or what are you going todo? Do I have to start a procedure 
with you? If I do, let me know, because something has to be done.” 
T had a small baby and the place was filthy. 
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He said, “I will be over there.’ 

I said, “I will look for you in a couple of days. If you don’t make 
some showing, I will have to take some action so I can know what is 
voing to be done.” 

He didn’t come. So in the meantime, we go to a lawyer and have 
him to just write him a letter, you know, just to notify him that if he 
don’t, this is what’s going to hi appen, we are going to take procedures 
against him. 

Then he sends a fe llow—when he gets the letter, he sends a fellow 
io the house and takes up all the tools and eve wrything and takes them 
out in 1 day. He said he wasn't going to do anything, then. I called 
him up a und he said he wasn’t going to do anything else because we was 

ireatening him. I said, “We are not threatening you, L want to know 

hat you are going to do. 

He said, “I am not doing anything further. I am through.” So he 
took everything away. | 

The ‘re was nothing ] couk | do. ] asked several people around about 
t. In the meantime, I had to pay this note and I kept on paying it. I 
lever would stop paying that, because that was through the Brevoort 
Bank that recommended us and I didn’t want to make my name bad, 
because I figured as far as making the loan was concerned, I still have 
a goo.l reputation of paying the loan, now, and I didn’t want to spoil 
{ So I paid the loan off. 

[ went to another lawyer. I didn’t use this one any more, I went 
to another lawyer and I give him the contracts and the papers, even 
the key to the house and all like that. Even I had photostatic copies of 
the damage, the place, how it was left, what work was done and what 

isn’t. He said he would take it for a fee. He said he would take it 
‘or $100 down and he would let me know what was the remains after 
t was finished. So he took the job. In a few moments or so after, he 
tells me that Shumacher is broke and he hasn’t any money and that 
here is nothing that you can do with him because he hasn’t got any- 
th ng, so what should we do? 

The work had to be done and I was doing the best I could to finish 
itup. Working the way I was, I had to work day and night. LY vould 
come home and do a little painting and redecorating and so fort 

In the meantime, something happened between me and the eae 
and things went wrong. So I said, “What shall we do?” 

He said, “There is nothing you can do; you owe me now $500 more. 

That is the attorney I had for the Schumacher case. He says, “I was 
thinking maybe you wasn’t coming around and maybe I would have 
io sue you to get my money. 

I said, “You don’t have to do that, I always pay my debts, but what 
is the damage? I will try to keep in good faith with you, anyway, be- 
cause I have to have somebody to help me.’ 

He said. “It will cost $300 more for what I have done for you.” That 
was just to find out he was’broke and that there was nothing the lawyer 
could do. 

I think at that time I did have $340 in the bank. I went to the bank 
and drew it out and I give him $300. He give me a receipt from that 
and | didn't hear no more from Mr. North, any more concerning it, 
except he just told me from time to time that Shumacher was broke 
and he didn’t have anything and that is the way it went. So I paid 
the loan and that is what happened. I finished the work myself, with 


” 
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the help of others, and through working night and day and economiz- 
ing in every way, I possibly could. There were several times when 
I didn’t know where I was going to land, but God above blessed me 
to be here. 

Senator Payne. In other words, it cost you about $2,000 altogether, 
and then you still wound up having to do the work, yourself? 

Mr. Roserrs. That is r ight. I wish I could give you those contracts 
and everything, but Mr. North has them and about what happened 
between my wife and I, he wouldn’t let me have those things until 
this was settled between her and I, and he said when it is he would 
turn those over to me. 

Mr. Stmon. Where do you work, Mr. Roberts? 

Mr. Roegerrs. Now. or at that time ? 

Mr. Stmon. At that time and now. 

Mr. Roserrs. I was working for Store Door Delivery. 

Mr. Srvon. Where do you work now ? 

Mr. Roserts. For Pacific Sugar, Bronx Terminal Market. 

Senator Payne. Thank you very much. 

I could not be at the hearing this morning, but IT wonder if counsel 
would advise me as to whether or not during the course of the testi- 
mony this morning it was brought out that any of these instances of 
where there were projects under section 608, that some pretty substan- 
tial windfall profits might have resulted? I note there are three cases, 
here, I think, that were heard this morning. 

Mr. Srwon. There were two, Senator Payne. One was a se ion 
608, the Glen Oaks project in which the windfall from mortgage and 
appreciation on the land was $6 million, and a section 603 project, 
the Beth-Page Realty Co., in which there was a windfall of $5,150,000. 

Senator Paynr. That is the William J. Levitt—— 

Mr. Srmon. That was Levittown, N. Y., and the testimony was that 
the insured mortgage was $29,946,500, and that the total cost of the 
land and the buildings was a little more than $5 million less than the 
amount of the mortgage. For income tax purposes, to avoid having 
to pay normal income taxes, on that $5 million windfall they sold the 
entire corporation—that is, the stock in the corporation—to a char- 
itable corporation, with $2,000 in assets, and then the charity the 
same day declared a dividend of the $5 million in the bank, and be- 
ing a charity, it did not have to pay an income tax on the $5 million 
and then the charity paid $5,150,000, which was the money in the bank 
all the time, to the two Levitt brothe ‘rs and by that means they got 
the windfall out of the corporation into their own pockets and only 
paid a long-term c apital gain. 

Senator Payne. Thank you very much. 

The last witness that we have listed for tod: ay is Francis H. Clark. 
Is Mr. Clark here? Mr. Clark, will you be sworn ? 

Do you solemnly swear that the testimony you will give will be the 

truth, the whole truth and nothing but the truth, so help you God? 

Mr. Ciark. I do. 

Senator Payne. Will you state your name and address? 

Mr. Crark. Francis H. Clark, 134 Concord Avenue, White Plains, 

N. Y. 
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TESTIMONY OF FRANCIS H. CLARK, WHITE PLAINS, N. Y. 


Senator Payne. You just proceed, Mr. see in your own way. 

Mr. Crark. Sometime in March of this year, I received in the mail 
an ad from the Permastica Corp., soliciting avis ies about their prod- 
uct. I sent in an inquiry and many weeks later, I received another 
such ad—I think it was a duplicate of the first. I have a second one, 
here. 

Their salesman called at my house in response to the inquiry and 
according to the date on the contract signed that night, it was March 
31. His name is David Douglas Steel. He represented himself also 
to be an advertising manager, much as in one of the preceding cases, 
and that this was therefore a special promotional deal at cut rates. 

He offered to extend the usual 10-year guaranty to 15 years and the 
guaranty was going to include not only materials and workmanship, 
but also the materials covered by Permastica. While he described his 
product flowingly, he undertook to calk all of my windows and doors 
also. I still did not sign the contract. At this time he made a model 
home offer very similar to some of those previously described, and I 
am afraid I signed the contract, at that time. I have a copy of the 
contract, here. ‘The one thing I would like to mention about it is 
that it contains a 30 percent penalty clause if for any reason you do 
not go through with the contract, whether or not the contractor in- 
curred a? material expense. 

The following day I was discussing this with one of my coworkers 
the transaction, I mean. 

Mr. Simon. Where do you work, Mr. Clark ¢ 

Mr. Crarkx. For Nuclear Development Associates in White Plains. 

‘This person said he had heard rumors to the effect that some of these 
companies were not all they should be, so I immediately called my 
wife and asked her to get in touch with the White Plains and Yonkers 
Better Business Bureaus and/or the Chamber of Commerce. She did 
and none of these organizations had any information on Permastica, 
but the Yonkers people suggested we call the New York National 
Better Business Bureau. She did this and they apparently had quite 
a file on them and said they had a number of complaints, some on 
workmanship but principally on this sales method, 

Mr. Stmon. Mr. Clark, could you talk into the microphone, they 
can’t hear you in back. 

Mr. Cuark. Allright 

The people at the National Better Business Bureau suggested that 
whether or not we were stuck, it might be a public service to enter a 
ooney int if the transaction should develop in such a way as to indi- 

ate a complaint was warranted. I think I should say at this point 
that I had no idea there were any FHA regulations permitting model 
home deals, at thistime. I did not know that. 

A few. days after this, the guaranty arrived. It was for 10 years 
instead of 15 as promised and it guaranteed much less than promised, 
so I immediately mailed it back ‘and said it was ge yy 

A few days after this, some workmen for Permastica came to my 
house. I am not sure of the date, but I believe it was April 10. Isent 
them away. The following Monday—that was a Saturday—I tele- 
phoned Permastica to straighten out this guaranty business. I wanted 
to cancel the contract then but I didn’t feel like paying the 30 percent 
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penalty. I let them know I checked with the better business bureau 
and got bad reports about them and I told them if I found anything in 
their work or in their representations that was in any way misrepre- 
senting, I was going to register strong complaints wherever I could. 

The work was ultimately done, It was apparently completed on 
the 23d or 24th of April. There is a little bit of doubt as to the date. 
and my wife signed the completion certificate. 

A few days after this, we were discussing it at the table and she 
mentioned that down in the lower section where the dealer signs, there 
is a statement to the effect that no bonus arrangements or commission 
arrangements had been entered into. She told me she told me that 
the night we signed it, but I do not recall hearing it or I might not 
have been listening. 

Let me backtrack a moment. As soon as I saw I was having trouble 
with the guaranty, I wrote to the bank which was financing this and 
it was the Rosslyn National Bank & Trust Co., and I told them that I 
was having some difficulty and they were under no circumstances to 
pay any money to this outfit until I released it. Now to return to 
where I was. 

When I learned there was this statement in the completion certifi 
cate, I wrote the bank and requested a copy. I had been at.work and 
did not examine the first one. The copy arrived—a photostat of it 
arrived from the bank and apparently not only the dealer but my wife 
too had signed the certification to the effect that there had been no 
commission arrangements and my wife said she read the dealer’s 
section very carefully and just skimmed through the part she was 
supposed to sign. 

That night I had her write an amendment to that certificate repudi- 
ating that portion of it, and I mailed that together with a covering 
letter to the Rosslyn bank. I was very much confused as to what 
should be done. I felt clearly something unethical had occurred and 
yet I had received a service from this company and I owed them 
money. I told the bank that what I though would be best to do would 
be to hold the money, if they were still going to grant the loan. in 
escrow, until the FHA had been apprised of this and determined what 
should be done, and I said further that if the bank did not regard that 
as a feasible thing to do, then I would leave it up to their own judg- 
ment and experience as to what disposition should be made of the 
money. 

Now that same night I wrote a letter to Senator Byrd telling him 
it was possible that I had a complaint in this FHA business and asked 
him with whom I should file complaints and he subsequently sug- 
gested Messrs. T. Coleman Andrews and Warren Olney of the In- 
ternal Revenue and Justice Departments, respectively, and I wrote 
another letter to the FHA’s New York office in which I said I wanted 
to make a complaint. I outlined briefly what had happened and I 
asked them for instructions as to how to file a formal complaint. 

On May 10, I received a phone call from Mr. Cooper who said he 
was the manager of the Yonkers office of Permastica. Well, we had 
had a discussion at great length—I will shortly go into some of the 
salient details of it; I would prefer to skip by it at this time—the dis- 
cussion got so long I suggested we adjourn until the following day 
and the following day I invited Mr. Cooper and Mr. Steel to call on 
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me at my house and discuss the matter. We did and carried the con- 
versation on further. Nothing came of it. 

[ would like to anticipate the conversation to this extent and say 
that one of the things that was said when they were asking why in 
Heaven’s name I should be suspicious of Permastica—that is why 

| did not accept the premise that this was done entirely on the sales- 
man’s responsibility. I mentioned several things, one of which was 
that I was suspicious if they, a Westchester firm, were financing 
through a Long Island bank. 

On the following day, May 13, I received a reply to my letter to 

ive FHA. This letter was signed by Mr. Charles H. Herman—I have 

here—and he lists himself as the title I representative. In effect, 
t says that if the case is as I stated it, 1 probably have a complaint 
ind that it should be addressed to Mr. William Adams Shulz, director 
of the New York office of the FHA. 

Now along with that letter—and I don’t recall the enclosure; there 

a notation of an enclosure on this—were these pieces of paper. The 
irst is the original letter I sent to the FHA. ‘The second one is on 

letterhead of the Central National Bank of Yonkers. It is ad- 
dressed to Mr. William Adams Shulz. I assumed when I read this, 
that this was a duplicate of a similar complaint and for some reason, 
the FHA was distributing it to me. 

Now I don’t think you want me to read all this. It is a complaint 
n many ways similar to mine. The last paragraph might be of in 
terest. It says, and I am quoting—this is in re the Permasti¢a “orp. : 

This firm came to us very well recommended and we conducted a thorough 
nvest gation, the result of which is on file with this bank, and everything 
pointed to a favorable relationship. This is the first complaint that we have 
received and we will continue to accept paper from this dealer unless this pro- 
cedure proves to be their pattern of financing. 

It is signed Albert F. Lockwood, assistant vice president. 


P. S.—As a result of an additional complaint we have received, we are sever- 
ing relations with this dealer effective immediately. 

Neither of the complaints mentioned here is mine. They are two 
separate ones. 

When I was preparing my letter to your committee's investigator, 
I observed that this is—it seems to be a rag bond that is in several 
colors. It is clearly not a duplicate. This is an original. In some 
manner or other, it seems that the FHA file on Permastica was mailed 
to me and has been in my possession for 2 months without their know- 
ing 1. 

Your investigator suggests that I emphasize the date of the Central 
National Bank letter, which preceded my letter of complaint. It was 
April 15, 1954. The date on my letter to the FHA was May 5, 1954. 

On May 24, I wrote a letter which I would like to call my first formal 
complaint to the FHA. I would like to read this into the record. I 
don’t know exactly what the extent is of the oath I took, but as far as 
[ am concerned, 1 am swearing not only that I wrote this letter, but I 
will swear to the veracity of every statement in it. It is the usual 
letter addressed to Mr. William Adams Shulz, Director, Federal Hous- 
ing Administration, New York: 


Dear Sir: I wish to enter a formal complaint about the Permastica Corp. of 
Yonkers which has been operating under title I. Some time in March I answered 
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a direct mail inquiry solicitation of that company. On March 31, their salesman, 
Mr. D. D. Steele called. He described the product in glowing terms, offered 
a 15-year guaranty on materials, work, and preservation of materials to which 
applied, and undertook to make the hous a “display house.” A display house 
is one to which salesmen bring prospects. If the prospects sign, the owner of 
the display house receives $50. With thees inducements, I contracted to pay 
550, FHA financed, for the application of permastica to the upper half of my 
house. 

Within a few days, I had become suspicious of the transaction for the following 
reasons: (1) I began to hear rumors of unethical practices by companies in this 
field. (2) the company was financing through a bank some distance away—the 
Roslyn National Bank & Trust Co.—and (3) the guaranty arrived guaranteeing 
only the ingredients of permastica for only 10 years. I checked with the National 
Better Business Bureau in New York and learned there were a number of com- 
plaints on record against this company both for their workmanship and for sales 
methods. At this time I would have gladly canceled the contract, bat there was 
a 50 percent penalty clause. I telephoned Permastica—I don’t remember the date, 
but it was the first day that the FHA scandals broke in the New York Times— 
and spoke to Messrs. Cooper and Steele. I did not then realize that I had good 
legal grounds for canceling the contract and so I told hem (1) that the guaranty 
was totally unacceptable (2) that I had bad reports of them from BBB, and (3) 
that if 1 were to find anything about their product or sales methods misrepre- 
sented or illegal I would register strong protests with competent authorities. Mr. 
Cooper undertook to adjust the guaranty—which he did only partially. 

The work was completed about April 24, and my wife, who was not a party to 
the contract, signed the completion certificate. A few days later I learned there 
was a “no commission” clause in the certificate, and this was my first inkling 
that something possibly illegal had occurred. I wrote the bank requesting a copy 
of the certificate. They obl.ged. The “no commissions” clause had been signed 
by both my wife and by Permastica. My wife re-read it and agreed that in view 
of the salésman’s promises she should not have signed it. She submitted an 
amendment to the Roslyn Bank repudiating the clause. 

I wrote the bank suggesting the money be held in escrow pending settlement 
of the matter. I also wrote the FHA summarizing the events 

On May 10 1 received a telephone call from Mr. Cooper. I cannot be sure of 
the order in which the following things were said, but they were all said. He 
said he had word of my complaint to the FHA and that he did not consider it 
“decent” to go direct to them. I made clear to him that I was not complaining 
about the work, but the display house sales promises. He said there was noth- 
ing about that in writing and that it was my word against the salesman’s. I 
said I would submit an affidavit. I said the certificate could not be signed as 
it stood without making a false statement. He said it was just a statement 
that the work was done; so it was all right to sign it. He said also if I did not 
sign it I would disqualify the FHA loan and have to pay cash. I said I would 
not sign, that no action of mine disqualified the loan, and that I would pay over 
36 months as contracted. He said I would have to pay cash or negotiate an- 
other loan because the company did not carry accounts. I said I would do 
neither and let the company worry about it. He asked me what I hoped to get 
out of my complaint. I told him I thought I had been stuck and that I did not 
think I would get anything, but that I hoped I might spare my neighbors a 
similar experience. He said he was sure I had something better to do with my 
time than to make trouble for people. He said that since I had a long term 
guaranty from Permastica it was in my interest that the company remain 
‘financially responsible.” I replied, “You mean I should shut up and let you 
go merrily on your way to make sure you're still in business during the life of 
my guaranty?” He then said if there were a hearing that turned out unfavor- 
ably for Permastica the only thing that would happen would be that the FHA 
would require the discharge of Mr. Steele. At this point I suggested we adjourn 
the conversation to another day. 

On the following day, I suggested that Messrs. Cooper and Steele continue 
the talk at my house May 12. They came as appointed. I related to Mr. Coxper 
the promises Mr. Steele had made on the night of the signing of the contract. 
explicitly detailing the display house offer. I then asked Mr. Steele if he 
wished to contradict anything I had said, and he said that he did not. Mr. 
Cooper again disclaimed company responsibility for Mr. Steele’s promises. He 
again urged me to sign the completion certificate unaltered. I refused. He 
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offered to recall the FHA applications and attempt to negotiate an uninsured 
loan. I told him whatever he did would be on his own responsibility, that I 
uuld not necessarily undertake any further commitments. I said this because 
I did not wish to do anything to prejudice the investigation which I had deter- 
ined to request. He again asked what I hoped to get out of all this and I 
replied as before. He again asserted that all I could hope to accomplish was 
Mr. Steele’s discharge, and I said that I had no wish for that to happen. Mr. 
Sieele made a personal appeal for consideration. This was the main substance 
of the conversation. I have had no further contact with the Permastica people. 
On the following day I received a reply from FHA. Among other things, there 
vas an enclosure which was a copy of a letter from the Central National Bank 
f Yonkers stating that it had severed business relations with Permastica on 
oun I the rece t of Com) Luts of a hature sumilar to min 
In view of my own experience with Permastica, and in view of what I have 
bsequently learned about them, I believe they are a company which has de 
berately preyed upon a gullible public and which has abused and misused 
vile,es granted them under FHA legislation 1 therefore request that 
fie investig:te the activities of Permastica insofar as those activities 
me under your proper surveillance, giving particular scrutiny to the follow 
po nts: 
1) My own experience with l’ermastica, their display house, and the certifi 
f“omp'et o1 
) The cases of other homeowners who have had complaints about Perma 
a. The Central National Bank of Yonkers and the National Better Business 
reau ii New York both have such cases on record, and the latter has assured 
e that they will be happy to cooperate with you. 


Mr. Cooper’s attempts, on two separate oecasions, to persuade me to sign 
he completion certificate after he was aware of its impropriety 
(4) Mr. Cooper’s May 10 attempt to persuade me to drop this complaint by 
ivi g if was in my interest that the company remain “financially responsible.’ 
(5) The 30-percent penalty clause in the contract. I question whether the 
FHA should sanction such a clause in contracts which it finances. The penalty 
be levied when the contractor has performed no tangible service and ha 
red neglivible expense. I can assure you that had that clause not been 
ere this whole mess involving me would never have occurred 
I w'sh to emphasize that my complaint is not directed at Mr. Steele, and I 
cerely hope that he will suffer no personal injury solely by reason of any 
ong he may have done me. I have a very strong suspicion, however, that the 
Permastica Corp. has been engaging in reprehensible business practices with 
nanavement respons bility. If y ur findings should confirm my suspicions, I 
neerel” hope that you will exercise the full authority of your office to restrain 
uch behevior in the future, and that if any criminal offenses are uncovered 
they will be brought to the attention of the competent prosecutor 


Siened by me, with copies to the National Better Business Bureau, 
to Mr. Warren Olney, Assistant Attorney General. 
A. few days later, I got a letter from Roslyn National Bank & 
rest Co., informing me that my loan had been awarded under the 
FHA title I program. I was very much surprised at this because I 
was quite sure the amendment my wife submitted to the certificate 
of completion should have disqualified this loan with FHA insurance. 
I therefore sent the following much shorter letter to Mr. William 
Adams Shulz. Let me say at this point that the letter I just read, 
dated May 24, has not ever been acknowledged by anyone in Mr. 
Shulz’ office. 

I now read the second letter I wrote to Mr. Shulz. 


Dear Str: On May 24, I wrote a complaint to you regarding my dealings 
with the Permastica Corp. I suggest that reference be made to that letter. In 
today’s mail I received a letter from the Roslyn National Bank & Trust Co 
wh'ch I think necessitates my writirg you again. Let me first quote you ver 
batim a statement my wife sent the hank on May 5, 1954 

“To the Roslyn National Bank & Trust Co.: On the 23d or 24th of April 1954, I 
signed an FHA completion certificate relating to certain work done on the prem- 
ises of 134 Concord Avenue, White Plains, N. Y., by the Permastica Corp. Ap- 
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parently at the time I did not read it carefully. I have since veread the certificate 
and I repudiate that portion of it that says “nor has it been represented to me 


(us) that I (we) will receive a cash bonus or commission on future sales as an 
inducement for the consummation of this transaction.” 


“I direct the officials of the Roslyn Bank & Trust Co. to cause this letter to be 
attached to the original of said completion certificate wherever that may be. Very 
truly yours,” signed Elsie Tomkinson Clark. 

The letter that I received from the bank tedav, dated Mav 27 and s'gned hy 
EK. J. Smith, Sr., said in part, “The facilities of our loan department were made 
available to you throngh an FHA title I loan * * * note dated May 24, 1954.” 

In view of the above letters, and particularly the dates involved, I cannot help 
but feel that someone has been guilty of gross negligence or of arrogant disre 
gard of the law. I therefore request that you also investigate the following: 

1. Whether the bank filed my wife’s supplementary statement as directed : 

2. If not, what conversations took place between the bank and Mr. Cooper of 
Permastica, especially in the period May 12—May 24; 

3. If filed, who in the FHA granted the insurance and why? 

Signed by m with copies to the National Better Business Bureau and 
Mr. Warren Olney. 

Senator Payne. Thank you very much. 

Mr. Hoffman, do you have anything further ? 

Mr. Horrman. I think some of the comments in our files might be 
pertinent in view of the letters from the FHA. I will read a one- 
paragraph summary of my statement. 

Permastica Corp. in Brooklyn is identified in our files in connection 
with the model home approach. Our files date back to 1951 but com 
plaints were greatest during 1952 and 1953. Products of the Re-Nu-Ii 
Corp. are featured, apparently. 

Senator Payne. Let me ask at that point, did your bureeu, dating 
back in 1951, call these complaints to the attention of the FHA Ad- 
ministrator in New York? 

Mr. Horrman. Not at that time. I will mention that, here. 

Senter Payne. Fine. 

Mr. Horrman. In February 1952, Mr. Martin Smith of Permastica, 
told us that his firm did use a bonus plan to sell their products. We 
asked for the names of a substantial number of homeowners who had 
received bonuses, and received no further communication from the 
concern. 

In June 1953, I notified the New York FHA office concerning de 
ceptive practices of the firm. Following up this letter in September 
and also in October 1953, since we had no reply. Shortly thereafter, 
Permastica told the FHA they were eager to continue FHA financing 
and FHA then told the National Better Business Bureau that a deci- 
sion in the matter had been reserved. The New York Better Business 
Bureau also has complaints against this company. Our most recent 
complaint was March 19, 1954. 

Senator Payne. Is there anything further? 

Mr. Horrman. That is all. 

Mr. Srmon. Mr. Hoffman, you are going to present your full state- 
ment for the record ? 

Mr. Horrman. Yes, sir. 
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STATEMENT OF J. R. HOFFMAN, REPRESENTATIVE, NATIONAL 
BETTER BUSINESS BUREAU, INC., NEW YORK, N. Y. 


Mr. Horrman. The National Better Business a au is a nonprofit 
corporation which legitimate business established i pee to protect 
itself and the public from that which is unfair, misle: ites r fraudu 
lent in the field of national advertising and selling; to increase public 
confidence in business by striving for better consumer satisfaction 
through accurate representation of products and services; and to assist 
in consumer education, promoting a better understanding of business 
by the public through the publication and distribution of factual 
information. 

In pursuance of these objectives, the bureau undertakes to furnish 
members of the public, at their request and without charge, with fac 
tual information about companies or individuals with whom they con 
template entering into business transactions. The bureau also accepts 
complaints from the public. It endeavors to secure the adjustment of 
complaints which, upon investigation, are justified or, if the evidence 
indicates that some law has been violated, refers the facts to the appro 
priate law-e nforcement agency. 

For many years, the bureau has been aware that deceptive practices 
have been utilized in connection with FHA title I financing. As far 
back as 1937, the bureau issued a press release warning the public about 
malpractices in the home modernization field. A copy of the release 
is attached to this statement and marked “Exhibit A.” Most of the 
contractors in home repair and maintenance work are reputable busi 
nessmen and are themselves opposed to the practices of the few who 
exploit gullible and inexperienced homeowners. However, unscrup 
ulous contractors in the home improvement field have been sufficiently 
numerous to create a major problem as far as better business bureaus 
are concerned, I have been in charge of this phase of the national 
bureau’s work for the past 3 years, during which time I have per- 
sonally handled well over 1,000 inquiries and complaints from the 
public. Some of the products involved are roofing materials and com- 
pounds, various types of siding and insulating, simulated brick and 
stone, storm doors and windows, and, in particular, mastic paints. 
Homeowners in many communities have been subjected to an assort 
ment of misleading advertising claims for these products but my dis 
cussion will deal primarily w ith mastic paints, a textured coating for 
exterior walls. 

Some mastic paint manufacturers and dealers indicate in advertis- 
ing that the premises need never be painted again, that the product is 
indestructible, that it makes walls waterproof, fireproof, termiteproof, 
and other uncorroborated claims interspersed with such statements 
as “Liberal FHA financing,” “Easy FHA terms,” “FHA approved,” 
et cetera, to lend an air of integrity to this advertising. Consumers 
who respond frequently find themselves on a merry-go-round that they 
are unable to stop. The trickery starts immediately. So-called 
“suede-shoe” itinerant salesmen have called on the victim either in 
response to leads supplied by the contractor or mastics manufacturer 
from advertising, or from canvassing a particular neighborhood. 
This old familiar “model home” racket is worked for all it’s worth. 
Explaining that a demonstration house is needed in the area to sell 
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other homeowners the miraculous new product, it is emphasized that 
the victim’s home has been selected. Verbally he is promised a com- 
mission on every sale made in the area and a bonus for every customer 
he recommends. In other eases, it is represented that a “special fac- 
tory price” is being offered to help introduce the product, and the 
salesman bears a card reading “Advertising manager” or “Area di- 
rector” to reinforce the impression that this is a special deal being 
given to only one homeowner in the neighborhood. 

After much high pressure, the homeowner may sign a contract with 
the belief that his “specially priced” home improvement will cost 
virtually nothing because of its use for advertising purposes. At 
this point, additional chicanery has frequently taken place to obtain 
the victim’s signature on the FHA completion certificate in advance. 
Various subterfuges to conceal the nature of what the homeowner is 
signing have been used. Complaints have also been received alleging 
that salesmen have added or altered provisions in the contract after 
it has been signed. 

Frequently, no copy of the document is given to the homeowner. 
The materials to be used on the job are also the subject of misrepresen- 
tation, the salesman promising verbally that a given well-known 
product will be used whereas when the homeowner eventually sees the 
contract he has signed, it will provide for another and unknown 
product. 

Salesmen have been known to pull several hundred dollars from 
their pockets and hand it to the homeowner as “advance payment for 
bonuses” or accept it as downpayment. The exorbitant prices charged 
more than compensate for such ostensible generosity. 

In some instances, home improvements have been sold as part of 
a scheme whereby the homeowner can “consolidate his debts,” i. e., the 
the of the improvement is upped considerably and the difference 
vetween the actual amount and the amount of the FHA loan is to be 
used to pay off other obligations. Or the price of the contract will 
be increased to give the victim “a little extra money.” 

The salesmen themselves, using a variety of names and aliases, seem 
to be floaters attaching themselves to first one racket, then another. 
Depending on what is popular at the moment, they may be selling 
freezer food plans, water conditioners, home fire alarm systems, 
demonstrating vacuum cleaners or promoting home improvements 
but, in all cases, using tricky and dishonest methods to sell merchan- 
dise generally recognized as having a legitimate place in consumer 
markets. 

Once the salesman has high-pressured a signature on a contract, 
and tricked the victim into signing a completion certificate—in sev- 
eral cases forgery has been alleged on the completion certificate—the 
paper is rushed to a lending institution for immediate discounting. 
As soon as the money is received through FHA financing, the sales- 
man’s commission is paid out and the contract is often awarded to a 
subcontractor who will make the highest bid for it. 

To the homeowner’s amazement, the elaborate work contracted for 
is sometimes started and finished within hours of signing the con- 
tract. Frequently, no advance preparation of any kind is done on the 
premises, and the workmanship is inferior and incomplete. Promises 
made orally—such as caulking, painting of trim, replacement of 
broken shingles, et cetera—do not materialize. 












kt 













































In the 
his guard 
mastic m 
read care 
plication 
product f 
terial wil 
premises 
is at faul 
position t 
contracto 
middle wi 

One m: 
tration” « 
had been 
Krylon 0: 
tect the | 
stood, me 
during th 
tecting th 

Some | 
Re-Nu-It 
Long Isl: 
Co., of L 
consistent 
One of th 
had no le 
istered ag 
uet, but ' 
material t 
or blister 
that the p 
pressure | 
protested 
of the we 
remedial 

The fo 
related te 
Colorthru | 
Colorthru 
Barrymore 
Sana Gene 
Nu Side C 
Evercrete | 
Stopzit 
Shingle-Se: 
Dewatex 

The bu 
metropol 
NBBB f, 
plaints fil 
who have 

One of 
provemer 





FHA INVESTIGATION 687 


In the selling process, the homeowner has been further thrown off 
his guard by long-term guaranties—often 10 to 20 years—issued by 
mastic manufacturers. These impressive appearing documents, if 
read carefully, disclose that they offer little or no redress if the ap- 
plication proves unsatisfactory. One or two stipulate that where 
product failure can be demonstrated, an amount of re placement ma- 
terial will be furnished to the homeowner for his use in patching the 
premises up as best he can, but the onus of proving that the product 

at fault, is on the homeowner. The manufacturer often takes the 
position that the application by the contractor was imprope r, and the 
contractor blames the product. The homeowner is caught in the 
middle with little or no recourse. 

One manufacturer, the R-Nu-It Corp., New York, issued a “regis- 
tration” certificate, which stated no more than that an application 


had been done. This was misrepresented as a guaranty. Later 
Krylon of Philadelphia issued an “insurance policy” sup i ed to pro- 
tect the homeowner against product failure but which, is under- 


tood, merely insured against damage to the property and indiv duals 
during ¢ the application process, with no provisions of any kind pro- 
cting the homeowner against product failure over a period of years. 
Some mastic manufacturers, attr es such companies as the 
Nu-It Corp. of New York City, Carbozite Protective Coatings, 
Long Island City, Krylon Co., of Philadelphia, Old Quaker Paint 
Co.. of Los Angeles, Che mpro Sales Co., of Bloomfield, N. J., have a 
consistent record of selling to contractors ; guilty of flagrant abuses. 
One of the above, Re-Nu-It Corp. has consistently contended that they 
had no legal or ethical obligation in connection with complaints reg- 
tered against fly-by-night and unethical concerns selling their prod- 
uct, but “as a good-will gesture only” would supply a quantity of 
iaterial to the homeowner to be ap »p lied to crac king , peeling, ¢ hip ping, 
or blistering surfaces by hand. The company’s literature emphasizes 
that the product must be applied by trained personnel, utilizing heavy- 
pressure spray equipment. Although NBBB has on several occasions 
protested to Re-Nu-It that their product was consistently in the hands 
of the worst type of contractor and salesmen, no interest in taking 
remedial action has been demonstrated. 

The following trade styles and products are also subsidiaries ot or 
related to the Re-Nu It Corp.: 

Colorthru Chemicals 
Colorthru 

Barrymore Corp. 

Sana Gene Chemical Corp. 

Nu Side Corp. 

Evercrete Corp. 

Stopzit 

Shingle-Seal 

Dewatex Manufacturing Corp. 

The bureau also has files on many questionable contractors in the 
metropolitan New York area. It must be realized, of course, that 
NBBB frequently learns of contractors’ activities only through com 
plaints filed with us—we do not hear from many satisfied homeowners 
who have dealt with reliable contractors. 

One of the worst offenders in our records is the Pioneer Home Im- 
provement Co. of Newark, N. J. This company operated extensively 
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throughout the metropolitan area. Complaints against deceptive 
sales practices began in 1950, reaching their peak i in 1952. Products 
involved were usually mastics made by Re-Nu-It Corp., Carbozite Pro- 
tective Coatings, and Krylon. There is indication that schooling was 
offered by Pioneer to “suede shoe” salesmen in the most efficient ways 
to deceive homeowners, stressing the model home and bonus racket. 
Certain salesmen, using a variety of names, apparently learned their 
techniques working for Pioneer, then later focuaed their own com- 
panies to get in on more of the easy money. 

Financing was usually done, initially, by the General Investment 
Corp. of Newark—later by the New Jersey Mortgage & Investment 
Co., also of Newark. Both of these institutions appear to have been 
aware of the deception and shoddy workmanship identified with Pio- 
neer’s operations. 

Complaints became so alarming during the spring 1952 season that 
NBBB took the situation up with the financi ing agency, New Jersey 
Mortgage & Investment Co., William Furst, president. The latter 
clearly admitted that they had received many complaints involving 
improper workmanship, contracts not completed, deception by sales- 
men, et cetera, but continued to accept Pioneer’s contracts, taking them 
to the Franklin Washington Trust Co., located in the same building, 
for FHA financing. T he letterhead of New Jersey Mortgage & Invest- 
ment Co. notes “Approved mortgages under the National Housing 
Act,” and bears the FHA seal. And the many suits brought by Fr: ank- 
lin Washington Trust Co. and New Jersey Mortgage & Investment Co. 
against v ictimized homeowners who had refused to continue their pay- 
ments, these two institutions invariably took the position that they 
were “innocent holders in due course” of legal papers, and entitled to 
full payment of the loan, often insured by FHA. The homeowner 
usually paid. 

The attitude of these companies appears to be well expressed in 
a letter from William Furst which he wrote as attorney for the Frank- 
lin Washington Trust Co. to an attorney representing one of the vic- 
tims of Pioneer. I quote: 

Please be advised that I represent Franklin Washington Trust Co., of Newark, 
N. J., who holds in due course a note made and executed by Mr. and Mrs, Chris- 
topher Jaeger to the order of Pioneer Home Improvement Co. The note is 
presently being serviced by New Jersey Mortgage & Investment Co. 

Your letter of December 12, 1951, to New Jersey Mortgage & Investment Co. 
has been handed to me for reply. Please be advised that as a holder in due 
course for value my client is not in any way involved in any dispute that exists 
between your clients and Pioneer Home Improvement Co. Pioneer Home Im- 
provement Co. is in no way connected with either Franklin Washington Trust 


Co. or New Jersey Mortgage & Investment Co. Any action that you feel should 
be taken against the original payee on the note is of no concern to my client. 


When it seemed clear that no remedial action could be secured 
through New Jersey Mortgage & Investment Co., the situation was 
discussed with the Newark office of the FHA in August 1952 by NBBB 
and the Newark Chamber of Commerce. The chamber also had re- 
ceived complaints. It was disclosed by the FHA representative, Mr. 
Lammerding, that they too had a file of complaints, but the position 
was taken that the volume was insufficient to warrant any action, al- 
though NBBB urged a full investigation. Recourse was next sought 
from the Essex County prosecutor’s office, which pointed out that it 
lacked jurisdiction, most of the complainants being located elsewhere 
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un New Jersey and in New York State. However, the prosecutor’s 
office was helpful in placing the matter in the hands of the Federal 
Bureau of Investigation. 

Due to various pressures brought to bear, Pioneer declared bank- 
ruptey in October 1952, leaving an unknown number of homeowners 
paying regularly for damage done to their homes under the guise of 
“improvement” and holding Pioneer’s worthless guaranty. Prin- 

pals of Pioneer, Jerome Brett and his son Morton, shortly after the 
bankruptey resumed operation at the same address as Bondstone 
Corp. of New Jersey where they are currently operating. They are 
ilso identified with Bondstone Corp. of Staten Island, another fran- 
hisee of Emco Cement Products of Shamokin, Pa. Complaints are 
now being received against these operations. 

An attorney recently reported that a client was being sued by the 
Franklin Washington Trust Co. on a Bondstone transaction so it 
vould appear that the bank is continuing to do financing for this sue 
essor to the Pioneer outfit. 

Another thick file collected by NBBB deals with the Aldon Con- 
struction Co. of Belleville, N. J., James Sorce, president. The trade 
style North Jersey Construction Co. was also used as well as Morton 
Construction Co., and more recently, Brookfield Home Modernizers, 
Inc. The familiar products of Krylon and Carbozite protective coat 
ngs are identified with these trade styles, as well as Brixite, a syn- 
thetic simulated brick wall covering. Financing was done through 
he South Orange Trust Co. of South Orange, N. J., primarily. 

For at least 7 years, this bureau has received reports from the public 
of deception by salesmen of this firm, involving “model home” selling, 
false promises of bonuses, and faulty workmanship. Our complaint 

tuation was called to the attention of the FHA in August 1953. We 
ave no knowledge of any action taken by FHA but a recent com- 
plainant expressed the belief that Brookfield, at least, was no longer 

n business. It has been stated to us that operations are conducted 
during the winter as Miami Brookfield. 

Che Permastica Corp. of Brooklyn, N. Y., also appears as an entrant 

the “model home” category—our files date back to 1951, but com 
plaints were greatest during 1952 and 1953. Products of the Re-Nu-it 
Corp. are apparently featured. In February 1952 Mr. Martin Smith 
of Permastica told us that his firm used a bonus plan to sell their prod 
ucts. We asked for the names of a substantial number of homeowners 
who had received bonuses, but received no further communication 
from this concern. 

In June 1953 the writer notified the New York FHA office concern 
ing deceptive practices of this firm, following up this letter in Septem 
ber and October 1953, since whe had had no reply. Short ly thereafter, 
Permastica told the FHA that they were eager to continue FHA 
financing, and FHA told us that a decision in the matter had been 
reserved. The New York BBB has also had complaints against this 
company. Our most recent complaint was in March 1954. 

Another firm, identified at some length in our files, is Approved 
Home Developers, also known as Empire Home Developers, Forest 
Hills, Long Island. Again, the products of the Re-Nu-It Corp. are 
involved, along with the usual pattern of deception through the “model 
home” racket and the promise of bonuses. Representatives use FHA 
forms in their pitch, and claim FHA approval, according to com- 
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plainants. Complaints in connection with failure to complete con- 
tracts, poor workmanship, failure to adhere to guaranty terms, have 
also been received. No reply was received from the company to our 
letters asking for comment on the complaints. 

In February 1953 we advised the FHA of a recent complaint of a 
Long Island resident, and a month later were advised by telephone 
that the matter was being investigated. Again, in May 1953, we pro 
tested the activities of Approved Home Developers tothe FHA. The 
director of the FHA New York office told us shortly thereafter that 
Mr. Eisenberg, principal, had denied the charges made by our com 
plainants. We supplied a file summary for the use of FHA in 
June 1953, 

In October 1953 we supplied additional material to FHA. In 
November 1953 we asked the FHA if there had been any development 
in their investigation, as complaints were still being received, alleging 
unsatisfactory workmanship and failure to complete contracts. 

In November 1953 the New York FHA office advised that the mat 
ter had been referred to the Long Island office for attention. Having 
heard nothing further, we wrote in May 1954 to the Long Island offic: 
of FHA advising that complaints were still being received. We still 
have had no reply, although we were informed by the FBI that in June 
1954 four of the principals, including Eisenberg, were arrested by the 
New York Police Department. Eisenberg was at one time associated 
with Pioneer Home Improvement. 

The Eastern Home Improvement Co., located in Cambria Heights, 
Long Island, identified with Re-Nu-It products and Carbozite, has 
been the subject of a number of compla'nts involving the familiar 
“model home” approach, “special” factory prices, failure to complete 
contracts, et cetera. The president, Jack Roy, was formerly a sales 
man for Pioneer Home Improvements. In August 1953 we advised 
the FHA of our complaint situation. 

In September a reply was received from the New York FHA office 
advising that the salesman complained against—Robert Worth, alias 
Milton Wechsler, another former Pioneer salesman—had been placed 
on the restrictive list, and that further activities of Eastern were be 
ing Investigated. 

In November 1953 we received an inquiry from Connecticut on In 
terstate Home Improvement Co., of Cambria Heights, Long Island, 
another Roy operation. It was indicated that salesmen claimed the 
company was “FHA approved,” and offered to pay a $800 fee as an 
advance on future bonuses. The trade style Interstate Home Improve- 
ment Co. was reported to be unknown by the Jamaica office of the 
FHA. In response to several letters from NBBB, Jack Roy prom- 
ised to “clean house,” and keep strict watch over salesmen and only 
one complaint of sales deception has been recorded during 1954. 

It is reported that Interstate has acted as subcontractor for Pioneer, 
Approved Home Developers, and Miracle Home Improvement—all 
unfavorably identified in our files. Max Eisenberg is also identified 
with the latter organization. 

Memorandum recommendations: 

NBBB has discussed bad practices in the home-improvement field 
with FHA in the past. We believe that the FHA took important 
strides toward curtailing irregular dealer activities in connection with 
home-improvement loans by the amendments to the title I regulations 
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which became effective on December 1, 1953. These amendments em 
body some recommendations which iis bureau made to FHA at its 
nvitation, They do not go as far as we suggested, and we think there 
is room for improvement. 

One of these amendments requires that the insured institution 
deliver to the homeowner notice of the approval of his application “at 
least 6 calendar days prior to disbursing the note.” This is a good 
amendment because it gives the homeowner the opportunity to raise 
questions, if he has any, and get information on the finance charges. 
In the past, many homeowners have complained that they had no 
knowledge of any loan arrangements until they suddenly received a 
coupon book from an institution unfamiliar to them, often located in 

distant eity, requiring monthly payments which, in some cases, were 
payee S me ir ability to meet. We believe that the lending institution 
should be required to give more information to the homeowner when 
this notice is de livered. 

For example, a second amendment relates to the completion certifi 
cate which must be filed before the loan is disbursed and requires that 
both the homeowner and the dealer certify that no bonus or commis 
ions on future sales were promised, 

lt pron ides further that a complete copy of the contract be delivered 


to the homeowner. ‘These are good provisions but we believe that the 
delivery of a copy of the contract to the homeowner and the warning 
that loans originating under the instigation of a “bonus” promise or 


i cash payment will not be acce pted for insurance should be given to 
the homeowner by the lending institution at the very beginning and 
not after the work has been ¢ ‘omp vleted. 

he amended completion certificate also advises the homeowner 
borrower that the selection of the dealer and materials is his own re 
ponsibility, and that “neither the FIA nor the financial institution 
ruarantees the material or wie sagging or inspects the work per 
formed.” To be of maximum value, we believe that this information 
hould also be given to the homeowner in the beginning and not after 
the Wo! k has bee ‘ncomyp vlete vd. 

We think these recommendations are important because, under ex 
sting regulations, the lending institution is to rely on the statements 
of the homeowner and dealer in the absence of information to the con 
trary. It is true that another amendment requires that the lending 
institution must approve all dealers to whom FHA loans are dis 
bursed, must require certain information from a dealer-contractor 


| keep certain records. However, if there are any irregularities 
volved in a transaction, it is desirable that they be brought to the 
ice of the lending institution as promptly as possible. It is to be 
particularly desired by the homeowner who may otherwise face a 


| aan s defense that the latter is an “innocent holder in due course’ 
of a duly-enacted contract when he brings suit against the homeowner 
who has been victimized by an unscrupulous dealer. 

In this connection, we believe that, insofar as is lawfully possible, 
more responsibility should be placed on lending institutions to de 
termine the reliability and responsibility of contractor-dealers whose 
paper they buy and insure with FHA. At the present time, the home- 
owner who has be en swindled can look to no recourse from the dealer 
who, in most cases, has already received his money from the bank and 
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may have disappeared. He can look to no recourse from the lending 
institution which disclaims all responsibility as an “innocent holder 
in due course” and which, in any event, is protected through the in- 
surance of the loan. Thus, the homeowner, alone of the three parties 
to the transaction, is without protection or redress. 

The lending institution holds the key to these transactions because 
the irregular dealer-contractor cannot operate without obtaining 
financing for his deals. The persistence with which a few lending in- 
stitutions have continued to finance the contracts of dealers with a 
long and sordid record of customer complaints appears to have been 
in shocking disregard of the public interest. We have laws to pena 
lize those who accept and deal in stolen property and we have a name 
for such individuals; we call them “fences.” Isn’t a lending institu 
tion which consistently accepts and deals in home loan improvement 
contracts obtained by fraud or deception, in effect, acting as a “fence” 
for the home-loan swindler? Whether the Congress can or should 
enact legislation to curb lending institutions that thus participate in 
home-loan swindles, we are not in a position to state. We do believe 
that the Federal Housing Administration should be given the power 
to deny participation in the home-loan improvement program to lend- 
ing institutions which make a practice of dealing in home-loan im- 
provement contracts obtained by fraud or deception. We believe that 
the Government should not continue to subsidize these “financial 
fences.” 

Senator Payne. Is there anyone further who wishes to be heard this 
afternoon? If not, the next hearing will be at 10 o’clock tomorrow 
morning. 

(Whereupon, at 3:50 p. m., the committee recessed to reconvene at 
10 a.m., Friday, July 16, 1954.) 








The co 
Senate (¢ 
presiding 

Presen 

Also p 
tion. 

The © 

Our fi 

Mr. Be 
have to 1 
bill. 

Monda 
Cowan, 0 
ston, of - 
Manor ] 
Antonio 

The P 
fense hot 

I also 
that we 
former 
pone tha 

Anoth 
not to as 
them in 

Now. | 

Mr. B 

The ¢ 
about. t« 
truth, se 


TESTIM 
NORF 
ASHB 


Mr. E 
The ¢ 
the reco 
Mr. | 
folk, V 


FHA INVESTIGATION 


FRIDAY, JULY 16, 1954 


Un rrep STATES SENATE, 
ComMITrer ON BANKING AND CURRENCY, 
Washington, dD. C'. 

he committee met, pursuant to recess, at 10: 10 a.m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present : Senators Capehart, Payne, Lehman. 

Also present: William J. Simon, general counsel, FHA investiga 
Lion. 

The CHamman. The committee will please come to order. 

Our first witness will be Mr. Bonner of Bonhaven, Richmond, Va. 

Mr. Bonner, I might announce our schedule for Monday. I will 
have to leave here at about 11 o’clock for a conference on the housing 
bill. 

Monday, we will meet at 10 o’clock and our witnesses will be Mr. 
Cowan, of Shawnee, Okla.: Mr. Muss, of San Antonio, Tex.: Mr. Win 
ston, of New York; Mr. Clint Murchison, Jr., of Dallas, on the Page 
Manor projects in Dayton and the Billy Mitchell projects in San 
(ntonio and other projects in New York. 

The Page Manor and the Billy Mitchell projects are so-called de- 
fense housing. 

I also would like to announce, as we announced it the other day, 
that we were going to invite the two Grace brothers—one being a 
former FHA director in New York—on Tuesday, but we will post- 
pone that and hear them in New York City when we go there. 

Another brother died rather suddenly, and we think it only fair 
not to ask them to come down for a couple of weeks, and we will hear 
them in New York City. 

Now, Mr. Bonner, will you be sworn, please. 

Mr. Bonner. Yes, sir. 

The CHatrman. Do you solemnly swear the testimony you are 
about to give will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 


TESTIMONY OF BERTRAM F. BONNER, BONDALE APARTMENTS, 
NORFOLK, VA., ETC., ACCOMPANIED BY ORREN G. JUDD AND W. R. 
ASHBURN, COUNSEL 


Mr. Bonner. Yes, sir. 

The CHairman. Now if you will give your name and address for 
the record, please. 

Mr. Bonner. Bertram F. Bonner, 5536 Carnarvon Drive, Nor 
folk, Va. 
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The Carman. Do you have an attorney with you! 
Mr. Bonner. Yes, sir. Mr. Judd. 

Mr. Jupp. I am Mr. Orren G. Judd, 
York City. 

The Cuarrman. And this gentleman ? 

Mr. Asusurn. W.R. Ashburn, Norfolk, Va. 

The Cuamman. You are both attorneys representing Mr. Bonner? 

Mr. Asupurn. Yes, sir. 

Mr. Simon. Will you give the reporter your full name and address, 
please. 

Mr. Bonner. I have, sir. 

The Cuatrman. Will you tell us, Mr. Bonner, all of the projects 
you constructed that were insured by FHA mortgages under section 
608 of the Housing Act ? 

Mr. Bonner. Bondale in Norfolk, Va.; Chamberlain Gardens, in 
Richmond, Va.; Bolling Square Apartments, in Norfolk; Bonhaven 
Apartments in Richmond; Carlton Terrace Apartments in Roanoke; 
Bertram Garden Apartments, in Queens, New York City. 

Mr. Stmon. Is that all, Mr. Bonner ? 

Mr. Bonner. I am sorry. No, sir. I am doing this from memory. 
Pine Chapel Apartments in Hampton, Va. That is all. 

Mr. Simon. That is a total of seven projects? 

Mr. Bonner. That is right. 

Mr. Simon. Going to the Bonhaven Apartments project in Rich- 
mond, there were three corporations there, were there 

Mr. Bonner. Yes, sir. 

Mr. Sruon. What was the price you paid for the land that went 
into the projects ? 

Mr. Bonner. The actual cost of the land was $93,300, plus title 
fees—that is for a title policy—and attorney’s fees which made the 
total cost to the three corporations $95,000. 

Mr. Simon. (nd you turned the land into the corporations at your 
cost; is that right ? 

Mr. Bonner. As a matter of fact we filed our applications on the 
basis of $93,000. 

Mr. Stmon. What was the capital stock of the three corporations ? 

Mr. Bonner. The amount of stock issued was $1,000 in each 
corporation—— 

Mr. Stmon. In addition to that, I take it you loaned money to the 
corporations to get the projects started and then repaid the loans out 
of the mortgage money ? 

Mr. Bonner. Well, you could construe it as a loan. It was. In 
excess of $500,000. 

Mr. Stuon. Was it a loan, Mr. Bonner ? 

Mr. Bonner. We treated it as such by choice. That is, we, under 
the framework of FHA, were permitted to invest a nominal amount 
in capital stock; but, at that time, I would like to point out, we were 
required in this instance to show a financial statement for the purpose 
of covering an indemnity agreement which ran somewhere around 
$440,000. We showed such a financial statement and we gave such 
an indemnification agreement to the FHA for that amount. 

Mr. Simon. The fact is that the capital was $3,000, and you loaned 
some money that was repaid out of the mortgage; is that right? 

Mr. Bonner. That is right. 
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Mr. Stwon. What was the total amount of the FHA commitment 
in the three projects ¢ 

Mr. Bonner. $3,916,900. 

Mr. Stmon. Who built the buildings? 

Mr. Bonner. The corporations. 

Mr. Stmon. The corporations ? 

Mr. Bonner. The corporations themselves. 

Mr. Stmon. There were just subcontractors and no general con- 
tractor ¢ 

Mr. Bonner. That is right. 

Mr. Stmwon. What was “the cost of construction of the building, in- 
cluding the cost of the land ? 

Mr. Bonner. $3 058,045.93. 

Mr. Srmon. Did the corporations distribute to the stockholders any 
moneys after construction of the buildings? 

Mr. Bonner. Yes, sir. 

Mr. Simon. When were the buildings completed ? 

Mr. Bonner. They were completed in the fall of 1948. 

Mr. Stmon. And when was the distribution made ? 

Mr. Bonner. December 28, 1948, of $850,000; August 30, 1949, a dis- 
tribution of $97,000. 

I might point out that the latter distribution was not out of moneys 
left over from a mortgage because that amount—moneys left over 
from the mortgage—totaled $858 854.07. 

Mr. Stmon. So within a matter of a couple of months after the 
buildings were completed, you distributed the $850,000 which was left 
oyer from the mortgage money ? 

Mr. Bonner. I would say so. 

The Cuarrman. About eight hundred and some thousand dollars, 
the difference between actual cost of the project and the proceeds of the 
mortgage ¢ 

Mr. Bonner. Yes, sir. 

The Cuarrman. And that was approximately 25 percent of the mort- 
gage, wasn’t it ? 

Mr. Bonner. No, between 21 and 22 percent. 

Mr. Simon. Now, in addition, you got a premium on the mortgage, 
did you not ? 

Mr. Bonner. Yes, but I think that premium was passed along and 
used in connection with a price obtained at the time we sold the prop- 
erty. 

Mr. Stwon. The premium was $78,000, was it not, approximately ¢ 

Mr. Bonner. I think that is the figure testified to before. $78,459.31. 

Mr. Srwon. And your arrangement with the mortgagee was that the 
premium was not to be paid until some future date 

Mr. Bonner. Those were the terms, that they would pay over a 
period of years. 

Mr. Simon. And when you sold the property the purchaser gave you 
a note for the $78,000 payable when the purchaser gets the pre miums ? 

Mr. Bonner. That is correct. 

Mr. Simon. Now in the Bondale project in Norfolk, did you mort- 
gage out ? 

Mr. Bonner. Mr. Simon, I did not bring detailed information on 
any other subject, but I am in a position to generally talk about several 
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of them. In other words, when we were told to come back here, we had 
practically no notice to prepare. 


Mr. Smon. Well we asked you on June 25, 1954, about the other 


pr ojec ts. 

Mr. Bonner. That is right. 

Mr. Suwon. At that time you said you weren’t familiar with the 
figures. 

Mr. Bonner. That is right. And at that time, if you will recall, 
I asked you if we were going to be called back and you said, “I don’t 
know. I'll have to talk it over with the Senator.’ 

Mr. Srwon. We did tell you about 10 days ago that you were coming 
back. 

Mr. Bonner. No, sir. I was first notified on a Friday to be here 
on a Wednesday. But my accountant was out of town until Tuesday 
morning. 

However, I can talk generally on Bondale. 

Mr. Simon. Did you tell us on June 25 that you mortgaged out in 
every section 608 project you had, and that the aver ‘age mortgaging 
out was about 10 percent ¢ 

Mr. Bonner. I did so state. I said, “The only one I am not sure 
about is Bondale.” 

Mr. Sron, Is it true, Mr. Bonner, that you did mortgage out in 
all of them and that the average was about 10 percent ? 

Mr. Bonner. I do not know. The average may run as high as 12 
percent, and I don’t think I mortgaged out on all of them. 

Mr. Srmon. On which one did you not mortgage out ? 

Mr. Bonner. In the case of Bondale—— “ 

Mr. Stmon. Let me ask you first, You are certain you did mortgage 
out on the other six? Isthat right? 

Mr. Bonner. I am not. There is one other of which I am not cer 
tain and that is the Chamberlain Gardens job in Richmond, Va. 

Mr. Srmon. You are certain you mortgaged out on the other five 
then; is that right ? 

Mr. Bonner. Yes. 

Mr. Stmon. On Bondale, what is your recollection with respect to 
mortgaging out ? 

Mr. Bonner. The mortgage was $925,000, and that was the cost to 
the corporation. The general contractor received a fee of some 
$52,000; and, on that fee of $52,000, they reported a normal tax. 

Mr. Srmon. Who was the general contractor ? 

Mr. Bonner. Bonner Contracting Co. 

Mr. Stmon. That is your company ¢ 

Mr. Bonner. Yes, sir. 

Mr. Simon. So on that one, you bill the building for just exactly 
the amount of mortgage; is that right ? 

Mr. Bonner. That is r ight. 

Mr. Simon. What is the situation on Chamberlain ? 

Mr. Bonner. On Chamberlain, my best recollection is—and I have 
no figures with me to support it—that we just about broke even on 
the financing. 

Mr. Srxron. What do you mean by “broke even” ? 

Mr. Bonner. We may have just about borrowed out. 

Mr. Srwon. Do you mean the total cost was just equal to the mort- 
gage? 
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Mr. Bonner. It may have been because we had arranged the sale 
of the property prior to the financing, completion of construction. 

Mr. Srmon. Did you have 7 section 608 projects and mortgaged out 
on 5 of them, and on 2 of them total cost was equal to the mortgage 
proceeds, and in all of them the average was that you mortgaged out 
to the tune of about 10 or 12 percent / 

Mr. Bonner. That is my best recollection, and I think it is pretty 
close. 

Mr. Stmon. Now will you tell us the situation about a project in 
Wilmington, Del., where you got a section 608 commitment or a sec- 
tion 207 commitment and after the matter was referred to the Depart- 
ment of Justice you surrendered the commitment ¢ 

Mr. Bonner. That isn’t quite accurate. 

Mir. Simon. Well, will you tell us what happened ? 

Mr. Bonner. We received some commitments on a proposed project 
n Wilmington. In connection with those commitments, we were re- 
quired to deposit 

Mr. Suwon. What was the name of this project, Mr. Bonner ? 

Mr. Bonner. Bertram Village. 

Mr. Simon. Bertram Village in Wilmington, Del. ¢ 

Mr. Bonner. That is right. 

We were required to deposit some $2 million with the Irving Trust 
Co. as over-and-above moneys. 

Mr. Stmon. Didn’t the Washington office send a man named Jones 
up to Wilmington to check into the project ¢ 

Mr. Bonner. When we 

Mr. Stmon. Well, did they ? 

Mr. Bonner. If you will let me tell the story. I mean yes, they 
did, eventually, at my request. 

Mr. Simon. Jones went up at your request ¢ 

Mr. Bonner. Yes, sir. 

Mr. Stmon. Did Mr. Powell intercede at your request, too? 

Mr. Bonner. No, sir. 

Mr. Simon. Didn’t Mr. Powell, in effect, overrule Mr. Jones ? 

Mr. Bonner. Not that I know of. 

Mr. Stmon. Are you a long-time, intimate friend of Mr. Powell’s? 

Mr. Bonner. I know Mr. Powell in a business way. 

Mr. Simon. Isn’t he an intimate friend of yours ? 

Mr. Bonner. I wouldn’t say intimate. 

Mr. Semon. Didn't you and your wife introduce him to his wife? 

Mr. Bonner. I beg to differ. Of course not. 

Mr. Simon. That is not true / 

Mr. Bonner. That is not true. 

Mr. Simon. Wasn't your wife a long-time friend of his wife’s 
before they were married ¢ 

Mr. Bonner. Not that I know of. 

Mr. Simon. We must have been misinformed on that. 

Mr. Bonner. You must have been, sir. 

Mr. Simon. That is not true? 

Mr. Bonner. That is not true. 

Mr. Srwon. Will you tell us about this Wilmington project ? 

Mr. Bonner. In connection with the situation, as I stated before, 
we were required to put up some $2 million in cash with the Irving 
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Trust Co. as over-and-above money. Just about that time, something 
in Washington occurred. I was concerned that if investigation was 
going to be made by the people now in power—the new commission- 
ers—that I should like to have them review this case and give me a 
green light. 

Mr. Jupp. Is it a fact, Mr. Bonner, that the people who signed the 
commitment for FHA had resigned before you were ready to proceed 
with the project ? 

Mr. Bonner. That is right. 

I consulted with Mr. Ashburn, I consulted with Mr. Judd. and we 
desired that the new commissioners be given the right to review the 
situation, and reaffirm these commitments, so sometime in April we 
wrote a letter to the State director in Wilmington offering him and 
the people in Washington—the new commissioners—— 

Mr. Simon. What was the date in April, Mr. Bonner ? 

Mr. Bonner. Well, I don’t have it with me. 

Mr. Simon. Well, the date becomes important because Mr. Powell 
resigned on April 12, or was fired on April 12, whichever—— 

Mr. Bonner. I just can’t tell you now, but the letter was in the file. 

Mr. Jupp. Mr. Chairman, can’t we call a limit to these pictures ? 

Mr. Bonner. The letter is in the file of the FHA. 

Mr. Simon. And you say there was no inquiry by Mr. Jones up at 
Wilmington until after you wrote a letter sometime in April, is that 
right ? 

Mr. Bonner. Our letter in April asked them to review the situa 
tion, and subsequently to our letter asking for this review, Mr. Mason, 
or Baumann, whom we chatted with, sent Mr. Jones up for the pur 
pose of reviewing the situation. 

Mr. Srwon. You are saying Mr. Jones went to Wilmington after 
you wrote a letter in April asking for a review of the project, is that 
right ? 

Mr. Bonner. Mr. Jones may have gone to Wilmington on other 
matters, but not for the purpose of reviewing my situation until a 
time subsequent to my letter. 

Mr. Srwon. And your letter was in April? 

Mr. Bonner. Yes, sir. As a matter of fact at the time Mr. Jones 
went, Mr. Baumann, the Deputy Commissioner, told me he was go- 
ing, and I was advised to meet with Mr. Jones in the FHA office in 
Wilmington, which I did. I met him for the purpose of reviewing 
the matter, and I have talked with him since in the FHA office of 
Washington as recently as 10 days or 2 weeks ago. 

Mr. Srwon. When did you talk with Mr. Taylor of the Department 
of Justice? 

Mr. Bonner. I never talked to him. 

Mr. Srwon. Did he go up to Wilmington ? 

Mr. Bonner. I never saw Mr. Taylor in my life. 

Mr. Sron. You weren’t in Wilmington when he went up there? 

Mr. Bonner. No, sir. 

Mr. Smron. Will you go on and tell us what happened on that 
project ? 

Mr. Asupurn. May I interrupt, if the Chair please. 

I don’t know whether Mr. Bonner would know whether he, Mr. 
Bonner, was in Wilmington or not when Mr. Taylor was there. 
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Mr. Simon. At any rate, you didn’t talk to him. 

Mr. Bonner. That is right. 

Phe CoatrmMan. You did not talk to him in Wilmington ¢ 

Mr. Bonner. No, sir 

Mr. Jupp. I didn't know we were asked to be prepared on this Wil 

ington job. I have some files on this which I did not bring. 

oT “HAIRMAN, You were in the exXeculive session when we dis 
us ro many, many things with you. You did know you were going to 


be here to testify tod: iV, and you did know we were Investigating vou! 


FEA connections. It just seems to me as though aman knowing that 
would sort of review his memory or review his cases before he came in. 


Mr. Bonner. Well I think we are giving pretty fair testimony. 

Phe Cuamoman. Well, yes, we are not complaining at all You seem 
o be the one who is comp siden 

Mir. Bonner. Lam not comp ylaining, 

The CHatrMan. We are not complaining. All we want are just the 
Pacts, 

| want to ask you again, you still want your testimony to stand that 
you only knew Mr. Powell from a business standpoint and never asso 
ciated with him personally or socially, or that your wife never knew 

wife, and that you did not introduce Mr, Powell to his pre sent wife? 

Mr. Bonner. I did not introduce Mr, Powell to his present wife nor 
cid my wife introduce Mr. Powell to his present wife 

Mr. Simon. You want your testimony to stand that you only knew 

m ina business way and never associated with him socially ¢ 

Mr. Bonner. I had lunch with Powell, and | had dinner with Mr 
Powell 

Mr. Siuon. In Norfolk in your home 

Mr. Bonner. In Norfolk inmy home? No, sir. 

Mr. Simon. Where do you live ¢ 

Mr. Bonner. I live in New York, I stay there, and I stay in Florida. 

Mr. Simon. I see. You have never had Mr. Powell in your home ¢ 

Mr. Bonner. Oh, yes, he has been to my home. 

Mr. Stmon. Tlow many times ? 

Mr. Bonner. I wouldn't know, maybe once or twice. 

Mr. Simon. In New York? 

Mr. Bonner. He has dropped by, paid his respects, that is all. 

Mr. Simon. How many times, would you say ¢ 

Mr. Bonner. Maybe once or twice. 

Mr. Simon. Well, a minute ago you testified that you didn't know 
him socially atall. 

Mr. Bonner. I didn’t say——I said [ knew him well in a business way. 
l had dropped in on Mr. Powell on several OCCUSIONS., 

Mr. Simon. That is why I am bringing it up again, because T want 
to give you an opportunity to—was he ever in your home in Florida ¢ 

Mr. Bonn r. Yes, he drop ped by to say hello. 

The Cuarman. Then you really knew him a little more than in a 
business way then? 

Mr. Bonner. Well, I wouldn’t say that. It wasn't an intimate se 
ial relationship. 

Mr. Stwon. How many times would you say that he came to visit 
vou in Florida at your home ? 

Mr. Bonner. Possibly once. 
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Mr. Stmon. Possibly? 

Mr. Bonner. Well, yes. I mean I don’t recall any other drop. 
ping by. 

Mr. Simon. Did he just drop by for a social visit ? 

Mr. Bonner. That is right. 

Mr. Simon. How long did he remain ? 

Mr. Bonner. I don’t remember now. 

Mr. Simon. Did he stay overnight ? 

Mr. Bonner. I don’t recall. I don’t recall his ever staying over- 
night. I don’t know where this story emanates from that we intro- 
duced him to his wife. 

The CHarrman. Well, you would know, we wouldn’t. 
speak for themselves. He either did or he didn’t. 

Mr. Bonner. As a matter of fact, coming back to this Wilmington 
situation, the FH A admits that they made a mistake. 

Mr. Stuon. There is no doubt about that. 

Mr. Bonner. They made a mistake in their New York office. The 
person who was sent down to make a market survey made a mistake, 
they now say, and I am now withdrawing—only now, only yesterday 
we received a letter, in which they indicate that, about’ which Mr. 
Baumann has told me, and about which Mr. Jones has told me, that 
they made a mistake. 

Mr. Simon. There is no question about that. 

Mr. Bonner. And the mistake was made in New York. 

Mr. Srmon. We are trying to determine the extent to which Mr. 
Powell had anything to do with making the mistake. 

Mr. Bonner. Nothing whatsoever. 

Mr. Stmon. Or with overruling Mr. Jones? 

Mr. Bonner. I don’t know a thing about that, Mr. Simon. 

Mr. Stwon. Do you recall telephoning Mr. Powell from the Wil- 
mington FHA office ? 

Mr. Bonner. Never. 

Mr. Stmon. You never did that? 

Mr. Bonner. I never telephoned him, no. 

Mr. Srmon. Regardless of who put the call in, did you talk to him 
on the telephone ? 

Mr. Bonner. I talked to him on one occasion, yes. 

Mr. Stmon. From the Wilmington office? 

Mr. Bonner. That is right. 

Mr. Stmon. About this project? 

Mr. Bonner. Yes, sir. 

Mr. Simon. Did you complain that the Wilmington people weren’t 
treating you right? 

Mr. Bonner. No, sir. 

Mr. Simon. What did you say ? 

Mr. Bonner. I said, as I recall, that the State director had talked 
about delaying the matter and I said I thought the thing should be 
delayed a few more days. 

The Cuarrman. In your first answer you said you had never talked 
to Mr. Powell in the Wilmington FHA office and later you said you 
did. 

Mr. AsHpurn. What I understood Mr. Bonner to say initially was 
that he had not originated the call to Mr. Powell. 
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The Carman. You are going to get that technical, are you? 

Mr. Asusurn. I don’t think that is technical at all, sir, I think it 
is a matter of phraseology. 

The Cuarrman. Do you mean if I say this gentleman is going to 
eall New York and when you get them on the phone I’ll talk, that is 
not me telephoning ? 

Mr. Asupurn. I don’t understand that it was that way. I under- 
stand he was in the State director’s office when the State director 
called, or someone else in the office, and he talked to Mr. Powell. 

The Cuarrman. Well, my point is, we had to do a lot of digging to 
even get that out. The question Mr, Simon asked was “Did you ever 
talk to Mr. Powell from the FHA office in Wilmington?” And his 
answer was “No.” And then when Mr. Simon said, “Well, did you 
ever talk to him when somebody else put in the call?” then his answer 
was “Yes.” 

Mr. Asupurn. I didn’t understand it that way. 

Mr. Jupp. I thought the first question was, Mr. Chairman, “Did 
you ever call Mr. Powell ?” 

The Cuatrman. I only bring it up to show—to show that it is like 
pulling teeth here to get information out of this gentleman and we 
have to be very technical. 

We first asked if he knew Mr. Powell socially. His answer was 
“No.” Later he said he visited him at his home in New York and vis 
ited him at his home in Florida. 

Now, we want you to be perfectly frank and honest with us. I don’t 
know that it makes a lot of difference if Mr. Powell visited you 40 
times. 

Mr. Jupp. Mr. Chairman, I think the first question was whether Mr. 
Powell was an intimate friend of his. Now, two visits I don’t think 
make a man an intimate friend. 

The CruarrmMan. But he wasn’t certain. The point was that he 
wasn’t certain it was only two. He said he just thought maybe it 
was—well, I am not going to labor the point, excepting that I just 
don’t like to have to get so technical as to distinguish between the dif- 
ference between whether I put in a long-distance call or somebody 
else put it in, if I did the talking. 

That is all. I just wanted to make sure the record shows that that 
is getting awfully technical. 

Mr. Jupp. I would like the record to show that we disagree on that, 
Mr. Chairman. 

The CuarrmMan. That is perfectly all right. 

Mr. Asupurn. I believe, Mr. Chairman, when you have an oppor- 
tunity to see the record as written you will find it is exactly the way 
you are stating it. 

Mr. Srwon. Mr. Bonner, when did the FHA issue the Wilmington 
commitment ? 

Mr. Bonner. Sometime in March. 

Mr. Stmon. March 1954, is that right? 

Mr. Bonner. Yes. 

Mr. Stmon. Do you know when the matter was referred to the De- 
partment of Justice ? 

Mr. Bonner. No, sir. 
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Mr. Srwon. You did voluntarily return the commitment, didn’t 
you? 

Mr. Bonner. Yes, sir. 

Mr. Srmon. It was after it had been referred to the Department of 
Justice that you- 

Mr. Jupp. I think all he can answer, Mr. Chairman, is whether it 
was after he had any knowledge of its being referred to the Depart- 
ment. 

Mr. Stuon. When you returned the commitment, did you know the 
matter had been referred to the Department of Justice ? 

Mr. Bonner. In this way: We gave the FHA the right to review 
these commitments, because, in discussing it with Mr. Ashburn, in 
Mr. Judd’s apartment, w ith Mr. Derfine, who is now in Europe, be- 

cause of the rab amount of money we were confronted with, some 
$2 million, we w ranted them to reaffirm the commitments. 

The commitments apparently had been approved by the Commis- 
sioner, the Deputy Commissioner, and the Assistant Commissioner, 
and all of those gentlemen were no longer with FHA. 

Mr. Srmon, They were still with FHA until the middle of April, 
weren’t they ? 

I said to you earlier that it was important whether you wrote this 
letter in April before the 12th or after the 12th. 

Mr. Bonner. I can’t testify to a date that I don’t know of, sitting 
here, and I said my letter is a matter of record in the FHA. 

Mr. Srwon. You may not remember the day Mr. Powell left and the 
day Mr. Hollyday left, but I am trying to find out if you wrote the 
letter before or after they left. 

Mr. Bonner. I can’t tell you that but it was undoubtedly afterwards 
because the letter stated that these three people have been replaced or 
have been removed, or something to that effect. 

Mr. Srwon. When did you learn that the matter had been referred 
to the Department of Justice? 

Mr. Bonner. It must have been a matter of about 2 weeks after our 
letter, and the reason for that was that we were awaiting a reply, we 
were set to go ahead and close. Our attorney was preparing papers, 
or started to prepare papers. 

Mr. Stmon. How did you learn that the matter had been referred 
to the Department of Justice? 

Mr. Bonner. The FHA—it may have been longer than 2 weeks, I 
don’t recall now—returned our application fee of some $34,000 to the 
Irving Trust Co. The Irving Trust Co. of New York contended that 
FHA had a contract, and they were a party to it and they didn’t feel 
that the contract could be canceled in that fashion, and returned the 
$34,000 with a letter along those lines. 

Mr. Stmon. Let me interrupt you there. 
was canceling the commitment ? 

Mr. Bonner. I don’t know, at this time. 
Irving Trust Co. 

Mr. Srmon. I understood that you voluntarily returned the com- 
mitment. Then you consulted with Morrie Gurfein, Mr. Judd’s part- 
ner. Mr. Gurfein contacted Mr. Mason. Mr. Norman Mason? 

Mr. Bonner. Yes. 

Mr. Stwon. When did he become acting FHA Commissioner? 

Mr. Bonner. I don’t know. 
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Mr. Simon. Then that couldn’t have taken place until after Mr. 
Mason became acting FH A Commissioner ? 

Mr. Bonner. It was a matter of weeks after we had written our first 
letter in April, and Mr. Gurfein contacted Mr. Mason. Mr. Mason 
then told Mr. Gurfein that the matter was in the Justice Department, 
the legal department, because of the fact that when the $34,000 check 
was returned by the Irving Trust Co., Mr. Mason didn’t know what 
to do with the check and he referred it to the legal department. 

Mr. Stwon. Are you saying then, Mr. Bonner, that you did not 
know this had been referred to the Department of Justice until after 
Mr. Gurfein—— 

Mr. Bonner. Until after Mr. Gurfein so informed me. 

Mr. Srwon. That was after Norman Mason became acting Com- 
] ssioner ¢ 

Mr. Bonner. Thatisso. That isso. 

Mr. Srwon. Then, how long after that did you surrender the 

nmitment 4 

Mr. Bonner. Mr. Gurfein talked with the Department of Justice. 
I ive never been to the Departm« nt of Justice and I never talked 
with anybody from the Department of Justice. Mr. Gurfein talked 
th the Department of Justice the same day he talked to Mr. Mason. 
Mr. S mon. Who did he talk to at the Department, do you know? 

Mr. Bonner. I don’t know. It may have been the party you men 

ed before. 

What was that ? 

Mr. Simon. Marvin Taylor. 

Mr. Ponner. It may have been Mr. Marvin Taylor. 

Mr. Marvin Taylor, as I recall it—and I think Mr. Judd can help 
me out here—whoever it was in the Department of Justice, wanted 

agreement from us, or suggested an agreement from us, that we 
would not hold the FHA responsible or liable for any of the expense 

it-of pocket money that we had been confronted with. Mr. Gur 
fein asked me if that would be agreeable to me, despite the fact that 
those sums were substantial. And I said “Yes, that I had done busi 
ness with FHA for a period of 16 years or so, and I wanted to coop- 
erate, [ wanted the matter reviewed and if that was the way to get 
the matter honorably reviewed I would agree to signing a paper 


relieving them of any obligation that may have existed. 

Mr. SIMON. Did you know before I mentioned it this morning 
that Mr. Marvin Taylor had gone to Wilmington to check into this 
project ¢ 

Mr. Bonner. Mr. Gurfein may have told me that. 

Mr. Srmon. Just one more question. What was the occasion for 
Mr. Powell being telephoned from the Wilmington FHA office while 
you were there, and when you talked to him ? 

Mr. Bonner. I can’t recall why the State director made the call at 
this time. 

Mr. Simon. Why did you talk to him, then ? 

Mr. Bonner. There was some question involved and the State di 
rector said “Do you want to talk with Mr. Powell?” And I said, 
“Surely, I will talk with him.” 

Mr. Srwon. You don’t recall why you talked to him / 

Mr. Bonner. I don’t recall. 
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The Cuamman. Mr. Bonner, was it common knowledge—I will 
put it this way—did any FHA official or empioyee ever tell you that 
it was perfectly all right to mortgage out? That is to receive more 
money from the proceeds of a mortgage than the total cost of the 
project ¢ 

Mr. Bonner. I can answer that by reading from hearings of your 
committee in 1949, July. 

‘The Carman. That isn’t my question. You can do that in a 
nuinute but my question is, did any FHA official or employee ever at 
uny time tell you it was perfectly all right to mortgage out ? 

Mr. Bonner. No. 

The Cuairman. They did not? 

Mr. Bonner. No, sir. 

The Cramman. Did they tell you that it was wrong to mortgage 
out ¢ 

Mr. Bonner. No, sir. 

The Ciaran. Did they ever discuss it with you in any way? 

Mr. Bonner. I never discussed my personal business, my financial 
business with any employee in FHA. , 

The Cuamman. Did any FHA official or employee ever tell you 
that it was perfectly all right to use a 5-percent architect fee in your 
application and then only spend 1 percent ? 

Mr. Bonner. No, sir. 

The Cuamman. Did you do that? 

Mr. Bonner. Yes, sir. 

The Cuarrman. And the same thing is true of the builders’ fee? 

Mr. Bonner. Yes, sir. 

The Cuarrman. Did any FHA official ever ask you for any favors 
of any kind? 

Mr. Bonner. No, sir. 

The Cuamman. Did you ever give to any FHA official or employee 
anything of value ? 

Mr. Bonner. Not of value, no, sir. 

The Cuatrman. Did you ever give them anything? 

Mr. Bonner. Oh, going back, small token gifts. 

The Cuarrman. Of what value would you say, each? $10, maybe? 

Mr. Bonner. Maybe more. Not of consequence. 

The Cuarrman. How much more? 

Mr. Bonner. I can’t tell now. 

The Cuarrman. Well, would it run $50? 

Mr. Bonner. Maybe. 

The CHarrman. Do you remember to whom you gave them? 

Mr. Bonner. To various employees. The switchboard operator, 
the receptionist. 

The Cuarrman. In Washington or New York, or Richmond or all 
places? 

Mr. Bonner. In Richmond. 

The Cuareman. Would it be money or would it be gifts—— 

Mr. Bonner. Oh, no. 

The Cuatreman. A box of cigars? 

Mr. Bonner. Liquor. 

The Cuarmman. Liquor? 

Mr. Bonner. At Christmas time. 

The Cuatrman. But never anything of value beyond gifts, is that 
right? 
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1] Mr. Bonner. That is right. 

{ The Cuarrman. And maybe it would run under $50. 

° Mr. Bonner. That is right. 

~ The CuarrMan. Was it common practice for builders such as your- 


self to give gifts of the nature you describe ? 
Mr. Bonner. Yes, sir. 
The Cuamman,. On the part of all the builders? 
a Mr. Bonner. Yes, sir. 
’ The CuatrmMan. That was common practice ? 
Mr. Bonner. Yes, sir. 
The Cuarrman. And then it would amount to considerable value if 
hey all gave gifts? 
Mr. Bonner. That is right. 
e The CuatrMan. But you never had any FHA official or employee 
isk you for anything of substantial amount ? 
Mr. Bonner. No, sir. 
The CuatrmMan. And you never gave them anything of substantial 
| mount ¢ 
Mr. Bonner. No, sir. 


u The CruatrMan. Do you have any FHA officials at the moment work- 
r ing for you ¢ 


Mr. Bonner. No, sir. 

The CHamman. Former FHA people? 

Mr. Bonner. Never. 

The Cuairman. Now, you had something you wanted to place in the 


record ? 
Mr. Bonner. It is not too important. It merely deals with your 
S committee in July 1949, with respect to the 5-percent fees. 


Rather than read it to you, [ would just as soon hand it into the 
record. 
e The CHarrman. Do you wish to make it a part of the record or do 
vou care to read portions of it ? 
Mr. Bonner. I will read, for instance, what Senator Long said in 


1949, 
The CuatrrmMan. Go ahead. 
¢ Mr. Bonner. (reading) : 


I want to say right here now that frankly I believe this project was intended 
to be extremely profitable to builders, and the purpose was based on the American 
tradition that if you want to get a job done, if you will show an American busi- 
nessman where he can make a hefty profit, they will really get out there and do 
you a job. That undoubtedly has caused this country to grow the way it has. 

Then, Senator Bricker, who still sits on this committee, at the con- 
clusion of this report after talking about the builder making money— 
neidentally, in this report Senator Long and Senator Bricker talk 
about the 5-percent fee for the architect and 5 percent for builder. 

As a matter of fact, Senator Long states that in his section of the 
country the builders’ fee is 10 percent. 

And Senator Bricker winds up the hearing. He says: 

Take a hypothetical case. The only way a man could get back his total in- 
vestment would be if he submitted plans, perfectly good plans, you O. K.’d the 
plans and the cost, his cost was reasonable, you O. K. ’d that, he built the build- 
ings according to plans, according to standards and subject to your inspection. 
He is entitled to his full mortgage and if he built the building for 1214 percent 


less than the estimated cost of it, then he would have his pocket money back. 
t - . That is right. 
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Senator Bricker. If he built it for more than 12% percent below cost, he 

might have a little extra cash, and there is no way to prevent it. 
No, sir. 

Senator Bricker. That is what we tried to do, and I do not see any way 
under the sun you can do it. 

The Cuarrman. There is no question but what we want people to 
make a profit, but in this instance you were making a profit and con- 
tinuing to own the project, too. 

In other words, it isn’t clear to me how you can make a profit on 
something you still own. I can understand how you make a profit 
if you se Hl something to a third party, but it is rather hard for me to 
understand how you can make a profit on something and continue to 
own it. 

Mr. Bonner. Well, that was the practice, Senator. 

The CuarrmMan. Yes: we are discovering it was the practice, but 
were you familiar with this 19th amendment that was made here, and 
I'll read it. It says: 

Sec. 2. Title VI of the National Housing Act as amended shall be employed 
to assist in maintaining a high volume of new residential construction without 
supporting unnecessary artificial costs. In estimating necessary current costs 
for the purpose of said title, the Federal Housing Commissioner shall therefore 
use every feasible means to assure that such estimates will approximate as 
closely as possible the actual cost of efficient building operation. 

Mr. Bonner. I didn’t know about that. 

The Cuarrman. Evidently the FHA people didn’t know it, either. 
If they did, they completely ignored it. 

Thank you very much. 

Mr. Jupp. Mr. Bonner, was there not a time when the FHA 
nated the practice of builders making gifts? When was that? 

Mr. Bonner. I don’t recall. 

Mr. Jupp. Do you have copies of the Engineering News Record ? 

The Cuarrman. What is that? 

Mr. Bonner. It is merely a report on a hearing, July 19, 1949. It 
may be very interesting to the members of the committee. 

The Cuarrman. A report on the hearing of what? 

Mr. Bonner. A Senate hearing on FHA section 608. 

Mr. Jupp. This is the hearing from which Mr. Bonner read the state- 
ment. 

The Cuarrman. You would like to have this made a part of the 
record ¢ 

Mr. Bonner. Yes. 

The Cuarrman. Without objection, it will be made a part of the 
record. 

(The report referred to is as follows :) 


termi- 


[Engineering News-Record, May 20, 1954] 
608 MEANT To Be ProrrrarLe OLD SENATE HEARINGS SHOW—ComMITTEF RECORDS 
INDICATES CoNGRESS RENEWED 608 In 1949 ArreR Discusstna Prorit Posst- 
BILITIES FOR BUILDERS 


Profits made by sponsors or builders of emergency and postwar rental housing 
under the favorable terms of the now-defunct section 608 appear to be essentially 
legitimate. The question of illegality—as distinct from greed—does not arise 
unless something additional is brought into the picture in the way of collusion 
with Federal Housing Administration officials or of tax evasion. There are rea- 
sonable conclusions to be drawn from the hearings held so far by the Senate 
Banking Committee, which is investigating the housing scandals. 
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Look back at the history of section 608 : 

Congress drafted that section and voted several times to extend it for the ac- 
knowledged purpose of encouraging private investors to supply apartments for 
ar workers during the war and—more urgently—for returning veterans aftet 

e war ended. 

his section was added in 1942 to title VI (war-housing insurance) of the 

ional Housing Act. It was amended in 1946, 1948, 1949, and 1951. Congress 

wice extended 608 to a final termination date of March 1, 1950. 

Furthermore, Congress successively increased the authorized dollar volume 
f insurance mortgages under title Vl—largely to take care of section 608 insur- 

ce. When 608 first took effect, the authorization was for 800 million. By the 
me 608 expired in 1950, the total had increased to $6,650 million. 

In 1950 Congress provided that applications received at FHA field offices 

rough the expiring date, March 1, could be processed for insurance. To take 
ire of these mortgages, the 608 insurance authorization was boosted by $500 
illion. Through the closing date, there were applications for $4.5 billion of 
nsurance, to cover 612,000 dwelling units. Insurance actually was written for 
$3.4 billion on 466,000 units. 


\ look at the record: Congressional hearings of 5 years ago show clearly how 
ection 6OS was designed to operate as a profit incentive for private builders of 
irtment projects. For any builder or investor who did not know already the 
sibilities, the Senate Banking Committee hearing of July 29, 1849, for instance, 
a pretty complete course of instruction on how to make money out of a 608 
ject 
Appearing before the committee that afternoon were FHA Commissioner 
‘ranklin D. Richards and Assistant FHA Commissioner Clyde L. Powell, in 
rge of rental housing. Here are excerpts, edited and condensed for brevity, 
vhat they and the committee members discussed : 

Exploring the costs that could be included in the FHA-approved construction 
estimate for a 608 project, Senator Russell Long of Louisiana first settled the 
t that a 5 percent architect’s fee was standard. Then he went on 
Senator Lone. Now the 5 percent builder's fee here (on 608 projects) ; 

tion of the country the usual contractor's fee is 10 percent 

Mr. RicuarpDs. In 608 we break it down into the 5 percent builder’s fee and 
he overhead, which may run 2 percent to 3 percent (allowed in the estimate) 
It would be 7 percent to 8 percent, which is comparable with what we are talking 
bout, at 10 percent profit. 


in my 


* x * + . 

Mr. Ricuarps. The actual cost of construction, including the items you have 
mentioned here, varies from builder to builder. So we try to get what we esti 

ate would be the cost to the typical builder, not to the most efficient or not the 
worest builder, but to the typical builder 

Senator Lone. I have a friend who constructed one of these section 608 proj 
ects He told me that he managed to construct his project for 70 percent 
of the estimated cost Do you think it is possible, even for the most efficient 
type of builder, to actually construct his project at 70 percent of the estimated 
ost? 
Mr. Power. No, I do not think so 

Mr. Ricuarps. I do not think so 

Mr. Powe... I do not see how that is possible because we are right on top 
f local construction costs. Our figures are on the current market, not on the 
national market, what it costs in this particular community. We might be off 
2 percent or 3 percent. I do not think it would be physically possible to be oft 
anything like 30 percent 

Senator Lone. To begin with, here is your 5 percent which is allowed as a 
mtractor’s fee. That is allowed for his own effort. Actually the man is en 
itled to compensation for his effort. I would not deny him that for a moment 

Mr. PowELi, We expect him to earn that 

Senator Lone. Plus that, here is a fee of, let’s say, 4 percent that he does 

t actually have to pay out in architect's fees, There is 9 percent of it 

Mr. Powe... He might save 1 percent on his overhead 

Senator Lona. If he can save 1 percent on his overhead, that is 10 percent, 
f he can do that under the law. He already has a 100 percent loan, Is that 
not true? 

Mr. Ricuarps. He has 90 percent of cost in the way of a mortgage. The other 
10 percent of these items that you have identified here might reasonably be con 
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strued to be profit. Therefore, under this act, a builder can get the full repro 
duction cost of the structure and the land, and leave him his profit as an equity. 

Senator Lone. And if the man is a builder himself, and he does not have to pay 
an architect's fee, in effect, then he could probably, if he is more efficient than 
just the normal ordinary builder, actually have his structure completed for less 
than he could borrow on the Government-insured loan. Would that not be true? 

Mr. Powe... That is possible, it could be done. 

Senator Lone. I want to say right here now that frankly I believe this project 
was intended to be extremely profitable to builders and that the purpose was 
based on the American tradition that if you want to get a job done, if you wil! 
show American businessmen where they can make a hefty profit, they will really 
get out there and do you a job. That undoubtedly has caused this country to 
grow the way it has. 

But do you know of any other ways where a man by prudence or by care or 
by any other manner of handling his project might come below or might further 
reduce his cost in building one of these projects? 

Mr. Powe... I do not see how he could, unless our local estimate of the cost of 
the production of the structures would be far in excess of what it would actually 
cost him to build. 

Senator JoHn W. Bricker. There have been many instances like that, have 
there not? 

Mr. Powe. Not to my knowledge, sir. 

Senator Bricker. You do not know of any? 

Mr. Powe. No, sir. 

Senator Bricker. Have you investigated to find out? 

Mr. Powe... We have not made any investigation of any particular project | 
know of. 

Senator Bricker. Do you not think that would be important? 

Mr. Powe... I do not know that we would have any actual right to do so. 

Senator Bricker. It might be important to get your estimates revised. 

Mr. Powe... We do get those estimates every 30 days. 

Senator Bricker. I happen to know of something, that is the reason I men 
tion this, 

Mr. Powe... Every 30 days we make a check. 

Senator Bricker. I brought this thing up 2 years ago, the very same thing, 
and tried to write a protective section into the law. I was not very successful 
at it because it is a very difficult thing to do, to tell you the truth about it. 

Senator Lone. You do not think a man could construct a project, then, even 
if you include his own profit, for 30 percent below what the actual estimated cost 
of the project was? 

Mr. Powe... Well, Senator, if he did, I would say that our office had made a 
pretty serious error in estimating the cost of the job. It has never been called to 
our attention, and I do not see how you could miss an estimated cost on an ordi- 
nary housing project of any 30 percent. 

Senator Lone. In no event if a man is honest and he submitted you an honest 
estimate, in no event are you going to go back and make a cost accounting to see 
how much he could save and attempt to get some of that back? 

Mr. Powerit. No. We are not going to accept his estimate if we think it is out 
of line. We can take our own. 

Senator Bricker. Take a hypothetical case. The only way a man could get 
back his total investment would be that if he submitted plans, perfectly good 
plans; you O.K.'’d the plans and the cost; his cost was reasonable; you O. K.’d 
that; he built the building according to plans, according to standards and sub- 
ject to your inspection. He is entitled to his full mortgage, and if he built the 
building for 124% percent less than the estimated cost of it, then he would have 
his pocket money back. 

Mr. Powe. That is right. 

Senator Bricker. If he built it for more than 12% percent (below) cost, he 
might have a little extra cash, and there is no way you can prevent it. 

Mr. Powe tt. No, sir. 

Senator Bricker. That is what we tried to do, and I do not see any way under 
the sun you can do it. 


Mr. Bonner. Before discussing the facts of the Bon Haven Apart- 
ments in Richmond, concerning which I was questioned in private 


hearings, I want to point out to the committee that it seems to me 
unfair to hold up builders as subject to criticism for FHA projects 
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ch they constructed when all their acts were in accordance with 

HA regulations at the time and were part of a eee 
sored atid am to provide adequ: ite housing for the Nation, 

The builders, operating in conjunction with the FHA, helped the 
country to exceed all expectations in the number of housing units 
built in the postwar years. 

Natur: lly, we operated in the hope of a profit, but I find it a source 
of disappointme nt that our acts are criticised instead of praised. 

My early buil oa g experience was in the New York area. I under 
took construction in Virginia in 1942 or 1943, because I was advised 

it the demand fo r housing in Virginia was so great and so urgently 
needed that the building industry in Virginia was not in a position to 

pe with the situation 

\ recent article in House & Home for May 1954 has pointed out 

it construction under section 608 of the National Housing Act did 

t begin in volume until the administration encouraged the builders 

use it. I think the committee should have in mind this quotation 
from that article: 

the apartment boom in the late forties was financed under section 608, 

which was enacted in 1942 but was hardly used at all until about 1946 when 
sident Truman called Ray Foley, then head of FHA, to the White House, 
ded the table and wanted to know why FHA had not been able to persuade 

re builders to take advantage of its liberal terms to help ease the housing 
rtage by building rental apartments. It was at this point that FHA, ironi- 
lly enough, sent men across the Nation to point out to builders what a golden 
portunity section 608 offered them. Finally, builders and contractors got busy. 


1950, they had so many section GOS’s in the works that the back of the apart- 
t-house shortage was cracked, if not broken 
1 the committee hearings, or at least in some of the new spaper arti 


ia which have appeared, there is the implication that something is 
wrong when a builder constructs a project for less than the estimated 

ost. On the contrary, it seems to me that it evidences efficient opera- 

on by the builder 

Che statute contemplates that a mortgage commitment for a definite 
mount shall be made before construction is begun. It makes no pro- 
vision for increasing the amount of the mortgage if costs go up. 

Naturally, a responsible builder would make his cost estimate high 
enough to cover the contingencies which he might have to face. The 
best proof that my Bon Haven project, even though I const ructed it 
more economically, was worth the amount of the original estimated 

ost, is the fact that I sold it for a price substantially above the full 
FHA mortgage, a little more than a year after it was constructed. 

Another bit of h istory that is forgotte n tod: ay is that the possibi iF ity 
of “mortgaging out’ > was disclosed to C ongress in 1949, and that Cen- 
gress, nevertheless, continued the FHA program without substantial 

hange. I have quotations from the Engineering News Record on the 
subject which I think it would be interesting for the committee to 
hear. 

A look at the record—Congressional hearings of 5 years ago show clearly how 
section 608 was designed to operate as a profit incentive for private builders of 
apartment projects. For any builder or investor who did not know already the 
possibilities, the Senate Banking Committee hearing of July 29, 1949, for instance, 
gave a pretty complete course of instruction on how to make money out of a 608 
project. 

Appearing before the committee that afternoon were FHA Commissioner 
Franklin D. Richards and Assistant FHA Commissioner Clyde L. Powell, in 
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and the committee members discussed. 





Here are excerpts, edited and condensed for brevity, 


estimate for a section 608 project, Senator Russell Long of Louisiana first settled 


the fact that a 5-percent architects’ fee was standard. 


Then he went on: 


Senator Lone. Now the 5-percent builders’ fee here—on section 608 projects— 
in my section of the country the usual contractor’s fee is 10 percent. 
Mr. RicHakbds. In section 608 we break it down into the 5-percent builder's 


fee and the overhead, which may run 2 percent to 3 percent—allowed in the 
It would be 7 percent to 8 percent, which is comparable with what 
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Senator Lone. I have a friend who constructed one of these section 608 projects 
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Do you think it is possible, even for the most efficient type of builder, 
to actually construct his project at 70 percent of the estimated cost? 
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less than 


for 
not be true? 
Mr. Power! 


he could borrow on 


That is possible, it could be done 


loan. 


actually have his structure completed 
the Government-insured 


Would that 


Senator Lone. I want to say right here now that frankly I believe this project 
was intended to be extremely profitable to builders and that the purpose was 
based on the American tradition that if you want to get a job done, if you 
will show American businessmen where they can make a hefty profit, they will 


really get ont there and do you a job. 


try to grow the way it has. 


Senator Bricker. Take a hypothetical case. 


That undoubtedly has caused this coun- 


The only way a man could get 


back his total investment would be that if he submitted plans, perfectly good 
plans, you 0. K.'d the plans and the cost: his cost was reasonable; you O. K.d 
that; he built the building according to plans, according to standards and sub- 


ject to your 
the building 
have his pock 
Mr. Power! 
Senator Br 


inspection 
for 12% 
et money back. 
. That is right. 
IcKER. If he built it for more than 12% 


He is entitled to his full 


mort 


go 
S 


age, 


and 


have a little extra cash, and there is no way you can prevent it. 
Mr. Powe t, No, sir. 
Senator Bricker. That is what we tried to do, and T do not see any way under 
the sun you can do it. 


In other words, both Senator Long and Senator Bricker, who is still 
a member of this committee, recognized that an efficient builder might 


if he built 


percent less than the estimated cost of it, then he would 


percent below cost, he might 
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complete a job with cash in his pocket, and that they could not draw a 
statute which would prohibit that result and still be attractive to 
builders. 

We elected to issue capital stock in the amount of $1,000 for each of 
the 3 corporat ions although we employed in excess of $500,000 of capi- 
tal. In our opinion, using the $3,000 figure which was done purely as 
. matter of convenience, the net result to us as well as to the Govern- 
ment taxwise, was the same. 

Had we used $500 000 worth of capital, the net result would not have 
been different under the circumstances. 

In the event that the job required part of the $500,000 that was em- 
ployed, be left in the job, the capital stock would have increased to 
hat extent in order to have avoided loans to the corporations, which 
we clo not feel would have been permitted by the FHA. 

FHA required personal indemnities of the stockholders, and these 
per-onal indemnities were the equivalent of $446,000. The difference 
between the mortgage of $3,916,000 and the estimated cost of $4,362,000. 

Since we had given our personal indemnity to this extent, had the 
job required money over and above the mortgage, we would have been 
compelled to invest the required sums either in the form of capital or 
pad in surplus. 

I have prepared for the committee schedules showing the various 
tems of cons.ruction cost, and the savings which I realized over the 
FHA project analysis. 

The following are the principal elements of savings shown by those 
schedules : 

Architect’s fee (excess of FHA allowance over amount actually paid) $164,473 
Builder’s fee (work done by my organization with no fee to any out- 


side builder) : 180,450 
Interest during construction (saved by more expeditious construction 
and by employing my own capital without charging interest) 39,249 
Land (difference between my cost and FHA appraisal) —--~- Loi cuss 85,144 
Total : hacia ia 469,316 


The summary accounts for $469,316 of savings. The total left over 
from the mortgage proceeds after deducting the total cost of land, 
buildings, and interest during construction was approximately $858,- 
000. so that it will be seen that the major portion of this is accounted 
for by the items I have listed. 

It would be fair to say that the balance can be accounted for by 
avings effected by the corporations in performing much of the work 
usually performed by subcontractors. This applied to a great deal 
of the heavy work such as masonry and carpentry. In connection with 
the carpentry work, methods entirely new to the builders in the area 
as well as the local FHA office, were employed. 

For the first time in the area, roof trusses with a split-ring design 
as designed by the Timber Engineering Co. of Washington, D. C., 
which resulted in an economy on labor and materials. Plumbing 
systems were also prefabricated for the first time in the area, and the 
methods employed resulted in substantial economies. 

The highly satisfactory results obtained from the new methods 
employed were not anticipated at the time of the inception of the job. 
The corporations did take an added risk in departing from the con- 
ventional procedure of building theretofore employed. 
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In building the Bon Haven project, I had to begin with a careful 
selection of land, which involved foresight and courage on my part in 
converting to residential use property in an industrial area, and thus 
make it possible for the workers in the area to have comfortable ac 
commodations at reasonable rentals. 

An option for the purchase of the property on which the Bon Haven 
project was built was entered into on June 26, 1947, between James H. 
Scott and Mary Wingfield Scott and Bertram F. Bonner. On De- 
cember 3, 1947, title was passed to the Pike Corp. 

The Pike Corp. paid the same consideration that the Bonner option 
valled for. The cost of the property was $93,375 plus title fees and 
attorney’s fees which brought the cost up to $95,356. 

The total value of the property was listed in our applications mak. 
ing up the three projects—Pike, Lynn and Haven—as $93,000. Pike 
Corp., $47,200; Lynn Corp., $23,600; and Haven Corp., $22,200. The 
FHA valued the property on their project analysis at $180,500. 

This aaa was lying dormant and was viewed by real estate 
people as probably suitable for industrial development as it was in an 
area in which a great deal of industrial development had taken place. 
We saw the possibility of utilizing the property for a sound 608 de- 
velopment with housing suitable for the many industries in the area. 

After many weeks of negotiations we obtained the option referred 
to. In that time we made a very careful study of the area, a survey 
of the various industries and concluded that housing with a shelter 
rent of $61.50 a month would serve a need and would be successful. 
After obtaining the option, we laid out quite a few plans and sketches 
and finally on October 28, 1947, we filed our formal applications with 
the FHA. 

With the study and work we had put into the project up to this time 
and with a further analysis we made during the time of our appli 
cation, and at the time the FHA issued the commitments on November 
24, 1947, we felt that the property, having the use that we felt would 
be most appropriate, was worth in excess of $180,500 that the FHA 
had used as value. As a matter of fact, we felt certain that we could 
have sold it at a price in excess of that sum. 

The project was finally developed with 552 units and a shopping 
area. ‘The shopping are was included under the mortgage of Pike 
Corp. which also contained 280 units of the 552 total units built. The 
estimate of rent for the shopping area which the FHA made was 
$90,000. 

However, the rents obtained were in the neighborhood of $22,000 to 
$24,000. It would seem, based upon these rents, that the value of the 
shopping area would have been at least $200,000 or $225,000. 

The construction cost of the shopping area as estimated by the 
FHA was $129,000; therefore, the land devoted to the shopping area, 
probably about 1 acre, would have produced value of at least $71,000. 

We could have kept the land used for the shopping area out of the 
mortgage and built it free from FHA insurance; however, it was our 
desire at the time we filed our applications, to keep the shopping area 
under the mortgage as we felt it was much more attractive and eco- 
nomically sound from the point of view of the mortgagee as well as 


the FHA. 
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There was a total of more than 54 acres of land involved in the 
preg It is our opinion that a single-family home development 
ild have been built with four homes to the acre. This would have 
enn a total of approximately 216 homes. It is our opinion these 
iomes could have sold for $10,000 to $12,000 each. 

Using a formula of land value equaling 10 percent of sales price, 

: land value of each home would have been approximately $1,000. 
Th .e total land value on this formula for the 216 homes would have 
been $216,000. 

It is inte resting to note that the FHA’s land appraisal of $180,500 
represents 4.13 percent of the total cost of the land and buildings. 
Chose in them multiple-family building business or even in the small- 

ome building business feel safe when land cost runs from 10 to 15 
percent of tots al cost. 
(The following was later received for the record :) 


bulation made from figures and information supplied by telephone from office 
of B. F. Bonner 


ne Gardens 
ing stp we 
cl el V llage 
c Apartn ts 


ra 1 Gard le 


Potal 


tage of total mortgage proceeds which were not require d fo 
is about 11%0 percent 
Where an overage of mortgage proceeds over project costs existe 
of the erage resulted from 2 sources, which were 


Che projects were constructed without any provision for a builder’ 


Che projects did not pay full 5 percent architect’s fee which is customa 


estimate for construction costs 


ntage of approximately 11%o0 percent will be substantially reduce 
} 


chitects’ fees at 5 percent are included as project cost 

The Cuarrman. Now our next witness is Mr. Joseph Maged 
the Alley Park Homes, Bayside, N. Y. 

Mr. Magen. Please, Mr. Chairman, I am a lawyer. I want no 
publicity. 

The CHarrman. You want no photographs? 

Mr. Magen. That is right. 

The Cuarman. That is the gentleman’s privilege. I will have to 
ask the photographers to step aside because that is the privilege, I 
think, of any man to refuse to be photographed if he cares to. 

Now, will be sworn in, please. 

Mr. Maen. Yes, sir. 

The Caarrman. Do you solemnly swear the testimony you are 
about to give will be the truth the whole truth and nothing but the 
truth, so help you God? 
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TESTIMONY OF JOSEPH L. MAGED, ALLEY PARK HOMES, Mr. Ma 
BAYSIDE, N. Y. Mr. Sr 

by Mr. Mz 

Mr. Magen. I do, sir. England. 
The CHamman. Now, will you give your name to the reporter, { Mr. Sin 
your name and address. ; Mr. Ma 


Mr. Macep. Joseph L. Maged, my address is 360 Clinton Avenue, Mr. Sr 


Brooklyn, N. Y. Mr. Ma 
The Cuairman. And your business is that of a lawyer ? Mr. 5 
Mr. Macep. I am a lawyer and I am a member of the firm of Keog Mr. M. 

& Brennan. i Taylor 
The CuHairman. You are just a lawyer for the project that we are Mr. 5S 

going to check into? : Mr. M 
Mr. Macep. That is correct, sir. .I had no financial interest, nor I mean it 

did my firm have any financial interest of any kind. Mr. S1 
The Cuairman. You are just going to tell us what happened to the Mr. M 

Alley Park Homes? if Mr. 51 
Mr. Macep. To the best of my knowledge. Mr. M 
Mr. Suwon. You were an attorney for Alley Park Housing, Bay- rey, Eng 

side, N. Y? . dress, al 
Mr. Macep. My firm was. London, 
Mr. Srwon. You or your firm was attorney, were you not, for 77 Mr. 51 

Road Realty Corp., New York ? ; : Mr. M 
Mr. Macep. Yes, sir. Mr. 8: 
Mr. Simon. Who were the stockholders of Alley Park Housing citizens ! 

Corp. ? : r Mr. M 
The Cuarrman. This gentleman objects to having his photograph Mr. 'T 

taken so we will have to ask that you step aside, please. He objects Mr. Si 
to having his photograph taken. Mr. M 
Mr. Macrep. The stock of these corporations, Mr. Simon, had been Mr. § 
sold. Mr. M 
Mr. Stwon. Who were the stockholders at the time the corporations Mr.5 
were incorporated ? Mr. 
Mr. Macep. I am going to try to tell you that to the best of my it was al 
recollection. : Youa 

These two corporations, I believe, organized before these people Mr. 
planned to build a section 608. I think the stock was issued—90 per- Mr. \ 
cent of it 1 think was issued to Queens Valley Development Corp., Mr.S 
and 10 percent to John L. Turner. Now, that is my best recollection. Mr. \ 

At any rate, up to a certain point, that is how the stockholdings were. that we 
We then had to amend the certificates of incorporation to include Mr.§ 

the necessary provisions so they could qualify for section 608 mort- : Mr. \ 

gage insurance. At that time, I am quite sure, that is how the stock- : Mr.* 
holdings were. Ninety percent with the Queens Valley Develop- ; Mr. } 
ment Corp. and 10 percent to John Turner. 1 ; Mr.§ 
Mr. Srwon. At the present time the distribution of the surplus Mr. } 
mortgage money was made, who were the stockholders of the corpora- Mr. § 
tion ? mon an 
Mr. Macep, I will tell you that. When Mr. Hogue asked me yes- Mr. } 
terday I gave him this but I didn’t tell him the prior stockholdings Mr. 
because I assumed he was only interested in the terms of distribution. both ec 

The stockholders at the time of distribution were Mr. Francis Taylor, 4 Mr. | 

Jr. : Mr. § 
Mr. Simon. Where does he live ? chased 
7 50 

“i 


. 
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Mr. Macep. He lives in England. 

Mr. Simon. Why in England ? 

Mr. Macep. His business address is 10 Park Street, London. W-1. 
England. 

Mr. Stmon. Who else was a stockholder ? 

Mr. Macep. Sir Godfrey Way Mitchell. 

Mr. Staon. Where does Sir Godfrey live ? 

Mr. Macep. He lives in England. 

Mr. Stmon. Can you tell us where? 

Mr. Macep. Wilton Place, Beaconsfield, Bucks, England. 

Taylor Woodrow, Ltd., 10 Park Street, London W-1, England. 

Mr. Simon. That - a corporation ¢ 

Mr. Macip. Well, it is a timited company as they call it over there. 
| mean it is essenti: sliy a corporation as we know it here. 

Mr. Simon. And their address is 4 

Mr. Maerp. 10 Park Street, London W-1, England. 

Mr. SrMon. Any other stockholders ? 

Mr. Macep. Mr. Owen A. Aisher of Faygate, South Godstone, Sur- 
rey, England. The Faygate Investment Trust, Ltd., the same ad- 
dress, ancl Mr. John L. Turner, of Brookville Road, Brookville, 
London, England. 

Mr. Simon. How much stock did Mr. Turner own ? 

Mr. Macep. He owned 10 percent. 

Mr. Simon. And the other £0 percent was owned by these British 
citizens ¢ 

Mr. Macep. That is correct. 

Mr. Turner is a British citizen, too. 

Mr. Sruon. But he resides in this country ? 

Mr. Macep. That is right. 

Mr. } tmon. A British citizen residing in Long Island ? 

Mr. Macep. That is right. 

Mv. Simon. hat was the <« capits al stock of this company ? 

Mr. Macep. I don’t recall, sir. I didn’t have the books. I think 
it was about $225,090 for each company. 

You are talking about the authorized capital ? 

Mr. Simon. I om talking about the issued capital stock. 

Mr. Maaip. £6090 is my recollection. 

Mr. Shieow: $6,000 in each company ? 

Mr. Mae: pv. $1,000 in 77th Road, and $5,000 in Alley Park. I think 
that wes the amount issued before there was any FHA project. 

Mr. Srwon. Was any other stock issued in any company ! ? 

Mr. Macep. Preferred stock was issued to the FHA. 

Mr. Simon. $100 in eac Peete d 

Mr. Miaep. Yes. 

Mr. S'mon. Was any other stoc ke ver issued ? 

Mr. Macrp. Not tomy knowledge. 

Mr. Srv on. The total stock in both companies was $6,000 of com- 
mon and $290 of preferred to the Commissioner ¢ 

Mr. Miaep. That is the best of my recollection. 

Mr. Stmon. Are the stockholders that you gave us the same for 
both corvorations ? 

Mr. Maarp. I believe they are; yes. 

Mr. Simon. Now, the land on which this building was built was pur- 
chased by the Queens Valley Development Corp., is that right ? 

50690—54— pt. 1 46 
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Mr. Magen. That is right. 

Mr. Simon. Do you recall what Queens Valley paid for the land? 

Mr. Macep. Give me a minute while I look for that sheet here. 

The Cuarrman. We certainly will. 

Mr. Simon. While you are looking for it, the stockholders of Queen 
Valley development are also British citizens, are they ? 

Mr. Macep. They are the same people except for Mr. Turner. 

Now if you will just bear with me for a moment I will try to find 
that sheet. 

All right. 

You see, Mr. Simon, we bought—when I say “we” I mean the 
Queens Valley people bought a tract of land which I believe was about 
64 acres. They wanted to build one-family homes on it. They had 
been building through their affiliates, one-family homes in this coun- 
try since 1937 or 1938. They went to the FHA and wanted to get com- 
mitments to build one-family homes on this tract. The FHA said, 
“Oh, no. This is perfect for rental housing. We need rental housing 
badly. We won’t give you a commitment for one-family housing. You 
have to change the whole thing.” 

We had a devil of a job. We worked for over a year, I think, filing 
new maps, getting the city to close streets and let us open new streets 
and change the zoning laws, and the various requirements for build- 
ing in New York City. I think we went to every department which 
you could possibly mention that would have anything to do with it. 
We didn’t build on the entire tract. We sold part of it. I think we 
kept about half or less than half. 

Mr. Srwon. This project was built on 30 acres, wasn’t it, roughly ? 

Mr. Macep. Yes. 

Mr. Srwon. Is your own apportioned cost of the 30 acres on which 
this project was built 

Mr. Macep. When you ask about the land cost I have to tell you we 
bougbt a whole piece, you see. 

Now, the land, in proportion to the piece we built on, according to 
this statement the accountants have given me—and I must make it 
very clear, Mr. Chairman, that these accountants did not have the 
books of the corporation available when they made these up, when 
the properties had been sold and they made these statements up from 
the reports they had, worksheets they had accumulated during the 
years but I think the figures are substantially correct. 

Now, they show the bare land cost at $211,905.50 and they show a 
total cost, with the improvements, the on-site improvements required 
to be made by FHA in order to issue a commitment, a total cost of 
$399,842.11. 

Mr. Srwon. Do you know what was the FHA valuation for the 99- 
year lease ? : 

Mr. Macep. You are talking about the recapture price ? 

Mr. Stmon. Yes. 

Mr. Macep. About $623,000. I might add the assessed valuation 
I understand was greater than that. 

Mr. Stmon. The 99-year rental was based on $623,000? 

Mr. Macep. Yes. 

Mr. Srwon. Is the land mortgaged ? 

Mr. Magen. The leaseholds are mortgaged. 

Mr. Srwon. Is the fee mortgaged ? 
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Mr. Magen. I believe it has been mortgaged—no, it hasn’t. 

Mr. Srmon. The fee has not been mortgaged ¢ 

Mr. Magep. No. Lamsorry. Itisa leasehold. 

Mr. Srmon. Queens Valley leased the land for 99 years to 77th Road 
Realty Corp. 

Mr. Macep. That is correct. 

Mr. Simon. And Alley Park Housing Corp. ? 

Mr. Magen. That is right. 

Mr. Simon. Then, as I understand it, Queens Valley also loaned 
these two sponsoring corporations the money to start the building? 

Mr. Macep. They advanced the money. 

Mr. Stmon. That advance was later repaid out of the mortgage 

yroceeds ¢ 

Mr. Macep. Not to Queens Valley ; no, sir. 

Mr. Stwon. To whom was it repaid / 

Mr. Macep. It wasn’t repaid at all. There was a distribution paid 
to the stockholders of these two corporations. Part of it was repaid. 

Mr. Simon. Didn't Queens Valley get repaid to it all the money it 
advanced to start the construction ¢ 

Mr. MaGen. Oh, yes. 

Mr. Simon. That was repaid ¢ 

Mr. Macep. Yes. Surely. 

Mr. Simon. What was the total amount of the mortgage on both 
buildings? Is 1t $6,196,500 ¢ 

Mr. Magen. That sounds correct to me. 

Mr. Stmon. I am reading this from the sheet you gave me yesterday. 

Mr. Magep. Oh, have you got that? That is what I have been go 
ing crazy trying to find. 

Mr. Simon. Was the actual cost $5,874,386.62 ? 

Mr. Macep. That was the actual cost as computed by the account- 
ants on the basis that I have told you. They computed it when the 
date of the certificate of occupancy was issued and not at the date when 
the FHA figured completion could have been made. In other words, 
they could have projected the cost to the 18-month period, but they 
didn’t. 

Mr. Suwon. Does that cost include whatever sums were originally 
advanced and later repaid to Queens Valley ? 

Mr. Macep. Well, it is the cost of construction. 

Mr. Srwon. That includes everything ? 

Mr. Macep. They had advances made, and this is what they spent. 

Mr. Simon. And the spending includes repayment of the advances; 
is that right? Or is that figure after the repayment of the advances ? 

Mr. Macep. In order to build this job they got mortgage money. 

Mr. Simon. But before that they got some advances from Queens 
Valley ? 

Mr. Macep. That is right. 

Mr. Simon. And they repaid the advances out of the mortgage 
money ; is that right ? 

Mr. Macep. When they finished up, all the money advanced by 
(Queens Valley had been repaid. That is right. 

Mr. Stmon. Now, the difference on your sheet between the total cost 
and the mortgage money was $322,000 ; is that right ? 

Mr. Macep. That is right, but that does not include anything for 
builder’s fees or architect’s fees. 
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The CuatrmMan. Did they pay anything for builder’s fees or archi- 
tect’s fees? Did they actually pay anything for it ¢ 

Mr. Macep. They did not pay themselves a builder’s fee, and they 
did not pay 5 percent. 

The Cuairman. It was money never paid out. 

Mr. Macep. They did not pay 5 percent. 

Mr. Stmon. ‘The figures you have on your sheet include all the costs 
they paid to anybody for anything; is that not right 4 

Mr. Macep. That is right. 

Mr. Srmon. It doesn’t include things they didn’t pay anybody for? 

Mr. Magen. That is right. 

Mr. Stuon. Now, the $322,000 was left out of the mortgage proceeds 
after all the costs that they incurred were paid; is that right ? 

Mr. Macep. That is correct. 

Mr. Stwon. And what happened to the $322,000 4 

Mr. Macep. It was distributed to the stockholders. 

Mr. Srwon. And do you know whether the 90 percent that was 
owned by the British stockholders was remitted to England ? 

Mr. Macep. Oh, yes; they go it in accordance with their stockhold- 
ings. 

Mr. Stwon. And they subsequently, as I gather it, sold the project 
and made an additional profit of some $350,000. 

Mr. Macep. They sold it for about $350,000, yes, sir, which to my 
mind indicates very definitely they probably had a very substantial 
equity. 

Mr. Stmon. Thank you, sir. 

Mr. Macep. May I just indicate one thing, Mr. Chairman ? 

The Cuatmrman. Yes. 

Mr. Macep. Mr. Simon has been good enough to ask me how much 
they invested by way of stock. I want to point out that in FHA re- 
quirements they had to advance some $354,000—that was in addition 
to the money they invested for buying the land—and I find in my 
file a letter, for example—let me preface this remark—these people 
being British subjects, they couldn’t do what was done in most cases— 
in practically all the other FHA jobs—give their personal indemnity 
agreement. FHA wouldn’t accept them. They wouldn’t even accept 
Queens Valley indemnity agreement which had very substantial as- 
sets. So we had to supply surety company performance bond, not only 
for the outside improvements but for the work. We paid something 
like $23,000 in premiums. FHA wouldn’t allow that as an item to us. 

Now, I have here a copy of a letter which we delivered to the Sea- 
board Surety Co. in connection with the Alley Parks section—I didn’t 
find one for the 77th Road ; I imagine we must have given them a simi- 
lar letter. If I may, with your permission, read that letter. This is 
dated April 6, 1948, which is 2 or 3 days before we closed the mort- 
gage loan. 

SEABOARD SuRETY Co., 
New York. 
Re Oakland Gardens, section 1576, FHA No. 01240084. 

GENTLEMEN: Please be advised we have advanced the necessary funds to our 
associate company, Green Park Homes, Inc., in order to enable said company to 
have a cash working capital of $150,00 for use in the construction of the above 
captioned project until the completion and acceptance thereof, and that we shull 
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not demand or e¢cept repayment of any part of said funds until completion and 
acceptance of said project. 
Very truly yours, 
QUEENS VALLEY DEVELOPMENT CORP 
By Joun L. Turner, President. 

I am sure we delivered a similar letter on 77th Road but for a 
lesser amount because the project was smaller. 

Mr. Simon. In that connection I have here an application for mort 
gage insurance filed on the 77th Road Realty Corp. project, and it 
says that the sponsor Was going to put up ca h of $37,288 and other 
equity of SY17,466, or a total equity of $254,754, and I take it the fact 

: that this sponsoring corporation didn’t put anything except—was 
it $1,000 or $5,000 of capital und everyt! ing else it got Was a loan 
from Queens Valley; is that right? 

Mr. Macrep. The sponsoring corporation is (Jueens Valley in that 
application. 

Mr. Simon. It is signed by Queens Valley on behalf of 77th Road 
Realty (ol Dp. 

Mr. Macep. The 77th Road is the mortgagor corporation and not 
the sponsoring, 

Mr. Simon. That is the sponsoring corporation. 

Mr. Macep. I disagree with you. 

Mr. Simon. Who do you regard as the sponsoring corporation ¢ 

Mr. Macep. It says right on there who the sponsors are. Queens 
Valley and John L. ‘Turner. 

Mr. Simon. It says, “* * * on behalf of.” 

Mr. Magep, On behalf of the corporation that is going to get the 
money. 

Mr. Simon. If you sign something on my behalf, doesn’t that make 
it my application ¢ 

Mr. Maaep. My dear sir, I call your attention to the front of the 
application. 

(Question 1. “Name and address of sponsors: Queens Valley Devel- 
opment Corp. and John L. Turner.” 

It olives their addresses. 

The Cuarrman. How did these British subjects find out about how 
it was possible to mortgage out? Do you have any idea? How was 
it called to their attention ? 

Mr. Macep. Like anybody else. He builds a job, and he has some 
money that he didn’t spend, and he doesn’t know that when he starts. 

The Cuarrman. In the beginning, how did they happen to become 
interested in it; do you know ¢ 

Mr. Macep. I explained to you, Mr. Chairman, that when they 
wanted to build it on this land originally, they wanted to build one- 
family houses and the FHA said, “No, we need rental housing. We 
won't approve this tract for one-family houses.” 

That was their business. They had built a lot of one-family houses 
inthiscountry. This was the first section 608. 

The Cuatrman. Are they still building one-family houses? 

Mr. Macep. They are pretty much stopped, much to my regret. 

The CrarMan. Why are they stopped ¢ 

Mr. Macep. Well, they are very honorable businessmen. Mr. Taylor 
is at the head of one of the largest construction companies in England. 
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Sir Godfrey is with one of the worldwide organizations. They don’t 
fancy being called crooks and thieves because they made a profit. 

The Cramman. Has anyone called them crooks and thieves? 

Mr. Macep. Well if I can understand the English language they 
were being charged with doing something wrong because they were 
efficient in building a job and not spending every dollar that they 
borrowed. 

The Cuamman. Let me ask you something. We seem to get into 
an argument about this all the time. Do you consider that you can 
make a profit on something and still own it? How can you make a 
profit on something and continue to own it? 

Mr. Macep. How do you make profits on rents? You still own it. 
Isn’t that a profit 

The Cuatrrman. You make the income from the rents received, not 
from selling the physical property. Here is a case where these Eng 
lish people put in $3,000, wasn’t it # 

Mr. Sraron. $6,000. 

The Cuarrman. $6,000 invested capital and took out what ? 

Mr. Stmon. $322,000. 

The Cuatrman. The $322,000 was the difference between the actual 
cost of constructing this property and the proceeds of the mortgage. 

Your position is that that is a profit. My position is that it is not 
a profit, because they continue to own the physical property and the 
three hundred and some thousands was still owing on the mortgage. 
But yet they take it out in the form of dividends. 

Had they left it in the corporation, or had they applied it on the 
mortgage, which I think they should have done—but no, they take it 
out, stick it in their pockets, FHA sits there then—all FHA has be- 
hind that mortgage is $6,000 and the building. 

Like the gentleman from New York, Mr. Levitt, testified yesterday, 
and freely admitted that he was the biggest and best builder in the 
United States, he had 4 projects, 2 in New York, 2 in Norfolk. On 
three of them he mortgaged out and made a lot of money. One of 
them he testified he made $5 million on. One of them went sour. He 
handed the sour one back to FHA, just like your people would have 
handed it back to FHA had it gone sour, and they would have lost 
$3,000 only. 

Mr. Stmon. $6,000. 

The Cuarrman. They would have lost $6,000. 

You can’t make a profit on something and continue to own it. If 
you can, I wish you would tell me how to do it. 

Mr. Macep. I feel very honored that you should ask my humble 
opinion; but, if you wish it, Mr. Chairman, I shall be very glad to 
state it. 

In the first place, I take very, very strong exception to your position 
that they only invested $6,000. I have just read to you, sir, that they 
put in, just on this job, with the surety company, they advanced 

The Cuarrman. Of course they did, we don’t deny that, but it was 
a loan and was repaid back to them out of the proceeds of the mort- 
gave, Soit was not invested capital. 

Mr. Macep. As I understand the building—— 

The Cratrman. I have no objection—we wouldn't possibly be here 
today had this amount been invested capital, but the point is it wasn’t 
invested capital. And my position is that this $300,000 they took out 
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and put in their pockets should have gone to reduce the mortgage be- 
ause the Federal Government is guaranteeing that mortgage, you 
see. That is what we are complaining about. 

Mr. Macep. Mr. Chairman, in the first place, that is not the way the 
real-estate business is conducted. There is nothing about section 608 
that makes it sui juris. 

[t is not any different than any other real-estate transaction. When 
they completed the project they did all they were required to do for 
FHA or anybody else. FHA is a paid insurer. FHA is not giving 

nybody any charity. ‘They have made a tremendous profit since it 
was formed. When they completed the job they had risked some 

700,000 until it was completed. When they were comple ted they had 
seal their work. If there was any balance there, they didn’t have to 
pay it on the mortgage. That wasn’t part of the deal, that wasn’t part 
of the law, and it is unfair to say they should have done it now. If 

hat had been the requirement, they would never have done it. ‘They 
wouldn’t take the risk and then have to pay back the difference. 

The Cratrman. If they hadn’t had an idea that they could mort- 

gage out and get back more money than they put in or at least 
equal amount, they wouldn’t have gone into these projects at all. 

Mr. Macep. I think there were 7,608 projects built in this country 
and only about one-fifth or less mortgaged out, I think. 

The Cuarrman. Of course you don’t know and neither do we. That 
is what we are finding out. Those we do know about, of course, are 
those who filed tax returns and went after dividends, but we are find 
ing many cases now, of course, where they just keep the money in 
the corporation and are loaning it to themselves with or without 
interest. 

For example, these people put in their application a 5 percent build 
er’s fee and a 5 percent architect’s fee. 

Mr. Magen. The $322,000 represents about 5 percent. They were 
entitled to a builder’s fee of 5 percent at least, weren’t the sy? 

Mr. Stuon. How much was the architect’s fee they paid? 

Mr. Macep. I don’t know. I suppose it was the usual fee they were 
paying 114 or 184 percent. The architect didn’t do supervision—just 
drew the plans. 

Mr. Srwon. The reason | ask that, they originally filed these ap- 
plications in 1947, I believe, and then they filed amended applications 
in 1948, 

Mr. Maaep. That is right. 

Mr. Stwon. In the meantime, Congress had changed the law, and on 
December 27, 1947, Congress passed an amendment to the act which 
the Senator read a minute ago, which said: 

In estimating necessary current costs for the purpose of said title, the Federal 
Housing Commissioner shall thereafter use every feasible means to insure that 
such estimates will approximate as closely as possible costs of an efficient builder. 


And yet when they filed the amended application in 1948 they still 
put in 5 percent architects’ fees which they knew wasn’t the actual 
cost. 

Mr. Macep. I think I could give you the answer, but I won’t do it on 
the record. 

The Cuamman. Well, thank you very much. 

Senator Lenman. May I ask a question ? 
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The CuamrmMan. Senator Lehman. 

Senator LeumMan. Can you tell me what was the actual cost ¢ 

Mr. Macep. The actual cost was $6.874 386.62. 

Now may I point out, sir, as I have testified, that this was the actual 
cost to the date of completion, not to the date when the FHA figured 
we would finish the job which would have been 5 or 6 months ‘later. 
When you project that out, you find that the FHA estimates are actual 
costs, taking 18 months to complete, it is practically identical, 

Senator Lenman. What was the mortgage? 

Mr. Macep. The mortgage total $6,196,500. 

Senator Leman. So there was an apparent profit of $ 

Mr. Magen. Yes. 

Senator Leaman. Now in this cost of $5,874,000, was there included 
an item for builder’s fee ? 

Mr. Magen. No, si 

Senator Lenman. There was not ? 

Mr. Magen. No, sir. 

Senator Leuman. Who did the actual building? 

Mr. Macep. Queens Park Homes which was an affiliate corporation. 

Senator Lenman. If you had-—this is a point which I have raised 
several times before because it disturbs me—that is, as to the inter- 
pretation, the propriety of the builder’s fee. 

If, instead of doing it through this company which was an affiliated 
corporation, you had engaged a builder, how much would you have had 
to pay him? 

Mr. Macep. You probably would have had to pay him 10 percent, 
and that would have been $600,000. 

Senator Lenman. Assuming you only would have had to pay him 5 
percent 

The Cuarrman. We have to keep the record straight there. You did 
take out of this project a lot of costs for superintendents and salaries 
and expenses of the building of the building? 

Mr. Magen. So does every builder. 

The Cruairman. Had you paid a builder to have done the job, he 
would have paid those expenses? 

Mr. Macep. Yes, but you are paying a fee on top of that if you do 
it on a fee basis. 

The Cnuairman. But you must remember they were working for 
themselves and they continue to own the project. It was their proj- 
ect. Why should you pay them for working on their own project ? 
It was their own project. They own the physical thing when it is 
finished. 

Mr. Macep. Mr. Chairman, may I ask you this: If they had known 
it was wrong that they should make 5 percent, they would have hired 
a builder and let him have the headaches and they wouldn’t have to 
come here. 

The Cuatrman. We are not necessarily taking the position that it 
is wrong. We are trying to point out to the American people and to 
all concerned how millions and millions of dollars were made in so- 
called windfall profits, and we are trying to find out how we should 
change the law. Whether it is a good thing or not. We are making 
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up the money for FHA. If there are a lot of them going sour they 
will be taxed in the future to make good because there are billions 
and billions of dollars involved. 

Mr. Macep. I pointed out that we sold the property for about $350,- 
000 after it was built—the stock in it—which to my mind is conclu 

ive proof that it had an equity above the mortgage. 

Senator Leuman. What I was getting at is that if they had paid 5 
percent to a builder, that would have been about equivalent to the 
8329000. 

The Cuarrman, If they made 10 percent it would have been twice 
that amount. 

Senator Lenman. The reason I raised this in a number of cases is 
that I think that is a question that the committee will have to con- 
sider very carefully. Whether, simply because a man does his own 
work and does not employ a builder, he should be blamed or criticized 
for apparently doing something that wasn’t e thie al. 

The Cuatrman,. Let me say this: We wouldn’t be concerned about 

at all, if these ie were endorsing and guaranteeing these 
mortgages. We wouldn’t be worried about it at all. These people 
took out $322,000. Had they gone to FHA and said, “Now, if this 
project ever goes sour, we will refund you $322,000,” we wouldn’t be 
concerned at all. But when they got all through with this project, 
all they had invested was $6,000. And the only thing FHA had be- 
hind this mortgage—and they guaranteed it 100 percent—that is 100 
percent of the amount of the mortgage—was $6,000 in this corpora- 
tion, plus the building, and not even the land in this instance because 
they rented the land with a 99-year lease. That is all the Government 
had behind it. Had they put the $ 322,000 in the bank account and 
kept it in there until suc h time as the mortgage was paid off, no one 
could object at all. 

Here they are making a profit on that which they continue to own, 
and they are passing it on to the—if it goes sour, they are passing on 
00 percent of the responsibility, other than the buildings, to the Fed 

eral Government. 

They take the position that ~ re have been very few repossessions. 
! think that is a true statement, but there might well be in the future, 
billions of dollars worth—it might well be—we hope not but it might 
SO develop. 

Senator Lenman. I want to point out just this one thing for the 
record: If the cost had been greater than the mortgage, the actual 
cost, or if the thing had gone sour, they would not have recouped that 
money, so that $150,000 was at least to that extent at the risk of the 
business. 

Mr. Macep. That was only on the one project. I can’t find the let 
ter on the other. It was probably about half of that. 

The Cuatrman. Thank you very much, we appreciate it. 

Mr. Macep. Thank you. 

Senator Payne (presiding). Mr. W.S. Banks. 
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TESTIMONY OF W. S. BANKS, UNIVERSITY CITY AND HUNTINGTON 
APARTMENTS, ARLINGTON, VA., ACCOMPANIED BY JAMES M. 
ERNEST AND SOLOMON GROSSBERG, COUNSEL 


Senator Payne. Mr. Banks, will you be sworn in, please. 

Do you solemny swear that the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth so help you 
God? 

Mr. Banks. I do. 

Senator Payne. State your name and address for the purposes of 
the record. 

Mr. Banxs. William S. Banks, 3600 Dunlop Street, Chevy 
Chase, Md. 

Mr. Stmon. Would you also give the names of your counsel for the 
record. 

Mr. Banks. James M. Ernest, 1000 Woodward Building, Washing- 
ton, D.C. 

Mr. Grossrerc. Solomon Grossberg, 729 15th Street, Washing- 
ton, D.C. 

Mr. Ernest. The subpena which was directed to Mr. Banks re- 
quires that he produce copies of the audits of the corporate books 
and records of the University City, Inc., whereas the name of the 
corporation is “apartments.” IT assume that is a typographical error. 

Mr. Srvron. Either that or a mistake. 

Mr. Ernesr. In any event we have produced the records as re- 
quested and Mr. Banks is ready to testify. 

Mr. Srwon. Are you associated with the Huntington Apartments 
project in Virginia ? 

Mr. Banks. Yes. 

Mr. Stmon. Where is that project located ? 

Mr. Banks. On Huntington Avenue, Fairfax County, Va. 

Mr. Stmon. Who acquired the land on which the project is located ? 

Mr. Banks. The land was acquired under option in 1946, a part of 
it by Huntington Development Co., and part of it by Huntington 
Market Place, Inc. 

Mr. Sruon. Who were the stockholders in those corporations? 

Mr. Banks. George Ford, 150 shares; W. S. Banks, 105 shares, and 
Howard Everhard, 45 shares. 

Mr. Stuon. Is that true of both corporations ? 

Mr. Banks. Yes. 

Mr. Srwon. What was the cost of the land? 

Mr. Banks. To whom? 

Mr. Stmon. To these two corporations ? 

Mr. Banks. One portion of it was $3,600. The other portion was 
$22,344. They installed the improvements, which they paid for them- 
selves in the amount of $9.239.81, plus another portion of $9,720, so 
the actual cost was $44,903.81 to these corporations. 

Mr. Srwon. Did the corporations sell the land to the section 608 
sponsor corporation ? 

Mr. Banks. They did. 

Mr. Srwon. At what price did they sell it ? 

Mr. Banxs. $45,000. 

Mr. Stwons. What was the name of the sponsoring corporation ? 

Mr. Banks. Huntington Apartments, Inc. 
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Mr. Simon. Did you or any of your associates make any profit on 
the sale of the land to Huntington Apartments? 

Mr. Banks. From the figures it would appear we lost a little money 
because we charged no interest and the difference in the cost price and 
the money paid tor improvements is less than $100. 

Mr. Suwon. Are you saying, then, that you did not make a profit on 
the sale of the land ¢ 

Mr. Banks. We did not. 

Mr. Simon. Who were the shareholders in Huntington Apartments ? 

Mr. Banks. The same as I gave you a moment ago, Ford, Banks, 
and Everhard. 

Mr. Simon. And in the same proportion ? 

Mr. Banks. That is right. 

Mr. Sraon. What was the amount of the mortgage ? 

Mr. Banks. $570,000, 

Mr. Simon. Who constructed the building ? 

Mr. Banks. Banks & Lee, Inc. 

Mr. Stmon. Who are the stockholders of Banks & Lee, Inc? 

Mr. Banks. W.S. Banks. 

Mr. Stmon. Youown all the stock ? 

Mr. Banks. That is right. 

Mr, Stwon. What was the contract between Huntington Apart- 
ments and Banks & Lee for the construction of the project ? 

Mr. Banks. Cost plus a fee of 5 percent for the construction work. 

Mr. Srmon. And what did the 5 percent turn out to be? 

Mr. Banxs. I can’t see these papers on account of the lights. 

Mr. Simon. It would be about $26,000, wouldn’t it ? 

Mr. Banks. That would be approximately correct. 

Mr. Simon. So that your company agreed to construct this project 
on a contract of cost plus a fee of about $26,000 ? 

Mr. Banxs. That is correct. 

Mr. Srwon. And what was the cost of the project ? 

Mr. Banks. $495,288.86. 

Mr. Stmon. Does that include your fee ? 

Mr. Bangs. Yes. 

Mr. Simon. And was the total cost of Huntington Apartments, of 
the building and the land, approximately $540,000 ? 

Mr. Banxs. The total cost including the land was $495,288.86. 

Mr. Stmon. That figure included the land ? 

Mr. Banxs. That is correct. 

Senator Payne. That includes the builders’ fee ? 

Mr. Banxs. That is correct. 

Senator Payne. Was any distribution made to stockholders of the 
difference between the cost and the mortgage ? 

Mr. Banks. Yes. 

Senator Payne. And how much was that? 

Mr. Ban«s. Well, the difference between the cost and the mortgage 
was $74,711.14. 

Senator Payne. How much of that was distributed to the stock- 
holders? 

Mr. Banks. We distributed in May 1950, $80,100. 

Mr. Stason. Was that $80,000 distributed to the stockholders in pro- 
portion to their stock ownership ? 

Mr. Banx«s. That is right. 
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Mr. Srmon. And that $80,000 distribution represented, in part, the 
difference between the cost of the land and buildings, and the proceeds 
of the mortgage ? 

Mr. Banks. That is correct. 

Mr. Simon. In addition to your share of that $80,000 distribution, 
you received a $26,000 fee for building the building ? 

Mr. Banks. The corporation did. 

Mr. Stmon. Your corporation ? 

Mr. Banks. That is correct. 

Mr. Srwon. And you own all the stock in the corporation ? 

Mr. Banks. That is correct. 

Mr. Srwon. Have there been any other dividends paid since the 
$80,000 dividend ¢ 

Mr. Banks. Yes, there is another distribution of dividends in 1952, 
of $15,000, 

Mr. Simon. And that I assume also was paid in proportion to the 
stock ownership ? 

Mr. Ban«s. That is right. 

Mr. Stmon. Now going to University City Apartments, where is 
that located ? 

Mr. Banks. That is located at University Lane and Riggs Road, 
in Prince Georges County, Md. 

Mr. Stmon. Do you and your partner still own the Huntington 
Apartments project ? 

Mr. Banks. Mr. Ford sold his share to a Mr. Abrahamson. 

Mr. Simon. You still own your interest ? 

Mr. Banks. Yes, sir. 

Mr. Stwon. The University City Apartments are three corpora- 
tions? 

Mr. Banks. That is correct. 

Mr. Stwon. Who are the stockholders ? 

Mr. Banks. The stockholders are W. S. Banks, 150 shares, com- 
mon stock; Jolin M. Walton, 75 shares, common stock; and R. Webster 
Ross, 75 shares, common stock. 

Mr. Srwon. You own 50 percent and each of the other two, 25 per- 
cent ¢ 

Mr. Banks. Each of the three corporations is held the same way. 

Mr. Sion. And you own 50 percent in each and the other two own 
25 percent in each? 

Mr. Banxs. That is right. 

Mr. Suwon. What is the capital of each of these corporations? 

Mr. Banks. They were each formed with 300 shares of common 
stock at no par value. 

Mr. Staon. How much was paid for that stock ? 

Mr. Banks. $1 per share. 

Mr. Smron. Each had $300 of capital plus the $100 of Commis- 
sioner’s preferred stock ? 

Mr. Banks. That is right. 

Mr. Somon. What was the capital of Huntington Apartments in 
Virginia ? 

Mr. Banks. What was that, now? 

Mr. Ernest. The capitalization of Huntington. 

Mr. Banks. 300 shares of no par value. 

Mr. Stmon. And $100 of preferred stock ? 
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Mr. Banxs. That is right. To the best of my knowledge the 300 
shares is correct and to the best of my knowledge we issued it for $1 
per share. 

Mr. Stmon. Going back to University City, who acquired the land ! 

Mr. Banks. The land was acquired from University City, Inc. 

Mr. Stwon. Who were the stockholders of University City, Inc.? 

Mr. Banks. I don’t know, but I believe Mr. Walton and Mr. Ross 
owned a portion of the stock. 

Mr. Stwon. You had no connection ? 

Mr. Banks. No connection whatever. 

Mr. Simon. How much did the sponsoring corporations pay for the 
land ¢ 

Mr. Banks. For the raw land, $26,260, $29,290, and $24,846. I will 
have to give youa total. 

Mr. Simon. Approximately $80,000. 

Mr. Banxs. That is correct. 

Mr. Simon. Do you know what Mr. Walton and Mr. Ross paid 
for it? 

Mr. Banks. I have no idea. 

Mr. Stmon. You don’t know whether they made a profit on the 
sale of the land to the sponsoring corporation 4 

Mr. Banks. I have no idea. I know they held it for a number of 
years. 

Mr. Srwon. What was the amount of the mortgage on the 3 build- 
ings, or for the 3 corporations? 

Mr. Banks. $2,522,400. 

Mr. Simon. Who built the buildings? 

Mr. Banks. Banks & Lee, Ine. 

Mr. Simon. That is the same company that you are the sole stock- 
holder of ? 

Mr. Banks. That is right. 

Mr. S:mon. What was the construction contract ? 

Mr. Banks. The construction contract was with William S. Banks 
and John M. Walton, and R. Webster Ross. They then sublet it to 
Banks & Lee, Inc. 

Mr. Simon. What was the construction contract between the spon 
soring corporation and you three as individuals ? 

Mr. Banks. Cost plus a fee of $130,000. 

Mr. Simon. Is that for the three projects? 

Mr. Banks. For the 3 projects, plus 500 shares of second preferred 
stock in each corporation. 

Mr. Stwon. What was the contract between the three individuals 
and your corporation ¢ 

Mr. Banks. Cost plus $110,000. 

Mr. Stmon. So that the three individuals made a profit of $20,000 
cash, and the 500 shares of preferred stock, in the subletting of the 
contract ? 

Mr, Banks. That is correct. 

Mr. Stmon. What was the cost to the 3 corporations, of construct 
ing the project ? 

Mr. Banks. The total cost was $2,326,826.59. 

Mr. Simon. Does that include the cost of the land? 

Mr. Banks. Yes. 
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Mr. Spon. Was a distribution made of the difference between the 
cost and the mortgage ¢ 

Mr. Banks. Yes, 

Mr. Srwon. How much was that distribution ? 

Mr. Banks. The second preferred stock was redeemed at par value, 
which is $150,000, and section 1 bought the stock of sections 2 and 3, 
for $150,000. 

Mr. Simon. Therefore, out of the proceeds of the mortgage, and 
over and above the cost of construction, you and your two partners 
each received $300,000 from the sponsoring corporation, is that right ? 

Mr. Ernest. No; that is incorrect. 

Mr. Srwon. Didn’t you get $150,000 on the preferred stock—— 

Mr. Banks. We got $300,000 between the 3 of us. 

Mr. Stmon. I didn’t mean that you each got $300,000. 

Mr. Ernest. That is correct. 

Mr. Stwon. In addition to the $300,000, the 3 of you received $20,- 
(09 in cash in connection with the subletting of the contract? 

Mr. Banks. That is correct. 

Mr. Sruon. So it would be a total of $320,000 and in addition your 
construction company received a $100,000 fee for constructing the 
building? 

Mr. Bans. That is correct, 

Mr. Srwon. Have there been any other dividends paid there? 

Mr. Banks. No, sir. 

Mr. Srmon. In both these projects the land was sold to the spon- 
soring corporation, wasn’t it? There is no leasehold arrangement? 

Mr. Banks. They were both sold. 

Mr. Srwon. Thank you, sir. 

Senator Payne. Dr. Daniel Gevinson. 

Doctor, will you raise your right hand and be sworn. 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Dr. Grvinson. I do. 

Senator Payne. Will you state your name and address for the pur- 
poses of the record ? 


Dr. Gevrnson. Daniel Gevinson, 25th and North Bay Road, Miami 
Beach, Fla. 


TESTIMONY OF DR. DANIEL GEVINSON, WASHINGTON CIRCLE 
APARTMENTS IN WASHINGTON, D. C., ETC. 


Mr. Suwon. What city did you say ? 

Dr. Grvinson. Miami, Beach, Fla. 

Mr. Srwon. Have you been a resident of the District of Columbia? 

Dr. Grevinson. Up until 8 months ago; until last September. 

Mr. Srwon. I believe you were a dentist here in the District until a 
couple years ago ? 

Dr. Gevinson. Yes, sir. 

Mr. Stmon. When did you give up your dental practice? 

Dr. Gevinson. Well, I actually sold my office—I believe it was 
1950-51. 

Mr. Suwon. Where was your office in the District ? 

Dr. Gevinson. It was in the Park Lane Apartments. 
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Mr. Srwon. Where was that ? 

Dr. Gevinson. That is at 2lst and I. No, it is 23d and I. 

Mr. Stmon. Could you speak either a little closer to the microphone 
‘a little louder? It is difficult hearing you. 

When did you first become interested in section 608 projects ? 
Dr. Gevinson. In 1947-1946 and 1947. 

Mr. Simon. | believe your first was the Washington Square—— 
Dr. Gevinson. Washington Circle. 

Mr. Simon. ‘The Washington Circle project ? 

Dr. Gevinson. Yes, sir. 

Mr. Srwon. Where is that, Doctor ? 

Dr. Gevinson. At 2430 Pennsylvania Avenue NW. 

Dr. Simon. How much was the FHA commitment there ? 

Dr. GEVINSON. $2.343.300. 

Mr. Srwon. Who constructed the project ? 

Dr. Gevinson. Charles H. Tompkins Co. 

Mr. Simon. How much did they charge for doing it ? 

Dr. Grevrnson. $155,000. 

Mr. Simon. Do you mean cost plus $155,000 ? 

Dr. Gevinson. Yes, sir. 

Mr. Simon. What did that turn out to be? 

Dr. GEVINSON. $2,293,439.99. 

Mr. Stmon. Does that include the cost of the land, Doctor? 
Dr. Gevinson. Yes, it does. 

Mr. Simon. Now, the Charles H. Tompkins Co. helped you to 
finance—— 

Dr. Gevinson. Lam sorry. That was $2,393,000. 

Mr. Simon. Which is $50,000 more than the mortgage? Is that 
right ¢ 

Dr. Gevrinson. Yes, that is right. 

Mr. Srvon. Now, did the Charles H. Tompkins Co. help you to 
finance that project ¢ 

Dr. Gevinson. They advanced the necessary closing moneys and also 
the moneys necessary to pay the mortgage on the land—the existing 
mortgage on the land. 

Mr. Srmon. At the time you filed the application for the section 608 
mortgage on this project, what was your net worth ¢ 

Dr. Gevinson. Well, I don’t remember, I had Mr. Savage—he told 
me he sent in a financial statement, I believe. 

Mr. Simon. The subpena called for two financial statements, one 
in the period of 1947-48, or 1949, and the second one as of December 31, 
1953. 

We received the latter one, Doctor, but we never received the earlier 
ones. 

Dr. Gevinson. Mr. Savage told me he had sent in the earlier one. 

Mr. Sumon. The earliest one he gave us was December 31, 1951, but 

we also wanted to know what your net worth was in the 1940’s when 
you started into the section 608 projects. 
’ Dr. Gevrnson. Iam sorry. I didn’t get the subpena. I was called 
by someone from your office. I was up in Syracuse. If I had known 
you wanted 1947, I would have brought it. I will be glad to have 
Mr. Savage give it to you. . 

Mr. Srwon. On June 22, 1954, you were present in an executive 
session ¢ 
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Dr. Gevinson. Yes, sir. 


Mr. Srmon. Do you recall that at that time I asked you about your 


net worth at the time this project was started ? 

Dr. Gevinson. Yes, sir. 

Mr. Stmon. And as I recall it you said it was not over $50,000; is 
that right ? 

Dr. Grvrnson. I was really guessing. I am still guessing. I don’t 
know because I haven’t been in Washington since that day. I left 
that day. I would be very happy to very specifically give you any 
information that you might need. 

Mr. Stmon. Did you tell us on June 22 that it was not over $50,000 
in 1947? 

Dr. Grvrnson. I think I said I thought it might be that but I think 
I also said I wasn’t sure at all. 

Senator Payne. Well, let me ask this, Doctor. 
did you own in 1947? 

Dr. Gevinson. I owned the parking lot at 19th and I. 

Senator Payne. What did you pay for that? 

Dr. Grvinson. I think that was about $45,000 or something like 
that. 

Senator Payne. And did you own a home here ? 

Dr. Grvinson. Yes, I own a home at 3243 Military Road NW. 

Senator Payne. What was that valued at ? 

Dr. Gevinson. Well, it cost me $12,000 but I value it around $17,000 
or $20,000, something like that. 

Senator Payne. $20,000 would be a fair figure ? 

Dr. Grvrnson. I think so, 

Senator Payne. You had an office, you had equipment and so forth, 
in your own permanent dental office ? 

Dr. Gevinson. Yes. 

Senator Payne. What would you estimate that would be? 

Dr. Grevinson. I would say maybe around $15,000, something like 
that, Iam not sure. 

Senator Payne. Did you have any stocks and bonds? 

Dr. Gevrnson. I think I had some government stocks. 

Senator Payne. How much, about, would you say ? 

Dr. Grvrnson. It is hard to say. 

Senator Payne. I mean approximately. 

Dr. Grevrnson. It would be purely a guess. I really wouldn’t know. 

Senator Payne. Was it a substantial amount or was it a minor 
amount ? 

Dr. Grvrnson. TI don’t think it was too substantial. I think it was 
several thousand dollars but I don’t know exactly. 

Senator Payne. Would it be $2,000. $5,000, or $7,000? 

Dr. Grvtnson. It might have been between $3.000 and $5,000. T 
just exactly don’t recall. I might have had more. In other words, 
I could get the statements and let you know very accurately. 

Senator Payne. Were you carrying a substantial bank balance at 
that time, in cash ? 

Dr. Gevrnson. I think I was. 

Senator Payne. Would you have any idea how much that was? 

Dr. Grvinson. As I said these figures are purely guesses. They 
could be as wrong as anything. If you would let me, I would like to 
give you the actual statements which would be accurate because when 
I tell you now I just don’t know the answer. 
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Senator Payne. Did you have much in the way of mortgage against 
the land that you had bought and the home that you owned 

Dr. Grvrxson. Well, I really don’t recall now. In other words, I 
would rather not tell you something that isn’t true. T mean 

Mr. Stmon. One thing, as I recall it, you borrowed some money from 
your mother and father to buy this piece of property, didn’t you? 

Dr. Gevinson, That is right. 

Mr. Stmon. And you owed that ? 

Dr. Gevinson. Well, there was no note. 

Mr. Simon. The Tompkins Co. financed this project for you, is that 
right ? 

Dr. Gevinson, That is correct. 

Mr. Stmon. Now, in addition to paying the Tompkins Co. the charges 
that they made for this, did you pay anything to the individuals to 
induce them to finance the project for you? 

Dr. Grvinson, No. The $155,000 was the entire sum paid to the 
Tompkins Co. 

Mr. Stmon. Did you ever give any money or shares of stock to Mr. 
Tompkins’ son, in consideration of his having persuaded his father 
to finance the project for you ¢ 

Dr. Gevrnson. No. 

Mr. Srmon. You didn’t ? 

Dr. Gevinson. No, sir. You are talking about Washington Circle? 

Mr. Stmon. I am talking about all the projects. 

Dr. Grvinson. Now, in the Westchester House in Fort Worth, Tex 
it wasn’t a question of giving. At the forming of the corporation, the 
original stockholders there were Francis M. Tompkins, 10 percent ; 
myself, I think 6714—well, I will give you—I mean—for instance 
well Francis Tompkins got 10 percent at the beginning of the cor- 
poration. It wasn’t an inducement, it was part of the agreement. 

Mr. Stwon. You had a total of six projects, I believe ? 

Dr. Gevinson. Yes, sir. 

Mr. Stmon. And the Tompkins Co. or the Tompkins family were 
helpful to you in one way or another in all of them, is that not right? 

Dr. Gevinson. Yes, sir. 

Mr. Suwon. Now, after they were constructed, you gave what for 
the moment we will call the Tompkins group, $180,000 in either cash, 
land, or stock, is that right ? 

Dr. Gevinson. Well, that was during construction. I think if you 
will remember, as I explained, actually $40,000 of it —I mean $25,- 
900 and $16,000, I think—#41,000 was actually cash. Then, in order 
to obtain loans from Mr. Tompkins, in order to pay off obligations 
which I had accrued during this development of the project to other 
individuals, like Mr. Wiley and Mr. DeFabio, he loaned me $85,000. 
For that $85,000 loan, I gave him 121% percent of the stock of the 
Westchester, so by that method he got 1214 percent of the stock in the 
Westchester, for a private loan to pay off private obligations. 

Mr. Strwon. Well, Doctor, the money we are now talking about. or 
the money and property totaling $180,000 was in addition to repaying 
any moneys you had ever borrowed from the Tompkins group, isn’t 
that right? 

Dr. Grvinson. Well, yes, but one thing I think you should keep 
clear for the record and for your own information is that this cash 
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that I gave Mr. Tompkins and the stock I gave him was for private 
loans. In other words, it was for moneys loaned to me as an indi- 
vidual and actually as I said, $85,000 of it was, you might say, not 
in direct investment in the projects, themselves. 

Mr. Sumon. I so understood and want to make clear that he per- 
sonally, and the company, both, helped you, personally, finance these 
projects. 

Dr. Grvinson. That’s correct. 

Mr. Simon. And, in addition to repaying him all the advances? 

Dr. Grvinson. That’s correct. 

Mr. Suwon. You gave them cash and property, valued at $180,000? 

Dr. Grvinson. That I valued at that, that’s right. 

Mr. Simon. Part of that went to the Tompkins Co., is that right? 

Dr. Grvrnson. I believe all of that did. 

Mr. Sraon. Now, didn’t some of it go to Mr. Tompkins personally, 
and some of it go to his son Francis? 

Dr. Grvinson. His son Francis had always had 10 percent of the 
stock in the Westchester House. In other words, he was an original 
stockholder. He purchased the original shares at the beginning of 
the corporation. 

Mr. Simon. Why did he get that stock ? 

Dr. Grvinson. Well, he was a very good friend of mine. 

Mr. Suwon. His father told us in executive session that you gave 
the stock to the son to persuade the father to help you finance these 
projects, is that wrong ? 

Dr. Gevinson. Well, I think I felt that if his father knew Francis 
was a stockholder, he would be more apt to help me in the project, yes. 

Mr. Stmon. What was the second section 608 project in which you 
were interested ¢ 

Dr. Grevinson. Washington Circle was the first and then—well, I 
think they were all about at the same time—Hilltop House I know, I 
believe, was the first one after Washington Circle, and then there were 
others. 

Mr. Simon. Where is Hilltop House located ? 

Dr. Gevinson. That is at 15th and Euclid Street NW. 

Mr. Simon. In Washington, D. C.?¢ 

Dr. Grevinson. Yes, sir. 

Mr. Simon. What was the mortgage on that one? 

Dr. Gevinson. $787,700. 

Mr. Simon. Who built that one for you? 

Dr. Grvinson. That was actually built by Mr. Bender and Mr. 
Bright—I think it was the B. & B. Construction Co. I am not exactly 
sure of the name of the contracting outfit right now. 

Mr. Simon. What was the cost of the project ? 

Dr. Grvinson. The cost of the project, including the land was 
$795,990.51. 

Mr. Simon. What was the third one? 

Dr. Gevinson. I was the minority stockholder in Dorchester House. 
That was in Dallas, Tex. Then, the Westchester House in Fort 
Worth, Tex., and then the Flamingo Apartments in Philadelphia and 
the Sky Line Aparments in Syracuse, N. Y 

Mr. Stmon. In the Syracuse Apartments, in the Sky Line, who are 
the stockholders ? 

Dr. Gevinson. The stockholders were myself, 90 shares, Mr. Gross- 
berg, Solomon Grossberg, 10 shares. 
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Mr. Stmon. Any other stockholders ! 

Dr. Gevinson. No, sir. 

Mr. Stmon. What was the mortgage, there? 

Dr. GEvinson. $3,473,800, 

Mr. Sraron. What was the cost, there ? 

Dr. Gevinson. $3,900,512. The actual cost was $3,930,000, but 
$50,000 was put into the building but paid for by the tenants. 

Mr. Simon. Who built that one? 

Dr. Gevinson. That was the Turner Construction Co. 

Mr. Stuon. Now, Flamingo in Phildelphia, who were the stock- 
holders ? 

Dr. Grvrnson. Myself, 90 percent, and Mr. Solomon Grossberg, 5 
percent, and Mr. Israel Grossberg, 5 percent. 

Mr. Simon. What was the mortgage there ? 

Dr. GEVINSON. $2,533,800. 

Mr. Stmon. What was the cost? 

Dr. Gevinson. The total cost was $2,530,831.35. 

Mr. Stmon. Whot built that one? 

Dr. Grevinson. Turner Construction Co. 

Mr. Stmon. The Westchester in Fort Worth, who were the stock- 
holders there ? y 

Dr. Grevinson. Well, it was the Dalmark Corp. The stockholder 
that owns the Westchester Corp. 

Mr. Stmon. Dalmark owns all of the Westchester Corp. stock ? 

Dr. Gevinson. Yes. 

Mr. Simon. And, who owns the Dalmark stock ? 

Dr. Grvinson. That is 72144 percent by myself, 1244 percent by 
Charles H. Tompkins Co., 10 percent by Francis M. Tompkins, 5 per- 
cent by Solomon Grossberg. 

Mr. Stmon. That 10 percent by Francis is the 10 percent you gave 
him to persuade his father ? 

Dr. Gevinson. Well, I mean, yes, that’s right. 

I didn’t give it to him, he bought it. He was in at the beginning 
and was one of the original stockholders. 

Mr. Simon. How much did he pay for it ? 

Dr. Gevinson. We all paid $10,000 a share. 

Mr. Stmon. How many shares were there ¢ 

Dr. Gevinson. 100. 

Mr. Simon. So, the total capital was $100,000 ? 

Dr. Grvinson. That’s right. 

Mr. Stuon. Who owns the land ? 

Dr. Grevinson. Dalmark. 

Mr. Stwon. Where did they get it? 

Dr. Gevinson. From the individual owners. 

Mr. Simon. Who were the individual owners ? 

Dr. Grvinson. Myself, Francis Tompkins, Solomon Grossberg, and 
Charles Tompkins Co. 

Mr. Simon. In the same percentages as you gave us for stock- 
holders? 

Dr. Gevinson. That’s right. 

Mr. Simon. And, where did the individual get the land? 

Dr. Gevinson. They bought it from Mr. Hank Byron. 

Mr. Sron. Henry Byron ! 
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Dr. Gevinson. Byron Hanks, I believe was the name. 

Mr. Simon. Byron Hanks? 

Dr. Grevinson. I believe that’s right. 

Mr. Simon. How much did you pay Mr. Hanks for the land? 

Dr. Gevinson. $237,000, 

Mr. Simon. How much did Dalmark pay you for it? 

Dr. Gevinson. $461.339.03. 

Mr. Simon. As I remember it, Francis Tompkins got about $22,500 
for that ? 

Dr. Gevinson. Yes, sir. 

Mr. Simon. Did Dalmark then mortgage the land ? 

Dr. Gevinson. Well, the owners had mortgaged the land. 

Mr. Simon. You had mortgaged it ? 

Dr. Gevinson. Yes, and the mortgage cost is in the—in other words, 
we had borrowed $160,000 and the $160,000 mortgage is part of the 
$461,000. 

Mr. Srmon. You bought it for $237,000 and you paid $77,000 cash 
and $160,000 mortgage, is that right ? 

Dr. Gevinson. The mortgage was not put on until after the build- 
ing was about 20 percent completed. 

Mr. Simon. Then you sold it to the corporation that these same peo- 
ple owned, for $461,000, is that correct ¢ 

Dr. Gevinson. That is correct. 

Mr. Sruon. Who built the Westchester House ? 

Dr. Gevinson. Charles H. Tompkins Co, 

Mr. Simons. That is this Washington building firm ? 

Dr. Gevinson. Yes, sir. 

Mr. Simon. Going to Dorchester House, who are the stockholders 
there ? 

Dr. Grvinson. Myself for 37144 percent, Mr. Edward Dicker and 
Mr. Jerome Frank own the other thirty-one and three-quarters per- 
cent of the stock. 

Mr. Simon. You own how much ? 

Dr. Gevinson. Thirty-seven and a half percent. 

Mr. Stmon. And the others own 6214 percent ? 

Dr. Grvinson. Yes. 

Mr. Stwon. What was the mortgage on that? 

Dr. Gevinson. That was the $1,300,000. 

Mr. Stmon. Just one project ? 

Dr. Grevinson. Yes, sir. 

Mr. Stuon. What was the cost of that ? 

Dr. Gevinson. $1,354,000, including the land. 

Mr. Stuon. Who built that project ? 

Dr. Grvrnson. The Charles H.'Tompkins Co. 

Mr. Srvon. Is that the project in which Tompkins Co. paid you a 
$6,000 kick-back for getting them the contract? Well, you owned 
37 percent ? 

Dr. Gevinson. That’s correct. 

Mr. Simon. And, you arranged for them to build the building? 

Dr. Gevinson. That’s correct. 

Mr. Stmon. And, out of the fee they paid you $6,000? 

Dr. Gevinson. That’s right. 

Mr. Stwon. And you didn’t share that with the other stockholders? 

Dr. Gevrnson. No, sir. 
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Mr. Simon. What was the amount of the mortgage in Westchester ? 

Dr. Grvinson. It was $2,935,800. 

Mr. Srwon. If my mathematics are right, Doctor, the total mort- 
gages on these six projects are $12,500,000 ¢ 

Dr. Grvinson. Well, actually, if you take all six of them, the total 
mortgage is $13,474,400. I have $2,533,800 for Flamingo; $2,443,300 
for Washington Circle; $2,935,800 for Westchester House ; $3,473,800 
for Sky Line; $787,700 for Hilltop, and $1,300,000 for Dorchester, and 
if I add correctly it is $13,474,400. 

The total cost for all is $13,588,854. 

Mr. Stmon. That is $200,000 less than the mortgages for the six of 
them ¢ 

Dr. Gevinson, That’s right. 

Mr. Simon. Doctor, do you have a copy of the ey ial statement 
that you showed us on June 22 that is dated December 31, 195: 

Dr. Gevinson. Yes, sir. 

Mr. Stmon. May I see it please ¢ 

Dr. Gevinson. Yes, sir. 

Mr. Stmon. This statement, Doctor, was prepared by your auditors, 
is that right ? 

Dr. Gevinson. Yes, sir. 

Mr. Simon. And, I believe in connection with your equities in the 
section 608 projects, you told us that the values there, are not your 
cost, but represent—— 

Dr. Gevinson. Eight times the gross rental. 

Mr. Stmon. As I understand you also told us they also represent fig- 
ures at which you have been offered by purchasers ? 

Dr, Gevinson. It would be very close to that ; yes, sir. 

Mr. Simon. You have had offers at these figures 

Dr. Grevinson. Yes, just about. 

Mr. Simon. And, the same shows, does it not, total assets of $2, 541,- 
998: liabilities of $533,811, or a net worth, on December 31, 1953, of 
$1,981,186, is that correct ? 

Dr. Gevinson. Using the value of the stocks set up—what we con- 
sider the market value, yes, sir. 

Mr. Srmon. In each case you have had an offer for at least that 
much ? 

Dr. Gevinson. Yes. 

Mr. Srwon. Is that after the payment of this $182,000 to the Tomp- 
kins Co. ? 

Dr. Grvinson. It is after he got his share of the stock, of the Dal- 
mark Corp. 

Mr. Stmon. Of the $182,000 that you paid in 1953, to the Tompkins 
Co., or Charles Tompkins, or Francis Tompkins, how much of that 
was cash and how much - it was in stoc ty 2 

Dr. Grevinson. Well, $46.000—the $25,000 and the $16,000—$36,000 
was cash and the balance ¢ asthe equity of the stock. 

Mr. Stmon. In these various corporations ¢ 

Dr. Gevinson. Yes. 

Mr. Simon. How much cash? 

Dr. Gevinson. $25,000 and $16,000. $41,000. 

Mr. Stmon. $41,000 cash and the balance was in stock ¢ 

Dr. Gevinson. That’s right. 
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Mr. Stmon. That has no relation to the $6,000 that they paid you, 
commission, or what have you ? 

Dr. Gevinson. No, sir. 

I think I would like to add, or I wish you would add what the act- 
ual cash is that I had in there, because unfortunately there are a lot of 
people who think I should have a lot of cash. 

Senator Payne. Do you mean the actual cash that showed on your 
balance sheet as of December 31, 1953? 

Dr. Gevinson. Yes, sir. 

Senator Payne. The actual cash that shows on hand or in the banks 
as of that date is $67,664.96 ? 

Dr. Gevinson. Yes, sir. 

Mr. Sruon. Dr. Gevinson, do you still own Hilltop House? 

Dr. Gevinson. No, we sold that. 

Mr. Srmon. When did you sell it ? 

Dr. Gevinson. Shortly after it was completed. 

Mr. Srwon. Who did you sell it to? 

Dr, Gevinson. Mr. Sveska. 

Mr. Stuon. Do you know his first name? 

Dr. Grevinson. Raymond. 

Mr. Stwon. Where does he live ? 

Dr. Gevinson. 1725 Taylor Street. 

Mr. Stmon. How much did he pay you for it? 

Dr. Grvinson. He paid $97,700 over the mortgage. $97,700 for the 
stock. 

Mr. Stuon. And the mortgage just remained as it was? 

Dr. Gevinson. Yes, sir. 

Mr. Srmon. He just bought your stock in the corporation for 
$97,700? 

Dr. Gevinson. Yes, sir. 

Mr. Srwon. In 1953, Doctor, was your income all from these prop- 
erties? 

Dr. Gevinson. In 1953—well, most of it. 

Mr. Stmon. Did you have income that wasn’t from these proper- 
ties, directly or indirectly ? 

Dr. Gevinson. Well, yes, some. 

Mr. Simon. Excluding the income that you had in 1953, in no way 
related to these properties, what was your income in 1953? 

Dr. Gevrnson. Well, there again, I don’t know without looking at 
the income-tax return. I don’t have it with me. I would be very 
happy to furnish it. 

Mr. Srmon. How many of these properties do you draw salaries 
from or get management fees from ? 

Dr. Gervrnson. In 1953, I believe that $40,000 was drawn in 
salaries, total. 

Mr. Srvon. $40,000 im salaries ? 

Dr. Gevinson. That was also for salaries in other years. 

Mr. Sion. What companies paid that? 

Dr. Grvinson. Flamingo paid $20,000—no, wait a minute: Fla- 
mingo paid $20,000 and Westchester paid $10,000 and Washington 
Circle paid $20,000 so that was $50,000. 

Mr. Srwon. $50,000? 
Dr. Grvrnson. Yes, but that was for previous years as well as 1953. 
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Mr. Stmon. Do you now draw a salary from Westchester House? 

Dr. Gevinson. $10,000 a year. 

Mr. Stmon. You draw $10,000 a year salary ? 

Dr. Gevinson. From the Westchester House. 

Mr. Sruon. What isthat for, Doctor? 

Dr. Grevinson. Well, I just flew back in from being there a week, 
in order to look after corporation affairs. In other words, I am the 
only one taking care of the business, you might say. 

Mr. Simon. Do you draw a salary from any of the others ? 

Dr. Grvinson. No, not this year. 

Mr. Stwon. Westchester is the only one you are now drawing a 
salary from ? 

Dr. Gevinson. Yes, sir. 

Mr. Simon. Do you get any management fees from any of them? 

Dr. Grvinson. Just the Westchester. 

Mr. Simon. I thought you lived in Syracuse? 

Dr. Gevinson. No. There again—TI visit each project about every 
other week. In other words, I spe nd a day or so at each project. 

Mr. Stuon. Well, Doctor, going back to my prior question, exclud- 
ing income in no way related to these projects, can you tell us what 
your income was in 1953? 

Dr. Gevinson. Well, I know I paid a tax of about $49,000—L know 
the tax, but I don’t know the income. I could get it for you, but I 
mean I just don’t know. In fact, I think it was $39,000. 

Mr. Simon. You said earlier that $41,000 of what you paid the 
Tompkins was cash. In addition to that didn’t they get $22,500 cash 
out of the sale of the 

Dr. Gevinson. Yes,that’sright. I’m sorry. 

Mr. Srmon. So, that would be $63,500 cash that Mr. Tompkins got ? 

Dr. Gevinson. Yes, that’s right. 

Mr. Stmon. In addition, didn’t they ge 
got, now ¢ 

Dr. Gevinson. Yes. 

Mr. Simon. Everything else is in either land or stock ? 

Dr. Gevinson. That’s right. 

Mr. Simon. But, that $63,500 cash, and the balance in stock, is in 
addition to reimbursement for all the moneys they ever loaned, and 
in addition to the full contract price for all the construction work 
they did? 

Dr. Grvinson. Yes. 

Senator Payne. So that the record will be straight, where you were 
asked the question on Federal income taxes, your statement here shows 
that Federal income taxes for 1953 as reported by your accountant, 
were $27,137.84. 

Dr. Gevinson. Thank you. 

Senator Payne. Wouldn’t you say, Doctor, that probably based 
upon that amount of tax, if I recall correctly in the session that you 
had with us previously, there were some capital gains involved in 
there, were there not ? 

Dr. Grvinson. Yes. Actually that covered, I would say, transac- 
tions from 1950, through 1953. ‘In other words, that was the culmina- 

tion of, you might say, all the transactions. 
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_ Senator Payne. So there is a pretty good possibility as far as gross 
income was concerned in connection with that return, that it might 
have been close to $100,000 and it might have exceeded it ? 

Dr. Grevinson. Yes, sir, because that was equities in land and other 
things, included as income on a capital-gains basis. 

Senator Payne. I believe that it all then, thank you. 

The committee will stand in recess. The next meeting is at 10 
Monday morning 

(Whereupon, at 12:15 p. m., the committee recessed, to reconvene 
at 10 a.m., Monday, July 19, 1954.) 
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MONDAY, JULY 19, 1954 


Untrep States SENATE, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess at 10 a. m., in Room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart (chairman), Bush, Payne, Frear, and 
Lehman. 

Also present: Senator Kerr. 

Also present: William Simon, general counsel, FHA investigation. 

The CuairmMan. The committee will please come to order. 

Our first witness this morning will be Mr. Link Cowan, of Okla 
homa with respect to the Page Manor matter in Dayton, Ohio. 

Mr. Cowan, will you come forward, please ¢ 

Senator Kerr. Mr. Chairman ? 

The CHarrmMan, Senator Kerr. 

Will you be seated, Mr. Cowan, please ? 

Mr. Cowan. Yes, sir. 

Senator Kerr. I want to present this distinguished Oklahoman to 
this fine committee and to say to the committee that he is one of Okla- 
homa’s outstanding businessmen, and citizens. I would like to re- 
quest the committee, after it has asked Mr. Cowan all the questions 
that the committee desires to ask him, to give him and his represen- 
tative the opportunity to make such further statement or present such 
further exhibits in connection with their matter as they might desire. 

The CHatmrman. I want to say to the Senator that in this investiga- 
tion we permit all witnesses to have as many attorneys as they care 
to and so say what they please, even to the point of abusing the Sena 
tors, which has occurred here a couple of times, and also to file any 
statements they care to file either when they are before us or after 
they have testified. 

In other words, we are just interested in one thing, and that is the 
facts, and we do not care how we get them, as long as we get them 
honestly. The can file statements tod: ay and if they want to they can 
file more again tomorrow. That has been our policy and will continue 
to be our policy. 

Senator Kerr. I am aware of that policy and happy that this com- 
mittee is composed of the personnel that it is. I want to say to the 
committee that I have the same respect for it that I have for my 
constituent. 

The CuatrmMan. Thank you, Senator. We appreciate it. We ap- 
preciate very much your showing up. 

Mr. Cowan. Thank you, Senator. 
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The Cuarrman. We would be glad to have you join us. 


Senator Kerr. I am in the shape the chairman is. I have another 


committee I have to attend. 

The Cuarrman. We are all busy. Thank you very much for com- 
ing in. 

Mr. Cowan, if you will please be sworn ? 

Do you solemnly swear the testimony you are about to give will 


be the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF LINK COWAN, PAGE MANOR, DAYTON, OHIO, ACCOM. 
PANIED BY JOHN CAHILL AND LOFTUS BECKER, COUNSEL 


Mr. Cowan. Yes. 

The Cuarrman, Let’s get the names of these gentlemen. 

Mr. Cantiy. I am John Cahill, Senator. 

The Cuatrman. The attorney representing Mr. Cowan? 

Mr. Becker. Loftus Becker 

The Cuatrman. Representing Mr. Cowan. 

We will proceed, then. 

Mr. Srwon. Mr. Cowan, will you give the reporter your full name 
and address? 

Mr. Cowan. Link Cowan, 802 North Broadway, is my residence, 
214 North Broadway is my residence, Shawnee, Okla. 

Mr. Stuon. What is your business, Mr. Cowan ? 

Mr. Cowan. Building contractor, Shawnee. 

Mr. Simon. When did you first become interested in the Page Manor 
housing project in Dayton, Ohio? 

Mr. Cowan. In the fall of 1948, I think was the first time it was 
discussed. 

Mr. Srwon. What did you first do with respect to that project? 

Mr. Cowan. What did I first do? 

Mr. Suwon. Yes. What was the first thing you did when you got 
interested in the project ? 

Mr. Cowan. We discussed it with Mr. Ready and Mr. Casey. 

Mr. Srwon. Did they bring the project to you or did you bring it 
to them? 

Mr. Cowan. They brought it to me, so to speak. 

Mr. Srwron. They had the idea? 

Mr. Cowan. They had the idea if that is what you are talking about. 

Mr. Sron. They had the idea for a housing project at the Air 
Force Base at Wright Field and came to you with it? 

Mr. Cowan. No. They did not in the beginning. We discussed 
general construction and did not have housing in mind at all, because 
I am not a housing man fundamentally. I am a building contractor. 

Mr. Sruon. What did they have in mind when they came to you? 

Mr. Cowan. They had any construction that the military might 
be doing, such as airbases or any type of work that the military might 
be doing. 

Mr. Srwon. What was the business of Mr. Ready ? 

Mr. Cowan. He represented himself to me as an engineer and con- 
tractor and ex-colonel in the Army. 

Mr. Strwton. Was he what is frequently called a 5-percenter? 

Mr. Cowan. No, sir. 
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Mr. Stmon. Did you sign a contract with him to give him 5 percent 
of what you got out of this arrangement ? 

Mr. Cowan. Not 5 percent of what I got out of it,no,sir. It was not 
exactly like that. We had a contract that was made between my as- 
sociates and myself and Mr. Ready, but he sent it back with a rider on 
it which changed the face of the contract and that part was never exe- 
cuted. 

Mr. Srwon. You did have a contract with Mr. Ready, did you? 

Mr. Cowan. We signed one that was never complete in its face value. 

Mr. Sion. What do you mean? Do you have a copy of the contract 
with you? 

Mr. Cowan. No, sir. 

Mr. Stmon. Did you sign it? 

Mr. Cowan. Yes, sir. 

Mr. Stmon. Did he sign it ? 

Mr. Cowan. Yes, sir. 

Mr. Sm=on. What did it provide for? 

Mr. Cowan. It provided that, as I remember it, it provided that if 
we built a housing project at Dayton—I do not remember the exact 
wording or anything—but if we built the housing project at Dayton, 
Ohio, he was to get 5 percent of the stock of the owner corporation, and 
if we built any construction projects, he would get 5 percent of the net 
profit, if any. 

Mr. Srmon. Incidentally 

Mr. Cowan. That was the sum and substance of what was in the con- 
tract, and when it was executed and sent to him, he signed it, but he 
sent it back with a rider and this rider said that he wanted to correct 
it and read it in a different way and it was to be reexecuted, which was 
never done. 

Mr. Stwon. What was Mr. Ready’s first name? 

Mr. Cowan. William. 

Mr. Stwon. And Mr. Casey’s first name ? 

Mr. Cowan. Thurry. 

Mr. Sron. Were they in the building business? Did they have an 
office and run a building business? 

Mr. Cowan. Not tomy knowledge. I do not think so, 

Mr. Sraron. So far as you know did they have any office other than 
the home in which they lived ? 

Mr. Cowan. That to my knowledge is all they had, yes. 

Mr. Srwon. What did they do for this 5 percent they were supposed 
to receive ¢ 

Mr. Cowan. What did they do? 

Mr. Srwon. Yes. 

Mr. Cowan. They were supposed to do liaison work for us. 

Mr. Srwron. Liaison with whom ¢ 

Mr. Cowan. With any of the agencies that we might be doing busi- 
ness with; the Government agencies. 

Mr. Stuon. Governmental ? 

Mr. Cowan. Yes. 

Mr. Sruon. During the early period when you were doing the spade 
work were they flying back and forth from Washington to Dayton in 
Air Force planes? 

Mr. Cowan. I think Mr, Ready was. I don’t know of Mr. Casey 
ever doing that. 
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Mr. Stmon. Ready did tly back and forth in Army planes? 

Mr. Cowan. I think he did. He had that privilege from being an 
ex-Army officer. 

Mr. Srwon. When this was all through he sued you for not paying 
him, is that right? 

Mr. Cowan. That is right. 

Mr. Stmon. That suit was in New York ? 

Mr. Cowan. That is right. 

Mr. Simon. Did you defend the suit on many grounds, including 
the fact that the contract was against public policy? 

Mr. Cowan. My attorney inserted that in the case, yes. 

Mr. Stmon. That was one of the defenses ? 

Mr. Cowan. That was one of the defenses. 

Mr. Stuon. Why did you consider the contract to be against public 
policy ¢ 

Mr. Cowan. Well, at the time we were talking to Mr. Ready orig- 
inally, the word “5-percenter” had never been coined. We never 
thought anything about that. 

Mr. Srmon. By that you mean the phrase had not been coined but 
the practice existed, did it not ? 

Mr. Cowan. Not tomy knowledge, no, sir. 

Mr. Stwon. Why did you defend the law suit on the ground 

Mr. Cowan. I was acting on my counsel’s advice. 

Mr. Stwon. Your lawyer told you the contract was against public 
policy ? 

Mr. Cowan. No. My lawyer told me that we had a very thin case 
in that behalf, and if he could prove that kind of a question it would 
be thrown out immediately, but he thought it was very thin. 

Mr. Simon. You finally paid him $37,000, is that right ? 

Mr. Cowan. That is correct. 

Mr. Stwon. When did you first acquire or get an option on that 
land ? 

Mr. Cowan. I do not remember the date, but it was—I think it was 
in the spring of 1949. 

Mr. Stwon. What were the terms of the option ? 

Mr. Cowan. You mean how much was it for or what do you mean? 

Mr. Srmon. Yes. How longa period of time did you have to exercise 
the option and what was the price ? 

Mr. Cowan. I do not recall] the time. I think it was 6 months, and 
the first option that we received was made in favor of myself and 
my associates for the total sum of $95,000, I believe. 

Mr. Suwon. For how many acres? 

Mr. Cowan. Approximately 120 and 78. 

Mr. Simon. And you finally bought 78 acres for $65,000, is that 
right? 

Mr. Cowan. Finally bought the 120 for $65,000. 

Mr. Srwon. Was that option extended from time to time? 

Mr. Cowan. Yes. 

Mr. Sruon. Why did you extend the option from time to time in- 
stead of exercising it? 

Mr. Cowan. Well, there is a lot of things happened from the time 
we took the option until—you see, when they first started out in this 
housing deal, nobody knew exactly how it was going to be handled. 
Nobody knew how they were going to make it work. They wanted 
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to figure out some way where they could get private money to develop 
military housing. 

Mr. Stmon. Is the reason 

Mr. Cowan. And there was a lot of time elapsed in there when they 
first invited us in and we first started talking about housing and the 
military making up their mind and the Government making up their 
mind how the ‘vy were going to handle all these things so as time elapsed 
we had to extend the option. We thought possibly they were going to 
negotiate these things when they first started. That is what they 
talked about. 

Mr. Simon. Is the reason you extended the option you did not want 
to pick up the land and pay for it until you first got the FHA com- 
mitment ¢ 

Mr. Cowan. No. 

Mr. Simon. Why did you not buy the land if you were not con- 
cerned with the commitment ¢ 

Mr. Cowan. Why did we not buy the land ¢ 

Mr. Simon. Yes. You did not want it except for this housing proj- 
ect, did you ¢ 

Mr. Cowan. We did buy it before we got the commitment and paid 
for it. 

Mr. Simon. Did you have in mind anything other than the housing 
project when you bought the land ¢ 

Mr. Cowan. We had the housing project in mind, certainly. 

Mr. Stmon. Now before you did buy the land 

Mr. Cowan. The reason why we had it in mind, I can tell you ex 
actly: we went out and looked at some sites and we have a similar cir 
cumstance in Oklahoma City where Midwest City right across from 
linker Field, and they have quite a nice housing development there 
ind I visualized the fact we could make the same sort of a development 
across from Wright-Patterson. And we felt it was a good investment. 

Mr. Simon. If it was a good investment regardless, why did you 
permit the option to expire without picking it up ¢ 

Mr. Cowan. Well, that was kind of a pinpoint deal. My first asso 
ciates in the deal, one of them died, the other got sick and blew up on 
the thing, and it looked like it might be a deal that I would have to 
carry through by myself. Not being a housing man, it looked like a 
dark picture, but 

Mr. Simon. Is it not a fact, Mr. Cowan, that you permitted the 
option to expire and a man named Pine picked up the option and made 
arrangements to buy the land and the aon then put the heat on him 
to let you buy it ? 

Mr. Cowan. Not to my knowledge, not put any heat on. Mr. Noss, 
my attorney, picked it up in hisown name. 

Mr. Suwon. Did Mr. Pine not become the owner of the option ? 
Did he not pick it up ? 

Mr. Cowan. It does not say so. 

Mr. Stmon. Did you not negotiate 

Mr. Cowan. It does not say so in the option. It is in Mr. Noss’ 
name. 

Mr. Stwon. Did you not negotiate with Mr. Pine to pick it up? 

Mr. Cowan. Not to my knowledge. I do not remember ever talk- 
ing to him about picking it up. 

Mr. Simon. Did you pay Mr. Pine anything for the option ? 
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Mr. Cowan. I paid Mr. Noss. 

Mr. Stwon. Did youever pay Mr. Pine anything ? 

Mr. Cowan. Not to my knowledge. 

Mr. Suton. Do you know if you ever paid him anything? 

Mr. Cowan. No, sir, not to my knowledge. 

Mr. Sumon. Are you saying you did or did not or that you do not 
remember ¢ 

Mr. Cowan. I am saying that I did not pay him anything not to 
my knowledge. 

Mr. Suwon. What do you mean by adding, “not to your knowledge ?” 

Mr. Cowan. Well, I just mean that I do not know of any time that 
I ever did pay Mr. Pine anything for anything, whatsoever. I paid 
Mr. Noss, my attorney, for the option, that he took in his own name. 

Mr. Srwon. I am trying to make sure the record is clear, Mr. 
Cowan—— 

Mr. Cowan. I am trying to make it clear 

Mr. Srwon. Whether you ever paid anything to Mr. Pine. 

Mr. Cowan. Do you mean for anything whatsoever ¢ 

Mr. Smwon. If you care to say that, yes. I am particularly interested 
in this option. 

Mr. Cowan. Well, if I ever paid him anything, I certainly do not 
know. 

Mr. Srmon. Why are you unable to say yes or no, that you did or 
did not pay Mr. Pine anything? 

Mr. Cowan. I do not want to say anything except the truth. 

Mr. Srtwon. I do not want you to say anything except the truth. 

Mr. Cowan. That is what I am trying to tell you. 

Mr. Srwon. Did you pay Mr. Pine anything? 

Mr. Cowan. Not to my knowledge, no, sir. 

Mr. Srwon. Do you know a Colonel Griggs? 

Mr. Cowan. Yes, sir. 

Mr. Sron. Do you know whether Colonel Griggs asked Mr. Pine 
to give you this land after he had acquired it ? 

Mr. Cowan. Not to my knowledge, I do not know it, no, sir. 

Mr. Srwon. You do not know whether Colonel Griggs ever talked 
to him? 

Mr. Cowan. No, sir. 

Mr. Stmon. Last Thursday, Mr. Pine testified in executive session 
before this committee that after he purchased the land, or had the 
option, that you had let expire, that Colonel Griggs came to him and 
said it was very embarrassing to the Army, and would he not please 
turn that over to you. 

Do you know anything about that ? 

Mr. Cowan. No, sir. 

Mr. Srmron. Is that false as far as you are concerned ? 

Mr. Cowan. I do not know. I do not know anything about it. 

Mr. Sron. You do not know anything about it? 

Mr. Cowan. No, sir. 

Mr. Stwon. When did you get your commitment from FHA? 

Mr. Cowan. You mean the first commitment? 

Mr. Sraon. Yes. 

Mr. Mowan. I do not remember the date. The record will show 
what that is. I donot remember the date. 

Mr. Srwon. I have—— 
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Mr. Cowan. You might have it here. We can probably look it up 

nd find it for you. 

Mr. Srmon. I have one here dated December 8, 1950. Was there 
any issued before that ? 

Mr. Cowan. [ think that is the first one. 

Mr. Stmon. That is the first one ¢ 

Mr. Cowan. I think so. 

Mr. Srwon. That was issued to Cowan Construction Co. and 
Murchison Bros., Dallas, Tex. 

Mr. Cowan. That is right. 

Mr. Simon. When did Murchison Bros. get into the picture ? 

Mr. Cowan. About 6 months before that. 

Mr. Stmon. What was the reason for bringing them into the 
picture ¢ 

Mr. Cowan. The reason for bringing them into the picture was 
because as I explained to you before, I have limits on my finances and 
| have limits—I certainly did not know anything about housing, and 
in order to be able to carry on with the deal, it was necessary that I 
get a partner. 

The Cuarrman. Mr. Cowan, if you knew nothing about housing 
then, why did you make any effort in the first place to get the contract 
to build it? 

Mr. Cowan. I was going—I thought probably I could build it. I 
can build a house or building but I speak of not knowing anything 
about housing. I am speaking about the general procedure of the 
development. 

The CuarrMan. But you are a builder? 

Mr. Cowan. Iam a builder, yes. 

The Cuarrman. You just never built any houses of this type? 

Mr. Cowan. That is right. 

The Crarrman. I see. 

Mr. Simon. You got the Murchisons in because you didn’t have 
the financial ability to carry the project through; is that right? 

Mr. Cowan. That is right. 

The Cuatrman. Had the Murchisons had a lot of experieace in 
building houses ? 

Mr. Cowan. They had had some. I mean—I understood they had 
some. 

The Cuarrman. Were they experienced housebuilders? 

Mr. Cowan. No. I didn’t know they were experienced housebuild- 
ers but I understood they had done this kind of work. 

Mr. Suton. On December 8, 1950, when you got this commitment 
from the FHA, had you previously submitted plans and specifications 
for the project ? 

Mr. Cowan. Had we previously ? 

Mr. Sraton. Yes. 

Mr. Cowan. Yes, certainly. You have to before you can get a 
commitment. 

Mr. Sraron. So you submitted plans and specifications before 
December 8, 1950? 

Mr. Cowan. Before December 8, 1950. 

Mr. Sraron. That is right. 

Mr. Cowan. I don’t recall about the date. 
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The Cuamman. That is the date in the application. 

Mr. Suwon. That is the date of the commitment. 

Mr. Cowan. Yes, sir. 

Mr. Stmon. You submittel plans and specifications before that ? 

Mr. Cowan. Yes. You have to send them in for valuation. 

Mr. Suton. Were those plans and specifications adequate and 
proper ¢ 

Mr. Cowan. We considered them such; yes, sir. 

Mr. Simon. Was it proper and feasible to build a building pursuant 
to those plans and specifications ? 

Mr. Cowan. Yes, sir. 

Mr. Stmon. You think they were good plans and specifications, do 
you? 

Mr. Cowan. We thought they were good at the time. 

Mr. Simon. Do you now think they were good ? 

Mr. Cowan. After we got into the thing further, and Mr. Winston 
and Mr. Muss joined us in the project, I don’t think they were; no, sir. 
After learning about the rental housing and getting into the thing 
further, I don’t think they were the type of thing that would have been 
profitable to build. 

Mr. Suwon. So while you thought they were good plans when you 
submitted them prior to September 1950, you later came to the con- 
clusion they weren’t any good; is that right ? 

Mr. Cowan. Yes, sir. 

Mr. Simon. Were you capable of building this building or 
buildings ? 

Mr. Cowan. Yes, sir. 

Mr. Suwon. Were the Murchison’s capable of financing it ? 

Mr. Cowan. Yes, sir. 

Mr. Stwon. Then why did you bring in Mr. Muss and Mr. Winston ? 

Mr. Cowan. Well, actually, when we had this original job evalu- 
ated, and the span of time that elapsed, material and labor had gone 
up and the evaluation the FHA they gave us on our plans and speci- 
fications was much lower than we figured we could build the thing for. 
When we analyzed the whole situation we figured we had a bad job 
and it would be impossible to go ahead with the thing, so we sat down 
and talked about it, and Mr. Murchison said that he was acquainted 
with a gentleman that he had met down in San Antonio by the name 
of Dave Muss and he thought he would talk with him about the project 
and see what he suggested. 

The Cuatrman. Mr. Murchison said that? 

Mr. Cowan. Yes, sir. 

Mr. Stuon. By that time you had bought this land for $65,000? 

Mr. Cowan. I think we closed the deal on the land at that time: 
yes, sir. 

" Mr. Sraon. Whose $65,000 was it ? 

Mr. Cowan. Mr. Murchison paid half of it and I paid half of it. 

That is, our brothers joined us in it. 

Mr. Siaton. The Cowans put up $32,500 and the Murchisons put 
up $32,500. 

Mr. Cowan. That is right. 

Mr. Stmon. After you went ahead with this commitment did you 

sell the land to the Page Manor Cos. ? 
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Mr. Cowan. We sold it to the Airway Construction Co., as I re- 
member it. 

Mr. Simon. How much ‘did you sell it to Airway Construction 
Co. for ¢ 

Mr. Cowan. Well, after 

Mr. Srwon. What was the amount of money / 

Mr. Cowan. That we sold the land for ¢ 

Mr. Suwon. Yes. 

Mr. Cowan. About $165,000, I think, was the consideration for the 
whole deal that Mr. Muss, after Mr. Muss and Winston came into the 
thing. They were to reimburse us for our expenditures to date and 
it went in, of course, as part of the cost of the land. 

Mr. Stmon. You sold the land that you and Mr. Murchison had 
paid $65,000 for to Airway Construction for $165,000; is that right ¢ 

Mr. Cowan. Well, you can put it that way. Actually, it involved 
some other expenses. 

Mr. Simon. What other expenses ? 

Mr. Cowan. That Mr. Muss and Mr. Winston were willing to 
absorb. 

Mr. Simon. What were those other expenses / 

Mr. Cowan. Making plans and developing the job up to that 
point. 

Mr. Simon. How much had you spent for making plans and de- 
veloping the job ¢ 

Mr. Cowan. I don’t have a breakdown on all those things, but it 
came to, in round figures, the $100,000. 

Mr. Stmon. Can you tell me specifically what you had spent ? 

Mr. Cowan. Sure. We had traveling expense, we had- 

Mr. Simon. How much was that 

Mr. Cowan. Engineering expense. 

Mr. Simon. How much was your traveling expense / 

Mr. Cowan. Probably we spent $15,000, I would say, in round 
figures. 

Mr. Simon. Are you just guessing or do you know that ? 

Mr. Cowan. No, I am just guessing. I don’t have those figures in 
my mind. It would be impossible for me to remember all that. 

Mr. Simon, Can you supply us with those figures ? 

Mr. Cowan. I think so. I think I can furnish you a breakdown. 

Mr. Simon. Did you get half of the $100,000 and did the Murchisons 
get the other half? 

Mr. Cowan. No. It was broken down on what our actual expenses 
were. We were reimbursed for what we had actually expended, both 
of us. 

Mr. Simon. So that extra $100,000 was not intended as a reflec- 
tion of the value of the land, but was merely intended to reimburse 
you and the Murchisons for other expenses; is that right 

Mr. Cowan. That is what we had agreed on with Mr. Muss and 
Mr. Winston; yes, sir. 

Mr. Simon. In buying this land, did you pay the former owner 
the fair value of the land ¢ 

Mr. Cowan. We considered it such, yes, sir. 

Mr. Srwon. There was no reason he had to sell to you or that he 
was forced to sell at any lower value than the land was worth, is 
there ? 

50690—54—pt. 1——-48 
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Mr. Cowan. Not tomy knowledge; no, sir. 
Mr. Srwon. In your first application for FHA loan 
The Crarrman. We are going to have a recess for about 5 minutes 
while Senator Frear and I go to the floor for a quorum. Excuse us for 
about 5 minutes and we will be back. We are going to make a quorum. 
( Whereupon, a recess was taken.) 
The CHarmman. The committee will please come to order. 
We will continue with Mr. Cowan. 
Mr. Stmon. Mr. Cowan, in your application of July 24, 1950, you 
listed the value of this land for Page Manor No. 1 at $70,000; is that 
right ? 
Mr. Cowan. I don’t remember. I didn’t make the application out, 
as I remember it. I might have signed it but it was made out by people 
that were experts in that business, or professed to be at any rate. 
Mr. Smonon. I would be glad to show you a photostatic copy of the 
application and ask you if you signed it, and if you valued the land 
at $70,000 in that application. 
Mr. Cowan. That is correct, $70,500 the land is valued here at. 
Mr. Srmon. You similarly valued the land in project No. 2, didn’t 
you? 
I show you the application for project No. 2, and see if that refreshes 
your recollection. 
Mr. Cowan. That is correct. 
Mr. Stmon. What happened between the time you bought the land 
for $65,000 and the time you filed these applications that justified in- 
creasing the value to $141,000 2 
Mr. Cowan. What happened ? 
Mr. Srmon. Yes, sir. 
Mr. Cowan. I don’t understand what you mean, what happened ? 
Mr. Srwon. You paid $65,000 for the land; is that right? 
Mr. Cowan. Yes. 
Mr. Smon. If I understood you a moment ago you said that was 
the fair value of the land when you bought it ? 
Mr. Cowan. Total figures; yes, sir. 
Mr. Srwon. Then a short time later you said in your application to 
FHA, or at least the application that you signed, that the value of 
the land was $171,000—$141,000, excuse me. 
Mr. Cowan. Well, of course, as I understood it, when you value your 
land in these FHA applications, they include the off-site utilities that 
have to be brought to them, and the land after it has been developed 
for building. 
Mr. Srwon. You also put in your application $225,000 for these 
utilities, and $50,000 for landscaping. 
Mr. Cowan. I said 
Mr. Srmon. You weren’t including the utilities and landscaping 
twice, were you ? 
Mr. Cowan. No, I don’t think so. 
Mr. Simon. Isn’t the $225,000 for the utilities what you were talking 
about in the value of the utilities ? 
Mr. Cowan. I am talking about the off-site utilities that have to 
be brought to the land. 

In other words, you have to extend your sewer and water mains, 
which we had to do, which cost some million or million and a half. 
I don’t remember. 
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Mr. Son. When did you buy this land ? 

Mr. Cowan. When did I buy it? 

Mr. Stmon. When did you finally consummate the purchase of it? 

Mr. Cowan. Sometime in 1950. I don’t remember the date. 

Mr. Sion. What is your best recollection of the date ? 

Mr. Cowan. I just don’t have a recollection of the date. I don’t 
remember. 

Mr. Simon. You filed this application—— 

Mr. Cowan. It is a matter of record. We can get the dete for you. 

Mr. Simon. You filed this application July 24, 1950. With refer- 
ence to that date, when do you recall purchasing the land? 

Mr. Cowan. I don’t recall. 

The Cuamman. Was it in the year 1950? 

Mr. Cowan. Wecan get the date for you. 

The CHarrMan. Or was it the latter part of 1949? Was it a year, 
6 months, or 3 months prior to the time you filed the application ? 

Mr. Cowan. We had a lot of things going on back and forth about 
that. I don’t remember dates. I don’t just remember the date. 

I can get it for you if it is important. 

Mr. Srmon. Was it more than a matter of a couple of months be- 
fore you filed this application ? 

Or was it matter of a couple of days before you filed the appli- 
cation ? 

Mr. Cowan. I would say—I just don’t remember. 

The CoarrMan. Was ita year? 

Mr. Cowan. It wasn’t a year, no. I am sure it wasn’t a year. I 
don’t think it was a year before that, no, sir. 

Mr. Srmon. You don’t know whether it was a couple of days or 
couple of months ? 

Mr. Cowan. Is it important? I will get it for you. 

Mr. Stuon. Two things make it seem important, that you let the 
option lapse and then a couple of days after you let it lapse you were 
very interested in acquiring the land. 

Mr. Cowan. Yes, sir. 

Mr. Srmon. I am wondering whether in that couple of days you 
found out you were going to get this application granted. 

Mr. Cowan. No, sir. That had nothing to do with the purchasing 
of the land. 

Mr. Smonon. Why did you change your mind so suddenly about get- 
ting the application or getting the land ? 

Mr. Cowan. Why did I? 

Mr. Srmon. Yes. 

Mr. Cowan. You mean renewing the option ? 

Mr. Srwon. Yes. 

Mr. Cowan. Renewing the option 

Mr. Srwon. Exercising the option. 

Mr. Cowan. Exercising or renewing the option. As I told you 
before, it was a pinpoint deal and it looked like 

Mr. Srwon. What do you mean “pinpoint” deal ? 

Mr. Cowan. It focused down within a matter of a day or two. 

Mr. Stuon. I don’t understand that. 

Mr. Cowan. The time element was just a day or two in there, and 
I had lost interest in the job myself practically and it looked—one of 
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my partners died, another got sick and quit and it looked like I 
wouldn't maybe be able to go on with the deal but Mr. Thompson came 
along and we got the Murchisons into the deal and it looked like I 
would be able to go ahead and carry the thing on financially so natu- 
rally I got interested in the thing again. 

Mr. Simon. That all happened within a c ouple of days? 

Mr. Cowan. Yes, sir, that all happened within a very few days. 

Mr. Stuon. Did you have any other help in getting this application 
through the Government, other than Ready and C asey ? 

Mr. Cowan. What do you mean other help? I had people working 
for me, sure. 

Mr. Simon. How about people who weren’t working for you ? 

Mr. Cowan. No, not to my knowledge we didn’t have ¢ anybody else. 

Mr. Simon. Did anybody intercede ‘with you with either the FHA 
or the Air Force to help you get this commitment ? 

Mr. Cowan. No, sir. 

Mr. Sraon. You are sure of that ? 

Mr. Cowan. Yes, sir; not tomy knowledge. I had Senator Thomas 
make some appointments with me, 1 or 2, I think, 

Mr. Simon. Wasn’t that for the purpose of helping you get the 
application through ? 

Mr. Cowan. No, sir. 

Do you think that when you have a Senator or Congressman and I 
am his constituent, come to W ashington, who do you ‘think I would 
have make my appointments? 

Mr, Sraron. I am trying to find out what the purpose of those ap- 
pointments was. Who were they with ? 

Mr. Cowan. One of them was with Harold Stewart, as I remember. 

Mr. Stmon. Harold Stewart. 

Mr. Cowan. Yes. 

Mr. Sron. Who was he? 

Mr. Cowan. He was Secretary of the Air Force. 

Mr. Canty. Assistant Secretary. 

Mr. Cowan. Assisfant Secretary of the Air Force. 

Mr. Stuon. Who else? 

Mr. Cowan. I don’t remember. 

That is all IT remember right now. I don’t remember there was any- 
body else. I didn’t know Harold Stewart. I had to get acquainted 
with him some way. 

Mr. Srwon. As you reflect now, do you think that you and your 
company were able to build this building at the time you got the com- 
mitment ¢ 

Mr. Cowan. Build what building? 

Mr. Srwon. Page Manor project. 

Mr. Cowan. Do you mean in the first stage or the last stage? Which 
part are you talking about ? 

Mr. Srwow. You have already testified that while you thought the 
plans and specifications were all right at the time you submitted them 
yon now feel they weren’t any good, 

Mr. Cowan. I told you also that I wasn’t a developer and wasn’t 
versed in those kind of things, too. 

Mr. Srwon. As of now, do you think that you or your company was 
able to construct these buildings ? 

Mr. Cowan. Do you mean financial ability or abilitywise? 
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Mr. Suwon, Abilitywise. 

Mr. Cowan. Yes, sir. 

Mr. Simon. You were? 

Mr. Cowan. Yes, sir. 

Mr. Srwon. Did you need Mr. Muss or Mr. Winston for anything 
other than to-revise the plans? 

Mr. Cowan. For anything other than to revise the plans ? 

Mr. Srwon. Yes. 

Mr. Cowan. I don’t get what you mean. What do you mean by 
that ? 

Mr. Suwon. I take it you had the financial ability in the Murchisons ? 

Mr. Cowan. Yes. 

Mr. Simon. You say even now you are satisfied that your company 
had the construction ability. 

Mr. Cowan. Yes, sir. 

Mr. Smon. The only thing that you now feel was lacking at the 
time was the plans weren’t any good. 

Mr. Cowan. I told you before that Mr. Murchison and I evaluated 
the job and we figured it was a bad job and it was no good to go ahead 
with and we were about ready to discard the whole thing, when we were 
talking it over. 

The CuarrmMan. You didn’t testify the plans were no good, did you? 

Mr. Cowan. I said that after learning what I have learned, about 
rental housing, that our plans weren’t any good and in a sense,that 
they were impractical. 

Mr. Srwon. I show you 

Mr. Cowan. For rental housing. 

Mr. Srmon. Did Mr. Muss know about your arrangement with Ready 
& Cowan ! 

Mr. Cowan. No, sir. 

The Cuarrman. Ready 

Mr. Simon. Ready & Casey, excuse me. 

Mr. Cowan. Yes. 

Mr. Stmon. You never told him about it ? 

Mr. Cowan. No. I don’t remember ever telling him about it. 

Mr. Srmon. I show you an affidavit that Mr. Muss signed on Sep- 
tember 26, 1951, and ask you—— 

Mr. Cowan. Do you mean I never did tell him about it? We told 
him about it, sure, when I got sued. 

Mr. Srwon. You never told him about it before that ? 

Mr. Cowan. At the time we made our deal we didn’t tell him. Is 
that what you meant ? 

Mr. Srmon. Yes. 

Mr. Cowan. Yes. 

Mr. Stmon. I show you an affidavit Mr. Muss signed in September 
1951, and ask you whether you knew that he had been asked to sign 
that affidavit. 

Would you read the last paragraph, Mr. Cowan? 

Mr. Cowan. Yes. No. I didn’t know he had been asked to sign it. 

Mr. Stuon. Would you read the last paragraph out loud please / 

Mr. Cowan (reading) : 








No person or selling agency has been employed or retained by said corpora- 
tion or any officer thereof, to solicit or secure said certificate upon an agreement 
or understanding for a commission, percentage, brokerage or contingent fee. 
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Mr. Simon. I take it to the extent that that is technically correct 
in that Mr. Muss, or the Page Manor Corp. had not retained any agent 
for that purpose, that you had retained Ready & Casey on a commis- 
sion basis to help you; is that correct ? 

Mr. Cowan. You didn’t say it correct. We had retained them as 
a liaison officer. 

Mr. Simon. What do you mean by a liaison officer ? 

Mr. Cowan. To do legal work for us from one agency to the other, 
and see about the different things that you would have to go through 
in developing one of these projects. 

Mr. Sraon. Is it customary in the building industry to hire liaison 
officers ? 

Mr. Cowan. It certainly is, when you are doing work for the Gov- 
ernment. 

Mr. Sron. Is it customary to pay them 5 percent of the profits 
of the venture ? 

Mr. Cowan. Is it customary you say? 

Mr. Srmon. Yes, to pay them 5 percent? 

Mr. Cowan. You are asking me a question that is a $64 question. 
IT don’t know 

Mr. Simon. Is it customary for your company to pay these liaison 
officers 5 percent ? 

Mr. Cowan. We had a deal here that was—represented to us—the 
man represented to us to know his way around 

Mr. Stwon. What do you mean by “know his way around ?” 

Mr. Canttt Do you want to finish the answer ? 

Mr. Cowan. Yes. 

Mr. Cantix. He wants to finish his answer. 

Mr. Sron. In finishing if he would explain what he meant by 
“know his way around.” 

Mr. Cowan. Sure. I will explain it. He said he was a colonel in 
the Army and he was acquainted with people in the military, and 
was a contractor, and an engineer, knew his way around in the con- 
struction industry, as well as acquainted with people in the military. 

Mr. Stwon. Is it the custom for your company to pay these liaison 
people 5 percent rather than a salary ? 

Mr. Cowan. Well, in this particular instance, it was a deal where 
we thought we were going, as I explained to you in the first place, 
that we were going to negotiate these contracts. That it was the 
intent of the military to do it on that kind of a basis. That is the 
reason we made that kind of a contract with him. We were going to 
sit down and negotiate this on a percentage basis, cost-plus-fixed-fee 
basis, and he was willing to go ahead and do this work, this legal 
work, and liaison work, on his own expenses, and his own out-of- 
pocket deal, for 

The Cuarrman. Was he to get 5 percent of the total amount of the 
project or 5 percent of the profits? 

Mr. Cowan. He was supposed to get 5 percent of the owning stock. 

The Caarrman. The what? 

Mr. Cowan. Five percent of the owning stock in any corporation 
that might be developed with reference to the housing at Dayton, and 
5 percent of the net profit on any job that we might undertake, that 
we built, that he brought to us. 

The Cuarrman. I see. 
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Mr. Cowan. And did the work on, of the net profit, if any. 

The Cuarrman. In other words, you hired him sort of like a sales- 
man, thinking that he had experience in dealing with the Govern- 
ment and the Army and the Air Force, to bring jobs to you or sell 
jobs for you to the Air Force. They in turn would follow through 
on specifications and do other work that was necessary to do in con- 
nection with it; is that right? 

Mr. Cowan. Thatisright. He was to—— 

The Cuarreman. Did he bring you more than this one project? 

Mr. Cowan. We talked about several; yes, sir. 

The CuarrmMan. But was this the only one that he actually deliv- 
ered ? 

Mr. Cowan. He didn’t actually deliver this one. He did a lot— 
did some work on it, but - 

The CuatrmMan. You did get the contract ? 

Mr. Cowan. Yes. We did finally develop it. It wasn’t through him 
that it was developed. 

The CHairmMan. Did he ever bring you any other contract or secure 
any other orders for you? 

Mr. Cowan. He never secured any orders for us any place. He 
didn’t even secure this one, 

The Cuarrman. But he never secured any orders for you. Your 
job is building—you do a lot of building for the Air Force, do you 
not ? 

Mr. Cowan. I doa lot of building for the military. 

The Cuarrman. Such as what, runways? 

Mr. Cowan. No. Iam a building contractor. I build buildings. 

The Cuatrman. Do you mean like barracks, hospitals, hangars ¢ 

Mr. Cowan. Hospitals, ete. 

The Cuarrman. You doa lot of that? 

Mr. Cowan. Nota great lot, but quite a little ; yes, sir. 

The Cuatrman. How many such projects have you had, such as 
that? 

Mr. Cowan. Ihave had 10 or 12, I guess. 

The CuarrMan. Pretty much all over the United States ? 

Mr. Cowan. No, not allover. Mostly out in my locality. 

The Cuarrman. Mostly out in Oklahoma? 

Mr. Cowan. Arkansas, Oklahoma, Texas, out in the Midwest. 

The Crarmman. What would you say the total contract prices 
amounted to all of your 10 or 12 projects ? 

Mr, Cowan. We had a negotiated job for the Army and Navy at 
Norman, Okla., of $28 million. I had three associates witli me on that 
job, and we did some work at Fort Sill. It was possibly four or five 
hundred thousand dollars worth. We built the alien camp at McAllis- 
ter, Okla., about a million and a half; we built the airbase at Newport, 
Ark., that run about, something under $3 million, and work like that. 
_ The Cuarrman. But this Page Manor in Dayton was the only hous- 
ing projects that you ever had any connection with with the Air Force 
or the Government? 

Mr. Cowan. That is right. 

The Cuarrman, And that man Ready—you hired him to secure the 
contract, and help get going on it? 

Mr. Cowan. We hired him to do liaison work for us; yes, sir. 
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The Cuarrman. He told you that he knew how to do it; knew 
the Army officers? 

Mr. Cowan. The way he represented to me, he said he was a con- 
tractor and engineer, and he knew the ins and outs—— 

The Cuatrrman. How to get in and out? 

Mr. Cowan. No, the ins and outs of the details in handling construc- 
tion work with the Government. You know there is a lot of—when 
you are going to negotiate work with the Government, that was 
the part that we primarily had him for, to be our representative and 
take our brochure around to these different agencies and present our 
case. 

The Cuarrman. That is right. 

He had been an Army officer? 

Mr. Cowan. That is what he said. 

The Carman. He had been a colonel, you say ? 

Mr. Cowan. That is right. 

The Cuatrman. How long had he been out of the Army? 

Mr. Cowan. I don’t recall as he told me; not very long, I think. 

The Cuarrman. Well, thank you very much, Mr. Cowan. We ap- 
preciate your testimony. 

Mr. Cowan. Yes, sir. 

The Cuarrman. Our next witness will be Mr. David Muss. 

Mr. Muss, will you please be sworn. 

Do you solemnly swear that the testimony you are about to give will 


be the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF DAVID MUSS, PAGE MANOR, DAYTON, OHIO, ACCOM- 
PANIED BY JOHN CAHILL AND LOFTUS BECKER, COUNSEL 


Mr. Muss. I do. 

The Cuarrman. Thank you, sir. Please be seated. 

Give your full name to the reporter. 

Mr. Muss. My name is David Muss, M-u-s-s. 

The Cuarrman. I presume the same attorneys are representing you 
that represented Mr. Cowan? 

Mr. Becker. That is correct. 

Mr. Muss. Yes, sir. 

The Cuarrman. Thank you. 

Will you proceed ? 

Mr. Srwoyn. Mr. Muss, who built the Page Manor project? 

Mr. Muss. Our company, the Airway Construction Co. 

Mr. Soon. Is that Airway Construction Corp. ? 

Mr. Muss. No. sir; Airway Construction Co., a corporation, an 
Ohio corporation. 

Mr. Srwon. Who are the stockholders of that company ? 

Mr. Mvcss. The stockholders of the Airway Corp. are David Muss, 
Norman K. Winston, Tecon Co. of Dallas and Cowan Bros. 

Mr. Sron. Did each of those 4 people or groups own 25 percent 
of Airway? 

Mr. Mvss. Each of them owned 25 percent. I may not have the 
exact titles, but essentially those are the interests, and the shares are 
that way. 
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Mr. Sruon. Who is Tecon ? 

Mr. Moss. Tecon is a corporation in which the young Clint Murchi- 
son, his brother, and some of their associates, own stock. 

Mr. Suwon. The Murchison family own Tecon; is that correct ? 

Mr. Muss. I don’t think that is correct, Mr. Simon. I recall in the 
testimony given I think 60 percent of it belongs to the Murchisons 
and 40 percent to some associates in the company. 

Mr. Simon. Cowan Bros. is Link Cowan and his brother who just 
testified ? 

Mr. Muss. Link Cowan and his brother Ernest, yes. 

Mr. Stmon. And you and Mr. Winston each own 25 percent? 

Mr. Muss. Yes, sir. 

Mr. Simon. What is the capital stock of Airway Construction Co.? 

Mr. Muss. Lam not sure. Let me see—— 

Mr. Simon. Is it 24 shares at $50 each ? 

Mr. Muss. I refer to the records, and I would say that is right. That 
is from the books of the company. 

Mr. Suwon. That is a total of $1,200, and did each of you pay $300 
for capital stock ¢ 

Mr. Muss. To the best of my recollection ; yes, sir. 

Mr. Stmon. Now, there are four Page Manor corporations; is that 
right ? 

Mr. Muss. Yes, sir. 

Mr. Stmon. Nos. 1, 2,3,and 4? 

Mr. Muss. Yes, sir. 

Mr. Stwon. Who owns the stock in the four Page Manor companies? 

Mr. Muss. Page Manor Management Corp. 

Mr. Simon. What is the capital stock of Page Manor Management 
Corp. ¢ 

Mr. Muss. Do we have that here? 

Mr. Srmon. Is that 8 shares at $100 each ? 

Mr. Muss. Is that what is shown in the record? If it is, I believe 
it is right. 

Mr. Becker. That is correct. 

The CHarrman. Is that $800? 

Mr. Muss. Eight hundred dollars. 

Mr. Srmon. For each ? 

Mr. Muss. No, sir; all of them. 

Mr. Becker. That is Page Manor Management Corp. 

The Cuarrman. There are four corporations ¢ 

Mr. Stmon. There are four subsidiaries. 

The CuarrmMan. I see. Total capital stock is $800 ? 

Mr. Becker. Eight hundred dollars. 

Mr. Simon. Page Manor had 4 stockholders who are the same as 
the 4 stockholders in Airway ; is that correct ? 

Mr. Muss. Yes, sir. 

Mr. Simon. Each of them put up $200 of the $800 in capital? 

Mr. Muss. You mean permanent invested capital ¢ 

Mr. Stmon. Yes. 

Mr. Moss. For common stock; that is right. This does not count the 
risk capital used during construction. 

Mr. Simon. By risk capital, you mean loans? 

Mr. Muss. Well, loans—that is correct. 
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Mr. Srwon. Each of the Page Manor corporations were wholly 
owned subsidiaries of the Page Manor management; is that right? 

Mr. Muss. Well, if they weren’t when they were organized they 
ended up being that way. 

Mr. Stwon. What was the common stock in each of the Page Manor 
Corps. ? 

Mr. Muss. Forty shares of no par value in each, a total of $2,000 
in each paid in, sir. 

Mr. Simon. Then there was preferred stock in each of the Page 
Manors that was owned by Airway; is that correct ? 

Mr. Moss. That is right. 

Mr. Srmon. And since that totaled about $250,000, I take it Airway 
borrowed the money to buy that preferred stock ? 

Mr. Muss. That is correct, sir. 

Mr. Simon. After you got into this picture, I gather you scrapped 
the original plans and specifications ? 

Mr. Muss. Yes, sir. 

Mr. Staon. Why? 

Mr. Muss. Perhaps I had better give you a little background for 
that. 

When Mr. Murchison called me to visit him at his office, and discuss 
this 

Mr. Srwon. Can you tell us when that was ? 

Mr. Muss. I would say that was in the spring, possibly late Feb- 
ruary or early March of 1951. 

Mr. Murchison talked to me over the telephone and asked if I could 
come by and chat with him a while about this Wright-Patterson deal. 
He and his associate, Mr. Cowan, had been working on it. and they had 
some plans they wanted me to look at. I went to Dallas and I had 
my architect with me, Herman Gerber. We had been working on 
some other matter, and I met Mr. Cowan at that time, and met Mr. 
Murchison, and they showed me plans, and asked my opinion about 
them. We went over them. We studied them for quite some time, 
both Mr. Gerber and myself, and I told them I didn’t like the plans. 
The objections I had to them was, first, the location of the buildines 
onthe site. I didn’t think it was attractive. Secondly, the distribution 
of units was bad. They had, I believe, 20 or 25 percent of 1-bedroom 
units, and our experience had been that 1-bedroom units is not good 
apartments for the military, that they all have families, or those that 
don’t have children have a mother-in-law or visitors to come to stay 
with them, and I said so. I said, “These are bad.” 

Again, we didn’t like the size of the units. They averaged about 
850 square feet per apartment, and that is pretty small units. 

We showed them some rough sketches, Gerber drew some 
sketches 

The Cuarrman. May I interrupt? 

The original plans that Cowan prepared were accepted by FHA, 
were they not, and the Air Force? 

Mr. Muss. They had been accepted by both FHA and the Air 
Force. 

The Cuatrman. And the Air Force? 

Mr. Muss. Yes, sir; but we were faced—we had been talking about 
a possible joint venture. 
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The Cuamman. Therefore, if there were any faults in the con- 
struction or, rather, the plans, it would be both known to Mr. Cowan 
and the FHA and the Air Force ? 

Mr. Mess. Essentially it would be the fault of the designer. 

The CuarrMan. It would be their fault, also, for accepting them ? 

Mr. Muss. Well, sir, they met minimum standards. They met 
minimum property standard of FHA and minimum property stand- 
ards of the Air Force, but they didn’t meet our minimum property 
standards. 

To begin with, we felt that these units ought to average about 
1,020 square feet instead of 850. We wanted—it has been our experi- 
ence, over the years, that the builders who try to make the units too 
small are unwise. They may save $50 or $60 an apartment, but they 
lose it mighty fast if they get some vacancies, and, again, the type of 
units were not too good, either. Half of the units were of the one- 
over-one type, where somebody would have to take care of the hall- 
ways, and maintenance costs would be high. There were dozens of 
other reasons we picked on, including the fact that there were, I be- 
lieve, very few garages available. 

Mr. Simon. What was the reason for changing from a brick build- 
ing toa stucco building ? 

Mr. Muss. We had just completed some stucco buildings in San 
Antonio. We were building them. We liked stucco. 

Mr. Simon. It is more or less expensive ? 

Mr. Muss. I would say. per square foot, sir, stucco is less expensive, 
but you want to remember that when we redesiged these buildings we 
increased the average floor area per apartment from 850 square feet 
to 1,020 square feet. 

Again, we added considerable more perimeter to the building, ex- 
terion walls, so that while per square foot stucco is cheaper than 
brick, the overall in this case might have been more expensive than 
brick. 

The other reason was, as these plans were designed—I am sorry, 

don’t have them here—but while they showed brick all the way 
up, they had no relief, no ornamentation, no decorative features. 
Even the entrance hallway, the trim around the entrance door was 

i-by-4 board, and we felt that it would look like a prison more than 
anything else; just putting brick on a house don’t make it look good. 

Mr. Suwon. Mr. Muss, I have the application which Mr. Cowan 
identified a few minutes ago, dated July 24, 1950, for an FHA loan, 
which estimated the total requirements of $4,562,500, and I also have 
the application which you signed, dated June 5, 1951, estimating the 
total requirements at $5,353,515. The increase is approximately 
$800,000 in that 11-month period from the 2 applications. 

Comparing the lands, Mr. Cowan said the land was worth $70,500. 
You said the land was worth $80,000. What was the reason for 
raising the valuation of the land $9,500 ? 

Mr. Muss. I can’t recall any particular reason, except that I prob- 
ably included more: off-site items that were intended or that had to be 
added to this land before it was usable. You must remember, sir, that 
this was raw land, way out in-the country, that we had to spend more 
than $1 million for water and sewer. We had to do certain improve- 
ments in adjacent roads, both sides of the project, before the land 


would be acceptable to FHA. 
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Mr. Sruon. Mr. Cowan said the new utilities would cost $250,000, 
and you said the new utilities would cost $372,000. What was the rea- 
son for that ? 

Mr. Muss. Well, as I said, we didn’t like the original layout. We 
added some streets, for one example. Airway Road is a pretty busy 
traveled road. We set the housing back in our plan 150 feet from the 
road, and then we put an additional service road—the word “service 
road” is not correct, but we puta road and a mall directly in front of 
this property. Again, we used more land. You want to remember 
that in the first instance the coverage of the project was—I think they 
averaged about 14 or 15 units per acre. We reduced ours down to 
nine point some fraction so you had to use more streets, more roads, 
more land. 

Mr. Srwon. Mr. Cowan had $50,000 for landscape work, and you 
raised the landscape to $79,800. What was the reason for that ? 

Mr. Muss. Again, sir. our units were all row-house type, single- 
family units, each one with a front and back yard. Our coverage 
was less per acre than the other, which meant we had more area to 
landscape, and, again, you see, the cost of landscaping is based upon 
what the landscape architect puts in. I can’t tell you now, but I 
would assume that the architect that drew the final plans showed more 
landscape. 

Mr. Srwon. Mr. Cowan had legal and organization expense at 
$5,000, and you raised that to $17,500. What was the reason for that? 

Mr. Moss. I had more experience than he did. 

Mr. Srwon. Why did your experience cause you to raise that from 
$5,000 to $17,500 ? 

Mr. Muss. Because I estimated the new cost was $17,000. We had 
people that had to travel long distances to get to Dayton or to Cincin- 
nati. We had to hire lawyers, and I didn’t know you could hire law- 
yers for the price that Cowan had in his application. 

Mr. Stmon. All these figures apply, the differences, to all four proj- 
ects: is that right ? 

Mr. Muss. Yes, sir. 

Mr. Stuon. So we can multiply these by four? 

Mr. Muss. That is all right, sir. You want to remember, of course, 
that when we came into this picture there were only two projects, a 
thousand units. 

Mr. Srwon. Then it was later doubled to four projects? 

Mr. Muss. There were added a thousand additional. 

Mr. Srwon. Mr. Cowan had the architect’s fee at $179,615 and you 
raised the architect’s fee to $234.053. What was the reason for that? 

Mr. Muss. Well, sir, the words “architects’ fee” is almost a mis- 
nomer, and that was our estimate of what it would cost us in archi- 
tectural services. It would not only include the architect, but it 
would include the engineering fees, the surveyors, staking out, super- 
vision, and additional drawings that we might be called on from time 
to time or additional architectural services. 

Mr. Srmon. I have before me an agreement between owner and 
architect dated September 26, 1951. between Page Manor No. 1, signed 
by you, and an architect named Erwin Gerber. Are you familiar 
with that contract ? 

Mr. Moss. If I can see it, I ean probably recall it. 

This is in consideration of $1. 
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Mr. Simon. Yes. I wondered why the contract says the fees of the 
architect shall be $1 and other valuable considerations ? 

Mr. Muss. Because he was being paid by Airway Co. and not di- 
rectly by Page Manor. Following rH A procedure, ‘if you will notice, 
in determining the amount of “eash requirements for closing, no 
amount was set for architects’ fees. 

Mr. Stmon. What was Mr. Gerber actually paid? 

Mr. Muss. I think Mr. Gerber himself was paid around $200,000, 
possibly a little bit more than that. 

Mr. Simon. For each of the projects? 

Mr. Muss. For all of them. 

Mr. Simon. For all four? 

Mr. Muss. For all of them, sir. 

Mr. Stmon. That would be roughly $50,000 for each project ? 

Mr. Muss. Well, no, sir. They weren't broken up exactly that way, 
but the total was on the basis, percentagewise, I don’t know what it 
figured out to, but it was a lump sum of $100,000 on the first thou- 
sand units, and $100,000 on the second thousand. 

Mr. Stmon. One hundred thousand dollars for the first two 
projects ? 

Mr. Muss. Yes, sir. 

Mr. Srwon. One hundred thousand dollars for the second two 
projects ¢ 

Mr. Muss. Yes, sir. His fee does not include all architectural serv- 
ices and engineering expense that was incurred and spent on this job. 

Mr. Simon. Wasn’t that included under construction cost ? 

Mr. Muss. No, sir; there is no provision in construction cost or in 
the prepayment breakdown for surveyors, engineers, clerical workers, 
or architectural supervision. 

Mr. Sruon. How much did you pay the surveyors ? 

Mr. Muss. I don’t have the figures here, but my best recollection 
is probably in excess of $130,000 or $140,000; those are only part of 
the expenses. We had engineers and architectural supervisors on our 
daily payrolls. 

Mr. Stmon. What was the cost of construction of the four Page 
Manor projects? 

Mr. Muss. Do you want total, sir? 

Mr. Srmon. I would like the total construction cost as shown by 
your books. 

Mr. Muss. The total adjusted construction—— 

Mr. Stmon. Not adjusted, just total construction cost. 

Mr. Muss. As per our books, the building costs, per books, shows 
$15,879,146. 

Mr. Srwon. That does not include the land ? 

Mr. Muss. It does not include the land nor other items of construc- 
tion cost which were charged to profit and loss. 

Mr. Stmon. Now, I would like to get those one at a time. The 
mortgage was how much ¢ 

Mr. Mess. The mortgage was $17,377,500. 

Mr. Stwon. And the actual construction cost was $15,879,000. 

Mr. Muss. No, sir. The actual construction cost, if I may be per- 
mitted to explain—— 

Mr. Stmon. Your books shows that $15,879,000 as your construction 
cost. 
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Mr. Muss. That is what we used for depreciation purposes, sir, but 
they do not include financing during construction, interest during con- 
struction, or other items that we would have had an option to aalfee 
- capital cost, but our accountants advised us to charge to profit and 

oss. 

Mr. Simon. I understand. You had about $800,000 of interest and 
similar expenses that for your own tax purposes you chose to charge 
to profit and loss, and not to construction ¢ 

Mr. Muss. And they should properly be charged—they could prop- 
erly be charged to construction cost, sir. ‘These are items which are 
included in FH A’s estimated costs. 

Mr. Stmon. But you chose to charge them to profit and loss and 
offset them against the rental income for tax purposes ¢ 

Mr. Muss. On advice of our accountant; this is, right, sir. The 
figure that I have here, totaling these items, which would include the 
building cost, and these items charged to profit and loss, and the land, 
is $16,613,439. 

Mr. Simon. The $16 million figure includes this approximately 
$800,000 of expenses that you elected not to charge to construction 
costs ; is that right? 

Mr. Muss. Some $750,000, including—I direct your attention to one 
item of interest alone of $421,000. 

Mr. Stmwon. When the building was financed, out of the proceeds 
of the mortgage, was any distribution made to the stockholders ? 

Mr. Moss. No distribution, as such, was made to stockholders, sir. 

Mr. Simon. I don’t know that we want to quibble about the word 
“distribution.” Did money flow from the corporation to the stock- 
holders ? 

Mr. Muss. The corporation, through another corporation—I would 
like to redraw that and rephrase it—the stockholders borrowed money 
from—which would represent part of the mortgage proceeds; is that 
correct ¢ 

Mr. Sraon. Is what happened that the four Page Manor corpora- 
tions disbursed $908,000 to Airway as a loan, and then Airway dis- 
bursed the $908,000 to its stockholders as a loan ? 

Mr. Muss. That is not exactly correct. It was disbursed by—as 
loans; rather, it was loaned out by Page Manor Management Co., and 
not Airway. 

Mr. Srwon. So what I said is correct, except that it went through 
Page Manor Management ? 

Mr. Muss. That is correct. 

Mr. Stmon. How much of that $908,000 did you get ? 

Mr. Muss. One-fourth—approximately one-fourth of it, sir. 

Mr. Stwon. And each of the four stockholders got approximately 
one-fourth ? 

Mr. Muss. Each of us borrowed approximately one-fourth; yes, 
sir. 

Mr. Strwon. The Murchisons and Cowan got a little less than vou 
and Mr. Winston. Did that have any relation to the fact that they 
got $100,000 out of the land ? 

Mr. Muss. No, sir. As long as we are on the lands question, may 
I say this to you: That Winston and I came in the deal, Murchison— 
Murchison and Cowan told us what they paid for the land, they 
showed us figures. They also showed us itemized lists of what they 
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had expended in architectural service, travel expenses, engineering 
fees, and other out-of-pocket ro We agreed to reimburse 
them, but to set it up as part of the land cost because whatever had 
been—all the plans had been done before that were valueless to us 
and our company does have itemized statements showing those par- 
ticular items. 

Mr. Srmon. Is the only reason you did this as a loan rather than 
a dividend, the income-tax problem ? 

Mr. Muss. Well, sir, we did it on advice of our accountants, and our 
Jawyers, and we are very mindful of the present policy of the Internal 
Revenue Service on distributions of that nature. 

Mr. Srmon. In the executive session on July 10, 1954—and I am 
reading from page 1995 of the transcript—did this take place: 

Senator CAPEHART. Why did you make loans instead of distribution? 

Mr. Muss. Well, we didn’t know what the picture would be and we still don’t 
know. It looks just about the way we have given it to you here. There is 
still some outstanding bills that might change the picture, and also we have 
been waiting on a decision from the courts, the tax courts, in cases like Gross- 
Morton’s 117-M case, 

I am interjecting here: By the Gross-Morton tax case you mean 
the case where the internal revenue collector contended that the Gross- 
Morton windfall was ordinary income and not long-term capital 
gains? 

Mr. Muss. I don’t know what the Internal Revenue Service says 
about the word “windfall,” but 1 know the amount is about right. 

Mr. Stmon. The Internal Revenue Department claims the differ- 
ence between the cost of construction and a mortgage is ordinary in- 
come, and Gross-Morton claimed it is long-term capital gain? 

Mr. Muss. That is my understanding of the case. I said at the 
closed hearings, and I meant to say it again, but in a slightly different. 
way. I think I said that just a minute ago. 

Mr. Simon. Then I said to you, and I am continuing from the trans- 
script: 

You don’t want to pay normal income on that $800,000 ? 

Mr. Muss. If you could assure us it would not be subject to suit by the In- 
ternal Revenue Department under 117—-M, we would distribute it, and be very 
happy to pay our taxes on it. 

I take it by “taxes” there you meant long-term capital gains? 

Mr. Muss. That is correct, sir. 

Mr. Stmon. The applications for mortgage commitment refer to 
Wright-Patterson Apartments, Inc., in each of the four projects. Was 
that company ever active ? 

Mr. Muss. Not as such. We did not use the Wright-Patterson 
Apartments, Inc., as such. When we were discussing the commence- 
ment of the construction or the formation of the corporations, we asked 
the Adjutant General and other people at Wright-Patterson if there 
wasn’t some fine outstanding Air Force person we would name the 
project after, and they thought it could be fine if we named it after 
the late Colonel Page, who was a fine officer, and who, in fact, com- 
manded Wright-Patterson for some time. 

Mr. Simon. Did you change the name of the corporation from 
Wright-Patterson to Page Manor, or were they new corporations? 

Mr. Muss. We formed new corporations. 

Mr. Srwon. The others were abandoned ? 
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Mr. Muss. The others, we changed the charter and used Wright- 
Patterson Apartments, Inc., as the owner-sponsor of some title [LX 
housing that we built in Dayton. 

Mr. Sraon. Mr. Muss, who awarded the cement block contract to 
Mr. Sardo? 

Mr. Muss. I believe I did. In the usual course of our business, we 
have a purchasing department, headed by a man who takes bids from 
various people, but in the final analysis I guess I pass on all the bids 
and select the contractor. 

Mr. Stmon. Where does Mr. Sardo live ? 

Mr. Muss. I believe Mr. Sardo now lives in San Antonio. 

Mr. Stwon. Where did he live at that time ? 

Mr. Muss. I believe he lived in San Antonio. However, let me clar- 
ify something. The Sardo Construction Co., or Sardo Bros., are two 
brothers. One lives in Brooklyn and one lives in San Antonio. 

Mr. Simon. In either event, either San Antonio or the other city, 
each is equally distant from Dayton ? 

Mr. Muss. That is right. 

Mr. Simon. It was an essentially Dayton concern? 

Mr. Muss. That is right. 

Mr. Stwon. Do you know what the price was the construction com- 
pany agreed to pay Sardo for the construction blocks? 

Mr. Muss. We had a lump-sum price with Sardo for not only ce- 
ment blocks but all masonry work. 

Mr. Stmon. It was so much a block laid in place ? 

Mr. Muss. No, sir. 

Mr. Srwon. What was the contract ? 

Mr. Muss. It was a lump-sum contract. It was a lump-sum con- 
tract for $362,000, which covered the scope of the work; it covered all 
foundation walls to be built of concrete block, in lieu of the poured 
concrete originally showed in the drawings, all fireproof party walls, 
all necessary filling in between beams with concrete and ordinary brick, 
all service-building walls and partitions, all decorative brick, stone 
and sill work, and the lump-sum value of this contract has been based 
on the foundation wall, over the concrete footing, to consist of two 
courses of block and an 18-inch cat block, and then we did provide that 
for any changes in plans and specifications, any deviations, intended 
to mean omissions or additions, the unit price of the foundation block, 
18-inch block was 58 cents; 12-inch block was 80 cents, and the garage 
and 8-inch block was 62 cents, and 4-inch block, 50 cents. 

Then along with it, the subcontractor shall furnish and install serv- 
ice-building vents as well as installing in a proper workmanlike manner 
all other items of materials which are furnished by others and ordi- 
narily built in by the mason. 

In general, this contract includes all work which is ordinarily per- 
formed by the masonry trade. 

Mr. Stmon. Do you know where Mr. Sardo bought his cement blocks? 

Mr. Moss. I believe we tried to help him make a deal there. We had 
several people in Dayton bidding, but I think we finally recommended 
that he take bids from everybody—to my recollection—he bought his 
blocks from Price Bros. 

Mr. Stuon. Do you know what he paid Price Bros. for the blocks? 

Mr. Muss. I don’t know, sir, but remember that his prices to us are 
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in place. I do somehow recall a figure of 20 cents—there are various 
blocks—20 cents, I think, for the 8-inch block, then we had some blocks 
that were top-cost blocks and some of them were solid and there were 
various prices. 

My recollection is that the 8-inch block was, at one time, 20 cents, 
with possibly a 2 or 5 percent discount if he paid his bills within 10 
days. That isthe best of my recollection. 

Mr. Srmon. In other words, he paid roughly 20 cents a block for 
them from Price Bros. ? ; 

Mr. Muss. For the raw materials; yes, sir. I am sure he paid for 
the brick on the basis of raw material. 

Mr. Stmon. We have been told, Mr. Muss, that this Brooklyn firm 
that had the masonry contract bought the cement blocks from Price 
Bros. in Dayton, and then had them installed in the project, and ended 
up making a profit of approximately 20 cents a block on a million 
blocks, or, roughly, $200,000. Do you know anything about that? 

Mr. Muss. I don’t know how you could make that much profit, and 
I know he did not buy the blocks and turn them over to somebody. I 
know that there was for one period of time when we were pushing the 
completion of our second section, we were pushing the men, that he 
did get a small subcontractor with 5 or 6 men to do some work for him. 
What he paid them, or what he did, we don’t know, but I have here 
also a bid, dated October 3, 1951, from a brick and stone contractor in 
Dayton. 

Mr. Sruon. Was that for work done on this project ? 

Mr. Muss. It wasa bid on the same job, sir. 

Mr. Sumon. Sorry—— 

Mr. Muss. It was a bid on the same job. We took bids. We took 
bids from many people before we gave anybody any work. 

Mr. Srmon. Did Price Bros. bid on this job? 

Mr. Muss. No,sir. Price Bros. is only a supplier. We wanted some- 
body who would put these blocks and brick in the wall. I think, coun- 
sel, that somebody has either misled you or have taken the mere price 
that was paid to the material men of 20 cents a block. 

Mr. Stuon. No. The difference of 20 cents and 65 cents a block 
would be 45 cents, and the information we had is that the cost of put- 
ting them in place was about 25 cents a block. That reduces the profit 
to about 20 cents. } 

Mr. Muss. To begin with, our blocks, our unit price, adjusted price, 
runs from 58 cents for an 8-inch block to 62 cents for an 8-inch block, 
in garages, and 80 cents for a 12-inch block. 

Mr. Srwon. Is 65 cents a good average ¢ 

Mr. Muss. No, sir. The 8-inch block—the 12-inch block, you don’t 
mean to say that that man is going to be able to buy a 12-inch block 
for the same price as an 8? 

Mr. Simon. No, but is 65 cents a block a good average for what you 
paid him? 

Mr. Muss. It would be misleading to say 65 cents. I would say that 
his unit price for replacements or omission was 60 cents for 8-inch 
block, and 80 cents for a 12-inch block, but I know that after the 
testimony at the executive meeting, and the questions that counsel 
raised from Mr. Cowan and Mr. Winston, I talked to Sardo and I 
asked him about it, and I told him there were reports that he had 
made $200,000, and he laughed. He said that his average—I said 
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“Would you tell me how much you did earn?” and, well, he said, “of 
course, he himself, worked with his hands, and so did his brother on 
the job,” and he said “I think if we made 10 percent we did pretty 
good.” The total contracts here are about five hundred—they were 
reduced, because instead of going to cement block on the foundations 
we went to concrete walls, concrete foundations, and the contracts were 
finally reduced, if my recollection is correct, his contract price on Page 
Manor 1 and 2 was $282,000, and on Page Manor 3 and 4, about $8,000 
less. 

Mr. Stmon. So your information is he only made $50,000 instead 
of $200,000; is that right ? 

Mr. Muss. My information is from him that that is what he believes 
to be the most he earned. He is not sure. 

Mr. Srmon. Mr. Muss, sections 3 and 4 were built on Government 
property, were they # 

Mr. Muss. That is right, sir. 

Mr. Srmon. Sections 1 and 2 were built on this land that Mr. Cowan 
had originally purchased ? 

Mr. Muss. Yes, sir. 

Mr. Simon. Did you have some litigation with the local authorities 
out there in which you contended they had—the local authorities had 
no right to inspect sections 3 and 4 because they were built on Govern- 
ment property ¢ 

Mr. Muss. Yes, sir. 

Mr. Srmon. And you prevailed in the courts in keeping the loeal au- 
thorities from inspecting sections 3 and 44 

Mr. Muss. We applied—it had nothing to do with inspection. We 
welcomed the inspection, sir. We told the building department we 
would welcome their inspection, but we did not feel that we were 
obligated to pay the building department fee or other fees that they 
were going to charge for services, that they couldn’t render on Gov- 
ernment-owned lands, sir, and we got a declaratory judgment from 
an Ohio court to that effect. 

Mr. Simon. Were the fire stops left out on sections 3 and 4? 

Mr. Muss. No, sir. The fire stops were not left out anywhere, but 
it is a big job, and we might on occasion, someone might have over- 
looked something. Our own inspectors, as well as FHA inspectors, 
probably brought it to our attention and they were corrected. 

Mr, Srmon. Before they were corrected, though, there was a fire in 
sections 3 and 4, wasn’t there ? 

Mr. Muss. That is not true, sir. We had a fire in section 3, but I 
am sure it had nothing to do with the fire stops, sir. 

Mr. Sruon. There had been fire stops left out of the section 3 build- 
ing, weren't there ? 

Mr. Muss. No, sir. 

Mr. Srwon. There weren't ? 

Mr. Muss. No, sir; not tomy knowledge. If there were, it was what 
would happen in any job. A man might have left a piece out here and 
a piece there, but I challenge that statement that the fire stops were left 
out, and the fire happened, sir. 

Mr. Simon. You have heard the statement made before, haven’t 
you? 

' Mr. Muss. No, sir; I have not heard it made until this very minute, 
and I assure you that the insurance adjusters, when we had that fire— 
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that was serviced by the Air Force people, the fire department under 
our contract, and I am sure that in their records you will find a com- 
lete history of the fire. It was reported by their investigators, and I 
think that that ought to be better testimony than hearsay by some— 
well, unhappy builder 

Mr. Sruon. Was the fire loss covered by insurance ¢ 

Mr. Muss. Yes, sir. 

Mr. Simon. So it didn’t increase the cost of the project ¢ 

Mr. Muss. No, sir. 

Mr. Simon. Do you know whether the medicine cabinets in the bath- 
rooms are back to back ¢ 

Mr. Muss. Yes, sir; they are back to back. 

Mr. Simon. There is nothing separates two bathrooms except the 
backs of the medicine cabinets ¢ 

Mr. Muss. No, sir; there is insulating material in between them. 

Mr. Simon. What is the insulating material ¢ 

Mr. Muss. One-inch rockwool. 

Mr. Stwon. That is the only thing separating the backs of the medi- 
cine cabinets ¢ 

Mr. Muss. Yes,sir; and in some places an air space. 

Mr. Simon. I take it that Page Manor also owns a shopping center 
in this community ¢ 

Mr. Muss. Yes, sir. 

Mr. Simon. Is that owned by Wright-Patterson Apartments, Inc. ? 

Mr. Muss. No, sir. That is owned by Page Manor Shopping Cen- 
ter, Inc. 

Mr. Stmon. Is that a profitable one? 

Mr. Muss. We hope it will be, sir. It has just been completed; Page 
Manor Center, Inc., may I correct the record ¢ 

Mr. Stwon. There was some preferred stock in Page Manor, 1, 2, 3 
and 4. 

Mr. Muss. Yes, sir. 

Mr. Simon. Is that still outstanding? 

Mr. Muss. Yes, sir. 

Mr. Stmon. Have loans been made to Airway in approximately the 
same amount of the preferred stock ¢ 

Mr. Muss. No, sir; no loans have been made to Airway but Airway, 
I believe, on the books, owes Page Manor some—lI couldn’t tell you 
whether it was more or less than the preferred stock. It has no rela- 
tionship to the preferred stock. 

Mr. Siaon. What is the ap proximate amount that Airway owes the 
four Page Manor companies? 

Mr. Muss. We don’t have that record here, sir, but it probably is in 
excess of the preferred stock. 

Mr. Stmon. Why doesn’t the Airway Co. pay what it owes and have 
Page Manor redeem the preferred stock 

Mr. Muss. Well, sir, there have been several intercorporate transac- 
tions, and if it hasn’t been done, it has been just—we don’t intend to 
redeem the preferred stock, sir. We don’t intend to and it can’t be 
redeemed under the charter without permission of FHA. 

Mr. Stmon. Mr. Muss, you entered into a contract with the Govern- 
ment, I believe, upon the completion of the construction of these 
projects, all of these corporations would be merged into one? 
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Mr. Muss. We had such an understanding, yes, sir. 

Mr. Simon. It was a written contract, wasn’t it ? 

Mr. Muss. I believe there was a letter on that. 

Mr. Simon. Has that been done? 

Mr. Muss. No, sir. 

That has been waived. 

Mr. Stmon. It has been waived ? 

Mr. Muss. Yes, sir. 

Mr. Srmon. By written letter? 

Mr. Moss. By, I believe, written letter from Air Force and FHA. 

Mr. Srmon. Do you remember when that was? 

Mr. Muss. I would say it was January of this year or December of 
last year, somewhere around that time. 

Mr. Srwon. When was this project completed ¢ 

Mr. Muss. The final endorsement of the mortgage occurred I believe 
in November or December of 1953. 

Mr. Srwon. That is last December ? 

Mr. Muss. Yes, sir. 

Mr. Srmon. In June of 1953, Congress passed an amendment to the 
Housing Act, providing that prior to the final endorsement of a mort- 
gage, there should be a certificate, by which the mortgagor or company 
shall certify— 


That the actual cost of the physical improvements did not exceed the amount of 
the mortgage— 


and that— 


if the actual cost of the physical improvements did exceed the amount of the 
mortgage, the difference should be paid on the loan. 


Then it says in the last sentence: 


The Commissioner shall construe the term, actual cost, in such a manner as 
to reduce same by the amount of any kickbacks, rebates, and normal trade dis- 
counts received in connection with the construction of said physical improve- 
ments, and to include only the actual amount paid for labor and materials and 
necessary services in connection therewith. 

Do you know why that provision of the law wasn’t complied with 
here? 

Mr. Muss. Well, sir, that applied to cases processed and commit- 
ments issued after June 30, or July 1, 1954, our construction was al- 
ready underway. We went under the original title. 

Mr. Suwon. You said 1954. I take it you mean 1953 ? 

Since you raise this question, I don’t know how familiar you are 
with the operation of title VITI 

The Cuarman. Will you yield just 1 minute? 

Is it your position that had you have started your project after the 
date of this amendment, then you wouldn’t have been able to have 
done what you did? 

Mr. Muss. That is not true, sir. 

I say we wouldn’t have done it exactly the same way, but we would 
have been allowed a builders’ fee, a builders’ fee which would have 
amount to roughly 7 percent. 

Mr. Suton. Mr. Muss, that is exactly opposite to what Congress 
provided for. 

Mr. Muss. Well then, sir, we are not charged with the—the builder 
is not charged with the enforcement or administration of the law, 
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but I don’t agree with you, sir, because you read something in that act 
about “other services.” In the regulations of FHA, and they are 
still in effect, permit under the certification procedure, a payment of 
the builders’ ‘fee. 

The CHarrMan. Wait a minute. 

They certainly do allow a builders’ fee you actually spend, but do 
they permit a builders’ fee you do not actually spend ? 

Mr. Muss. The language is consider ‘ably similar, Senator to the 
language in your report to the Senate itself, when you said they will 
allow a builders’ fee, over and above the actual cost of the construc- 
tion, where the builder is the same person as the sponsor; not in 
excess of 10 percent. That is in your report. 

Mr. Stwon. Mr. Muss—— 

Mr. Canim. May he finish, please? 

Mr. Muss. May I answer? 

I refer you to form No. 3304 or 3305, in the Federal Housing Ad- 
ministration which refers to certification procedure, and if the ‘FHA 
interpreted the wishes of the committee wrong, that has nothing to 
do with us but as we understand it—and that form will indi: ate, it 
fixes the maximum amount of fee allowable to a builder in our position. 

The Cuarrman. That is the purpose of this investigation, to find 
out who did what and why and when. 

Mr. Muss. We will be glad to help sir, all we can. 

The Crarrman. Here is a case where your total cost was about 
$800,000 less than the proceeds of the mortgage. 

Mr. Muss. Total cost was $764,000 less than the mortgage sir, but 
the builders’ fees, which we did not take as such, allowable under the 
FHA, allowable in the project analysis, allowed to us on the basis of 
6 percent, which we would be entitled to keep under the certification 
proc edure, was $987,522. 

The Cuarrman. The law says 90 percent. 

You were supposed to put up 10. 

Mr. Muss. No, sir; I think you are right, sir, the law says 90 per- 
cent of estimated replacement cost. 

Now, frankly, I don’t see- 

The Cuamrman. The law says you are supposed to put up 10 per- 
cent and here is a case where you got approximately $800,000 more 
than the actual cost of construction from the proceeds of the mortgage. 

Mr. Muss. Well, sir- 

The Crarrman. You got more. We are trying to find out how that 
is possible under the law, and under existing regulations. 

Mr. Moss. Sir, that is going to leave itself open to a great deal of 
discussion. 

The Cuarrman. Do you want me to add there that if you had been 
given credit for builders’ fees which you didn’t spend it wouldn’t have 
beenso much. Is that what you would like me to add? 

Mr. Muss. No. I would like to say this. Had we in turn not per- 
formed this construction ourselves but turned it over to the XYZ 
General Contracting Co., we wouldn’t be here today answering these 
questions, but it wouldn't have increased the value of the project 
one bit more would it, have cost the FHA insurance anything less. 

The Cuarman. But-you organized the specific corporation for the 
specific purpose of building it. What was the capital investment in 
this Airways Corp. ? 
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Mr. Moss. The permanent capital investment is somewhere around 
$2,000 in common stock. 

Mr. Srwon. Isn’t it $1,200 in Airway and $800 in Page Manage- 
ment ? 

Mr. Muss. You mean the construction company ? 

The Carman. In other words, you organized a separate corpora- 
tion for the specific purpose of building these four projects; is that 
correct ? 

Mr. Muss. That is correct. 

The CHamman. And the capital invested in that company was 
$1,200, permanent investment ? 

Mr. Muss. That is the permanent investment, except, sir, we were 
doing a $17 or $18 million job. 

The Cuatrman. Wait a minute. I understand that. You needn’t 
spend any time on that. We understand that. You loaned the cor- 
poration several hundred thousands of dollars. 

Mr. Moss. $1,800. 

The CHairman. You had to in order to build it. But that was 
all paid back to you from the proceeds of the loan. 

Mr. Muss Yes, sir. 

The CHatrman. So $1,200 was the permanent investment in this 
corporation and you made some $800,000. 

Mr. Mcss. Now—— 

The Cuarrman. Wait a minute. 

That is actually what happened in this instance? 

Mr. Muss. That is correct. 

The Cramman. Your position is that had you contracted with 
someone from the outside, that you possibly wouldn’t have been able 
to have the buildings built for even the amount of money it cost you? 

Mr. Muss. That is correct. 

The CHarrman. Why didn’t you do it? 

Mr. Muss. Sir, we are builders essentially, and we learned this: 
that when we act as our own contractors, we can make changes in 
construction, without hurting us, that will benefit the job. Now, in 
Page Manor let me point out to you one thing like that: when we had 
gotten about 10-percent under way, we have our units divided into 
airmen’s units and officers units. 

Our airmen’s units are smaller than the officer’s units and rent for 
less. Just before we started building, and after we had ordered the 
lumber for the airmen units I became dissatisfied with the plans. 
They were a little bit small. We increased the floor area in those units 
by 20 square feet on each floor, or a total of 40 square feet, for which 
we got no additional mortgage. Had we had a general contractor, we 
wouldn’t have been able to do it. 

He would have wanted $3,000 or $4,000 for it. 

Again, many of those things are in a job. That is our business. 

The Cuarrman. You see our interest in this case primarily is the 
fact it is defense housing and we may have been told and led to be- 
lieve—and I think this is true of everybody—that it was impossible 
to mortgage out on defense housing. Here we find an instance where 
in one project, in Dayton, that you did secure approximately $800,000 
more from the proceeds of the mortgage than your total costs, and we 
are trying to find out how that is possible to do. 
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Mr. Muss. Sir, I say if it wasn’t possible to do you wouldn’t have 
had any military housing built. I think it is only fair to distinguish 
between 

The CuHarrman. Wait a minute. 

Are you saying you have a project at the moment underway, a 
big one at Limestone, Maine, one at W aukegan, Il., and that we are 
going to get into later and other places. 

Mr. Muss. Yes, sir. 

The CHarrMan, Are you saying you expect to mortgage out in 

sach of those? 

Mr. Muss. We expect—we don’t know. No one guarantees us any- 
thing. We have to fight weather and rising prices, but it is our hope 
that we will earn a fee, a builders’ fee; it is our hope we can earn a 
builders’ fee ; yes, sir. 

The Cuarrman. Let me ask you this. 

The owners of this project were Page Manor, is that correct? 

Mr. Muss. Yes, sir. 

The Carman. And Page Manor made a contract with Airways, 
the builder, to build it. 

Mr. Muss. Yes, sir. 

The Cuatrman. So the owners of the project did make a separate 
contract, with the corporation to build it; is that correct ? 

Mr. Muss. Yes, sir. 

The Cuatmrman. Which was Airways? 

Mr. Muss. Yes, sir. 

The Cuarrman. But the stockholders are the same in Page Manor 
as in Airways? 

Mr. Muss. Yes, sir. 

The Cuatrman. Why didn’t you just have Page Manor do it? 

Why did you go to the trouble of having a second separate cor- 
portion 

Mr. Muss. I am glad you raised that, Senator. 

We didn’t want the second corporation. We didn’t even want to 
have the Page Manor Corp. We would have preferred doing this 
job, and owning this property in our own individual names, so that 
we personally could take advantage of the heavy depreciation that 
accrues out of ownership of this property. 

However, FHA, through its regulations, insists that each corpora- 
tion—that each project, have a separate corporation; that the own- 
ing corporation may not do anything except own it. 

The Cuarrman. Couldn’t they build it ? 

Mr. Muss. No, sir. 

The Cuarrman. You are saying that FHA denied Page Manor, the 
owners, the right to build this building? 

Mr. Muss. Yes, sir. 

The Cuarman. You are saying that? 

Mr. Muss. Yes, sir. 

[ say that and I guess we discussed it with them a dozen times. 

The Cuarrman. Are you saying that FHA in every instance, in the 
United States, have forced the project owner to organize a separate 
corporation to build the project or enter into a contract with a third 
party to build it? 

Mr. Muss. They have forced them to enter into a separate contract 
for the construction work, with either the same people, under a dif- 
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ferent name or with an existing corporation, except for the line of 
mortgages under $200,000-——— 

The Cesar at. We have had a number of witnesses in executive 
sesslons—— 

Mr. Simon. Public, too. 

The Cuarrman. And in public hearings, where what you say is not 
according to the facts, at least according to the testimony. 

Mr. Muss. There may be exceptions. Several years ago they did 
have so-called regulatory agreements, in which, on small mortgages, 
the Federal Housing Commissioner, owning a hundred shares of pre- 
ferred stock, they had a regulatory agreement which set forth the 
rights of the FHA. But that has not been practiced for many years. 
As a matter of fact, we tried to get them to change it. We wanted to 
have sponsorship and ownership in individual names and they said 
it couldn’t be done under the law. 

The Cuamman. Just one other question: you made a contract or 
Page Manor made a contract with Airways to build these buildings. 

Mr. Muss. Yes, sir. 

The Cuarrman. And the same stockholders of Airways were in 
Page Manor. 

Mr. Muss. Yes, sir. 

The Cuarrman, And Airways built the buildings and had had about 
$800,000 more than the total costs from the proceeds of the mortgage ? 

Mr. Muss. That is correct. 

The Cuarrman. Is that correct? 

Mr. Muss. That is correct, sir. 

The Cuatrman. That $800,000 has since been loaned to the stock- 
holders. 

Mr. Muss. Yes, sir, except I am not sure when you said Airways— 
when the stock goes to Airways, it belongs to the sponsoring company. 

The Cuairman. This approximately $800,000 which you received, 
which was less than the total amount of the proceeds of the mortgage, 
was that a profit ? 

Mr. Muss. Yes, sir, we say that that is our builders’ fee. 

The Cuarrman. Was it a profit and did you pay corporation taxes 
on that $800,000 ? 

Mr. Muss. We haven’t filed return on that yet. I don’t think it 
is due. 

The Cuarrman. Why? 

Mr. Muss. You have four corporations. I don’t think there is any 
profit involved in it, sir, because it is 

The Cuarrman. You were the building corporation, and wasn’t that 
a profit ? 

Mr. Muss. No, sir, because the consolidated returns and on advice 
of our accountants, that these for the purpose—— 

The CHarrman. You have these four companies, so you filed a con- 
solidated return ; it that right ? 

Mr. Muss. Yes, sir. 

The Cuatrman. What I am trying to find out is if that approxi- 
mately $800,000 is a profit and if it is a profit if you expect to or have 
you paid corporation taxes on it. 

" Mr. Muss. No, because the $800,000 is turned over back to Page 
Manor, 1, 2, 3 and 4, and since they still owe the money, they haven’t 
made any profit. 
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The Cuarrman. Then it isn’t a profit? 

Mr. Muss. Well, not accountingwise. It would not be considered 
a profit. 

The Cuarrman. What is it? 

Mr. Muss. It is mortgage proceeds if that is what you mean. 

The Cuarrman, You still own—Page Manor still owns all of those 
buildings ¢ 

Mr. Muss. Yes, sir. May I complete my answer. While it is still 
part of the mortgage proc eeds the mere fact, if we had paid it to 
an outside contractor, it wouldn’t be mortgage proceeds even though 
it came from the same source; if we would follow your suggestion 
there, Senator, we would have to distinguish between a bona fide 
builder like ourselves who build for ourselves. It is all right if we 
turn around and give the contract to Joe Jones. 

The Cuarrman. What are you eventually going to do with that 
$800,000 ? 

Mr. Muss. We are going to distribute it, sir. 

The CuarrMan. To whom? 

Mr. Muss. To stockholders. 

The CHarrmMan. Of Airways? 

Mr. Muss. Of Page Manor, sir, or we are going to use it for other 
investments. 

The CuarrMan. Are you going to pay corporation taxes upon it? 

Mr. Moss. Yes, sir. 

We will probably pay corporation taxes on it in this instance, be- 
cause some of it will be paid out as dividends to other corporations, but 
I can’t really say on that, sir. What you want to remember is you 
said it is essentially mortgage proceeds. You must also remember, 
sir, that to an inv estor, this particular type of arrangement was par- 
ticularly attractive. 

The Cuarrman. What I am trying to get at is this Airways—it is 
Airways, the builder? 

Airways was organized for just one purpose, to be a builder; is that 
right ? 

Mr. Muss. Airways was only organized to do this job. 

The CuarrMan. To be a builder, a contractor. 

Mr. Muss. Yes, sir. 

The CHarrmMan. Not to own the project when it was through, just 
to build it? 

Mr. Muss. Yes, sir. 

The CuatrmMan. And the same stockholders in Airways were the 
same stockholders in Page Manor? 

Mr. Muss. That is right. 

The Cuarrman. When they finished they had $800,000 more than 
their total cost ; is that right ? 

Mr. Muss. That is correct. 

The Cuatrrman. And Airway isa corporation; is that right? 

Mr. Muss. That is right. 

The Cuamman. Now, I will get back to my question: Why haven’t 
you paid corporation tax on that F $800,000? 

Mr. Muss. Because Airway did the job for Page Manor at cost. 

The Cuarrman. But Airway isa separate corporation. 

Mr. Muss. We didn’t treat it as such. 
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The Cuarrman. Are they a separate corporation ? 

Mr. Muss. They are a separate corporation but the only reason for 
being in existence was because FHA insisted on it. 

The Cuarrman. Are they incorporated ¢ 

Mr. Muss. Yes, sir, a separate corporate entity. 

The Cuatrman. Why shouldn’t they pay taxes on $800,000? 

Mr. Muss. Because it was not a closed transaction. It was a deal 
between—where they had a contract to do at cost for the sponsoring 
company. As you pointed out, if FHA permitted us, the sponsoring 
company would have built this job itself. 

The Cuarrman. I don’t care much about what FHA did or didn’t 
do. The fact still remains you are a corporation, that you are a builder 
and that you actually built these projects for $800,000 less than you 
received for them. Therefore, I don’t see how it can be anything other 
than profit. 

Mr. Muss. I will have to leave that to my accountants. 

The Cuarrman. There is no use of laboring that point because the 
Internal Revenue Service and your lawyers ought to know whether it 
is or is not. But it is one of the things that we are vitally interested 
in in this investigation. 

Mr. Moss. If I may, I do not think I completed one answer. 

The CuarrmMan. You go ahead. 

Mr. Moss. It was just that I think you have to look at military hous- 
ing slightly differently from other rental housing. 

Mr. Stwon. Mr. Muss, you mentioned this Limestone project in 
which you said you hoped to mortgage out. Do I understand your 

osition correctly to be that you want to make a builder’s profit on 
yuilding the building, and then you still will end up owning the 
building? 

Mr. Muss. That is correct, sir, and then perhaps I ought to enlarge 
on that. 

Mr. Stuon. Let me ask you one question in connection with it and 
T will be glad to have your remark. In section 803 of the Housing Act, 
Congress uses at least 3 times in the 1 paragraph—and I think it prob- 
ably is more than 3—the phrase “the actual cost of the mortgagor.” 
And then they say you have to pay back anything in excess of such 
actual cost. 

Can you tell me how under the English language you can include 
in actual cost anything that you have not paid out to somebody ? 

Mr. Muss. You read something else a little while ago. I do not have 
the section in front of me but you said they make allowance for such 
other services. Is there something like that in there? 

Mr. Son. No; I will read it again: 

And to include only the amounts actually paid for labor and materials and neces 
sary services. 

The words “necessary services” that you refer to are preceded by the 
phrase “only the actual amounts paid.” How can you get into that 
something that is not paid ? 

Mr. Moss. Sir, we did not make the regulations. 

Mr. Sron. I am not talking about the regulations. I am talking 
about an act of Congress. 

Mr. Muss. I have not looked at the committee’s report on that legis- 
lation. It may be there is something in there which would justify 
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the regulation by FHA, but all of their regulations permit both under 
section 908—it might be wise to go back to section 908, which title VIII 
certification followed 

Mr. Simon. This Dayton project is under title VIII, section 803? 

Mr. Muss. Yes, sir. 

Mr. Simon. Your Limestone project is under section 803? 

Mr. Muss. Yes. 

Mr. Stmon. Can you conceive of any way under which actual cost 
and actual amounts paid can include anything that you do not pay 
out to anybody ? 

Mr. Muss. All I can tell you is before we start a job, that we have a 
certificate on, we sign a certificate that the builder’s fee will not be in 
excess of X dollars and everything else unexpended will be repaid on 
the mortgage. 

Mr. Suwon. Who are the stockholders of Airway Heating Co. ? 

Mr. Muss. I do not know. I think that is Mr. — a man named AI- 
bert McGee, of Detroit, a very fine heating man. 

Mr. Sruon. Whose office is 519 Calhoun Building? 

Mr. Muss. It used to be our office before it started. 

Mr. Stmon. Is there any coincidence that Airway Heating is in that 
same office ? 

Mr. Muss. We may have taken the office over. 

Mr. Sron. Going to San Antonio, Billy Mitchell Village, Inc., Billy 
Mitchell Village II, and Billy Mitchell Village ITI, are projects you 
built ? 

Mr. Muss. That is right. 

Mr. Srmon. Billy Mitchell Village, Inc., is a section 608 and Village 
IT and Village III are Wherry Acts under section 203 ¢ 

Mr. Muss. That is right. 

Mr. Srmon. In Billy Mitchell Village, Inc., was the common stock 
$3,000 ? 

Mr. Muss. I believe that is correct. 

Mr. Srwon. Who were the stockholders ? 

Mr. Muss. Norman K. Winston, David Muss, Louis N. Kaplan, and 
Henry W. Penn. 

Mr. Srmon. How much did Mr. Winston own ? 

Mr. Muss. Mr. Winston owned 155 shares, representing percentage- 
wise, I think it was—I have 3314 percent, still have it, Mr. Kaplan 
had 10 percent, and Mr. Penn had 10 percent, and Mr. Winston the bal- 
ance amounting to I think 5214 or 5114. 

Mr. Simon. Did Mr. Penn not have 5 percent 

Mr. Muss. I said 5 percent, Mr. Penn. 

Mr. Stwon. Who are the stockholders in Village II ? 

Mr. Muss. The same stockholders. 

Mr. Srwon. Who are the stockholders in Village LIT? 

Mr. Muss. Same stockholders. 

Mr, Sraon. Did some Swiss interests not own some part of this? 

Mr. Muss. The records indicate Mr. Winston is holding half of his 
stock in all of these companies on behalf of—there is a notation, I 
looked at that—on the stockbook he is holding it as an agent for a 
Swiss corporation. ; 

Mr. Smron. He owns 51 percent in each case, and half of that is 
owned by a Swiss corporation ¢ 

Mr. Moss. According to the notation on the record, sir. 
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Mr. Srtmon. After the buildings were built, and out of the excess 
of mortgage proceeds over cost, how much was distributed out of 
Billy Mitchell Village, Inc., to the common-share holders? 

Mr. Muss. Would you repeat that question, sir ? 

Mr. Suwon. After the buildings were built, out of the proceeds of 
the mortgage over and above the cost of the buildings, how much was 
distributed to the common-stock holders of Billy Mitchell Village, Inc? 

Mr. Muss. It is a little difficult for me to tell you how much was out 
of mortgage proceeds and how much was out of operating profit, but 
we did make a distribution of $501,000. 

Mr. Sron. When was the $501,000 distributed ? 

Mr. Muss. I believe it was somewhere around September of 1950. 

Mr. Srwon. When was the building completed ? 

Mr. Muss. About July 1950. 

Mr. Srwon. So within 60 or 90 days of completion of building 1, 
project I, you distributed $500,000 ? 

Mr. Muss. Approximately those dates, yes. 

Mr. Simon. How about building 2, project IT? 

Mr. Muss. I will have to get the information on that. 

Mr. Simon. Was that $467,000? 

Mr. Muss. You are talking now about distributions. 

Mr. Suwon. Yes. 

Mr. Muss. I cannot find the figure readily. Would you give me the 
figure again? 

Mr. Suwon. $467,000. 

Mr. Muss. That sounds approximately correct, as distribution. 

Mr. Stwon. What was the distribution in No. III? Was that 
$269,2508 

Mr. Muss. That is correct, I understand. 

Mr. Srwon. The total on the three projects was $1,236,250, is that 
right ? 

Mr. Muss. I believe that is right, sir. 

Mr. Simon. Then I believe you had another Wherry Act nearby at 
Lackland Village which did not turn out to be so profitable, is that 
right? 

Mr. Muss. It is a good job. I think we had $78,000 left out of 
that one? 

Mr. Srvon. There was no distribution there? 

Mr. Muss. No, sir. 

Mr. Srmon. Of the three corporations that you distributed this 
$1,236,250 to, there was $3,000 capital stock in each company, is that 
right? 

Mr. Muss. No, sir. That was the common stock. There was also 
preferred stock. 

Mr. Simon. $3,000 common stock? 

Mr. Muss. Yes. 

Mr. Son. Preferred stock in the first corporation was $53,000? 

Mr. Muss. That is correct. 

Mr. Srmwon. The second and third were $35,000 each ? 

Mr. Moss. I think one was—that is correct. 

Mr. Sron. Who owned the preferred stock ? 

Mr. Muss. The construction company in each case, Southwest 
Homes, Texas, Inc., owned that, and Billy Mitchell, Inc. 

Mr. Srwon. In the first case the preferred stock was owned by South- 
west Homes, Texas, Co. ? 
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Mr. Moss. That is right. 

Mr. Srwon. Its capital stock was $100? 

Mr. Moss. That is right. 

Mr. Srmon. Has that $53,000-—— 

Mr. Muss. I do not know what its capital stock was. It was $1,000, 
sir. It was nominal. 

Mr. Srmon. In the second case the preferred stock was owned by 
Lackell Construction Corp. ? 

Mr. Muss. That is right. 

Mr. Srwon. Its capital stock is $1,000? 

Mr. Muss. That is approximately correct. 

Mr. Srmon. In the third case the preferred stock was owned by 
Kellack Construction Co. ? 

Mr. Muss. Yes. 

Mr. Srmon. Its capital stock was $1,000 ? 

Mr. Muss. That is right. 

Mr. Srwon. In each of these cases you have not formerly redeemed 
the preferred stock. Do the owners of the preferred stock owe an 
amount approximately equal to the preferred stock to the issuing 

corporation ¢ 

Mr. Muss. Yes. 

Mr. Srmon. Which is in lieu of distribution ? 

Mr. Muss. No. They did not get any distribution. These companies 
did not get any distribution. They got a dividend on the stock when 
the distribution was made. 

Mr. Simon. Why did the construction companies owe an amount 
approximately equal to the preferred stock ? 

Mr. Muss. They owed it to the individual owners. 

Mr. Suwon. That is what you said, is it not ? 

Mr. Muss. I think that is about right. 

Mr. Stwon. Why is it owed to individual owners instead of the 
corporation ? 

Mr. Muss. Because they did not have the money and had to get it 
from us. I do not know if you follow me or if I ‘do not follow. you. 

Mr. Srwon. Southwest Texas Homes bought $53,000 of preferred 
stock in Billy Mitchell Village, is that right? 

Mr. Muss. Yes. 

Mr. Suwon. When Billy Mitchell Village got the proceeds of the 
mortgage, they loaned that $53,000 to some one didn’t they, instead of 
redeeming the proferred stock ? 

Mr. Muss. Let me find out. I do not think they made any loans. 
They made a distribution to the stockholders of record on Billy 
Mitchell Village, Inc. 

Mr. Simon. Southwest Texas Homes has no current business, does 
it? 

Mr. Muss. No, sir. 

Mr. Srmon., Its only assets are the fact that it holds $53,000 of pre- 
ferred stock in Billy Mitchell Village and it owes somebody an ap- 
proximate amount ? 

Mr. Muss. That is correct. 

Mr. Suwon, I take it, Mr. Muss, out of this $1,236,250 that you got 
one-third ¢ 

Mr. Muss. Well, that is correct, sir. 
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Mr. Stmon. And Mr. Kaplin got 10 percent ? 

Mr. Muss. That is correct, sir. 

Mr. Simon. And Mr. Penn got 5 percent ? 

Mr. Muss. That is correct. 

Mr. Stmon. And Mr. Winston got 51 and a fraction percent, half 
of which he paid over to these Swiss people ? 

Mr. Moss. Half of which he was entitled to or the whole of it that 
he and the Swiss people were entitled to. 

The Cuarrman. How much was that in dollars? What did they 
pay them in stock? What was the amount of investment, $3,000? ~ 

Mr. Muss. You refer of course to permanent capital. 

The Cuarrman. Yes, $3,000? 

Mr. Muss. That is correct. Well, no—I guess it is around that. 

Mr. Simon. Nine thousand dollars in the three corporations, Did 
the Swiss people put up any of the preferred-stock money ? 

Mr. Muss. No, sir. : 

Mr. Srmon. So the Swiss people put up or bought a quarter 

Mr. Moss. Let me say I am not sure. When Mr. Winston put it up 
he might have put up some for them. 

Mr. Simon. For the common stock they put up about $2,250? 

Mr. Moss. I would say that is correct, sir. 

The Cuamrman. How much have they taken out in dividends? 

Mr. Muss. They are entitled to one-fourth. 

Mr. Srwon. $310,000. 

Mr. Muss. Something around that figure, about $300,000. 

Mr. Srmon. As far as you know, did they buy any of the preferred 
stock ? 

Mr. Muss. Not to my knowledge. 

Mr. Stmon. What contribution did they make to the project out- 
side of putting up $2,250? 

Mr. Moss. They shared the risk with Winston. 

The Cuarrman, What risk ? 

Mr. Muss. Sir, we had—here we were going far away from home, 
to San Antonio, from New York. We were starting a $4,000,000 job. 
Nobody guarantees that 

The CHatrman. I can see now we are going to have to recess until 
10 o’clock tomorrow morning and we will ask you if you will come 
back. Our witnesses tomorrow morning will be—possibly a few more 
questions for you and then Mr. Winston and Mr. Murchison. Let me 
say this: We are going to have an executive session of the committee 
at this time, which I think will last about 15 minutes, and after which 
we may have an announcement to make. 

We will now stand in recess until 10 o’clock tomorrow morning, 
the open hearing. We will go into executive session. It will last about 
15 minutes. 

(Whereupon, at 12:17 p. m., the committee proceeded in executive 
session.) 
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TUESDAY, JULY 20, 1954 


Unrrep States SENATE, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, at 10 a. m. in room 301, Senate Office Building, 
Senator Homer EK. Capehart (chairman) presiding. 

Present: Senators Capehart, Bricker, Bush, Goldwater, Maybank, 
Sparkman, and Frear. 

Also present: Mr. William Simon, general counsel, FHA investi- 
gation. 

The Cuarrman. The committee will please come to order. 

If you do not mind, Mr. Muss, if you will just sit over there. Our 
first witness is going to be Mr. Pine for just about 3 minutes, if you 
please. 

Mr. Pine, will you come here, please? Mr. Pine, do you solemnly 
swear the testimony you are about to give will be the truth, the whole 
truth, and nothing but the truth, so help you God ¢ 

Mr. Prine. I do. 


TESTIMONY OF ROBERT L. PINE, PAGE MANOR, DAYTON, OHIO 


The Cuatrman. Thank you very much. Will you please give your 
full name to the reporter ? 

Mr. Prne. Robert L. Pine, P-i-n-e. 

Mr. Stmon. What is your address and occupation, Mr. Pine? 

Mr. Prnz. 141 Squirrel Road, Dayton, Ohio. 

Mr. Simon. What is your business, Mr. Pine? 

Mr. Prne. I am a realtor and contractor, builder. 

Mr. Stmon. How long have you been a realtor and contractor ? 

Mr. Prne. I have been a realtor since 1923. 

Mr. Stmon. Are you acquainted with the property on which Page 
Manor, sections I and IT were built? 

Mr. Prinz. Yes, sir. 

Mr. Stwon. Had you ever acquired an option to own that property ¢ 

Mr. Pine. Yes. 

Mr. Stmon. When did you acquire it ? 

Mr. Pine. In March of 1950. 

Mr. Srmon. Did you later sell it or assign it to Link Cowan, of 
Shawnee, Okla. ? 

Mr. Prinz. Yes. 

Mr. Sturon. Did you have any conversations with Mr. Cowan about 
assigning that option to him? 

Mr. Pine. Yes, sir. 
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Mr. Stmon. And what was that conversation and when did it take 
place? 

Mr. Prnx. Practically 2 weeks after acquiring the option, Mr. 
Cowan called from Oklahoma and said that he would like to have the 
option and would I please write him a letter setting forth the terms 
which I would be willing to assign it to him for. 

Mr. Stwon. Did he then send someone up from Oklahoma to talk 
to you about it ? 

Mr. Pine. Yes, sir. 

Mr. Simon. Who was that? 

Mr. Pine. A Mr. Brundige. 

Mr. Stmon. Who was Mr. Brundige? 

Mr. Prye. As I understand he was an agent or employee of Mr. 
Cowan’s. 

Mr. Srwon. Mr. Cowan's? 

Mr. Prine. That is right. 

Mr. Sion. What was his first name? 

Mr. Prne. I cannot recall. 

Mr. Srwon. Prior to the time you transferred the option to Mr. 
Cowan did you have any conversations with Colonel Griggs about 
this project ! 

Mr. Prine. Yes, sir. 

Mr. Suwon. Was Colonel Griggs your long-time friend ? 

Mr. Pine. Yes, sir. I had known him for 30 years. 

Mr. Suwon. What was his first name or what is his first name? 

Mr. Pine. John. 

Mr. Simon. What was his position at the Air Force base ? 

Mr. Prxe. He was a colonel at that time in charge of, I think what 
they call air installations. In other words, he had charge of the 
buildings and of all the airfields of the Air Force. 

Mr. Soon. What did he tell you about the property ? 

Mr. Prxe. You mean this particular piece that I had the option on? 

Mr. Simon. Yes. Did he tell you the Air Force wanted you to 
assign the option to Mr. Cowan? 

Mr. Pine. Oh, I understand. Yes. He called and said that it was 
embarrassing for the Air Force 

Mr. Srmon. I am sorry. 

Mr. Pine. It was embarrassing to the Air Force and to him and 
would I please assign the option to Mr. Cowan. 

Mr. Stwon. What was embarrassing to the Air Force? 

Mr. Prinz. That I don’t know. 

Mr. Stmon. Do you mean it was embarrassing to the Air Force 
that you had the option instead of Mr. Cowan ? 

Mr. Pine. That is correct, 

Mr. Simon. Did he tell you why it was embarrassing to the Air 
Force ? 

Mr. Prxe. No,sir. He did not. 

Mr. Stmon. Did he specifically mention this option ? 

Mr. Prine. Yes. 

Mr. Simon. Did he ask you as a personal favor to him to assign it 
to Cowan? 

Mr. Pine. That is right. 

Mr. Suwon. And you did? 

Mr. Prive. That is right. 
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Mr. Sraon. Mr. Pine, do you know a Col. J. C. D. Elliott? 

Mr. PINE. No, gir. 

By Simon. You do not know what position he might have had 

th the Air Force? 

vile Pine. I have a faint recollection that he was a man in Wash- 
ington who had something to do with housing for the Air Force, 
after it was taken from Colonel Griggs. 

Mr. Simon. Do you know whether he ever said that the Air Force 
would deal only with Cowan and Winston ? 

Mr. Pine. That I do not know. 

Mr. Semon. Thank you very much. 

The CHarrMan. You took an option on this land? This is the 
land that the two projects, I and II, were eventually constructed 
upon ¢ 

Mr. Pine. Yes. There was a hundred acres additional. 

The Cuarrman. How much did you pay for the option ¢ 

Mr. Prine. Five hundred dollars an acre. 

The Cuarrman. You paid $500 an acre for the land ? 

Mr. Pine. That was the price the option called for, $500 an acre 
for the raw land. 

The Cuairman. The option called for you to pay $500 an acre for 
the raw land ¢ 

Mr. Prine. That is right. 

The Cuatrman. Do you remember how long the option ran? 

Mr. Pine. As I recall it (in the first hundred acres, it ran for 1 
year, and on the second hundred acres for 2 years. 

The CuatrMan. Is this the same land that Mr. Cowan had previ- 
ously had an option on which he failed to exercise 4 

Mr. Pine. That is right. 

The Cuarrman. And then when his option expired you stepped in 
and picked up the option, or an option ¢ 

Mr. Pine. That is correct. 

The Cuarrman, Then a couple of weeks later at the suggestion of 
the Air Force, you turned the option back to Mr. Cowan ? 

Mr. Prine. Yes, sir. 

The Cuarrman. How much did Mr. Cowan pay you at that time 
for turning the option back to him ? 

Mr. Pine. The amount that I had paid to Mr. Gross, the owner. 

The CuHarrman. How much was that ! 

Mr. Pine. One thousand dollars. 

The CuHarrMan. You made no profit on the deal at all? 

Mr. Pine. That is correct. 

The Cuarrman. And you were glad to do it for $1,000? I mean 
you were glad to do it without any compensation ? 

Mr. Prvxz. No, I was not glad to, but in view of the circumstances, 
I thought it was the thing to do. 

The Cratrman. Is that because the Air Force put real pressure 
upon you? 

Mr. Pine. We had had more pressure than the Air Force put on 
us and we refused to assign the option. 

The Cuarrman. How is that? 

Mr. Pine. I say we had more pressure than the Air Force put on 
us and we refused to assign the option. The reason we assigned it 
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was because Colonel Griggs had sent Mr. Cowan into our office origi- 
nally, and Mr. Naas, who was my attorney was an attorney for Mr. 
Cowan, and so when Colonel Griggs asked me to sign it over, I did it, 
naturally. 

The Cuamman. What did you mean when you said more pressure 
had been put on you ? 

Mr. Prine. Some young attorney from Washington came out there 
while I was out of the office, and saw Mr. Naas. 

The Cuarrman. Mr. Naas is your attorney ? 

Mr. Pine. That is correct, and he at that time, or before that and 
as far as he knew, was still Mr. Cowan’s attorney, and he threw 
$5,000 down on the desk. 

The Cuarmman. Threw what? 

Mr. Prive. Threw $5,000 in cash on the desk, Mr. Naas’ desk—this 
is what Mr. Naas told me; I was not present—and he said, “Here’s 
the $5,000. We want the option,” and Mr. Naas says, “Well, I can’t 
assign the option to you. It is Mr. Pine’s option. It is my client’s 
option.” He said, “We know better than that. We know that this 
is your deal. Go ahead and assign the option to us.” 

The Cuarrman. This young attorney was from Washington, D. C.? 

Mr. Prive. That is right. 

The Cuatrrman. What was his name? 

Mr. Pine. That I don’t know. I never met the man. I was not 
present. 

The Crarrman. In other words, what you are testifying now is 
what Mr. Naas said ? 

Mr. Prinz. Naas, N-a-a-s. 

The CuarrMan. You are testifying what he told you? 

Mr. Prine. That is right. 

The Cruarrman. You are testifying that Mr. Naas said a young at- 
torney from Washington came out there, threw $5,000 on the desk and 
said, “We want the option,” and Mr. Naas at that time was your at- 
torney and also Mr. Cowan’s attorney ? 

Mr. Prine. That is right. 

The Crarman. This young man from Washington—who did he 
represent ? 

Mr. Prve. That I don’t know, but I think it was some loan brokers. 

The Crarrman. Some what? 

Mr. Pryr. Loan broker as near as I can understand. 

The Cuatrman. Here in Washington? 

Mr. Pine. Yes. 

The Cuarrman. Was his name McIntosh or would you know? 

Mr. Prxr. Yes, I believe that was the name. 

The Cuatrman. Do you remember his first name? 

Mr. Prine. No, sir, I don’t. 

The Cuarrman. His name was McIntosh and he was a young lawyer 
here in Washington ? 
~ Mr. Pry. That is right, so when he threw the money there, Mr. 
Naas threw the money back at him and told him to get out, he didn’t 
sell his clients down the river. 

The Cratrman. Then you, because of all these conversations and 
knowing this colonel for 30 years in the Air Force, wanted Mr. Cowan 
to have the option rather than yourself and you turned it over to him? 
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Mr. Pine. That is right. 

The CuatrMAn. Any further questions ? 

Senator Frear. 

Senator Frear. You say you were a real-estate broker ? 

Mr. Prine. Yes, I was and still am. 

Senator Frear. Is the idea of a real-estate broker to make a profit 
on real-estate deals, if he can ? 

Mr. Pine. I am also a builder and I buy, build for my own account. 

Senator Frear. I am unable to thoroughly get in my mind the 
reason why you paid $1,000 for an option and gave it up for like 
amount. As I understand from your testimony, you realized that that 
area would probably i increase in value. 

Mr. Pine. That is the reason I wanted the option. 

Senator Frear. It was your opinion it would increase in value? 

Mr. Prine. Yes. 

Senator Frear. But yet you gave it up for the same amount that 
you had ph vced down to bind the bargain as an option; is that 
right, sir 

Mr. Pine. That is right. 

Senator Frear. And you had severe pressure put on you not only 
by the Air Force but by other people? 

Mr. Pine. That is right. 

Senator Frear. That is the reason you gave it up for the same 
amount ¢ 

Mr. Pine. That is correct. 

Senator Frear. Thank you. 

Mr. Cantti. Mr. Chairman, may I ask a few questions on behalf 
of Mr. Cowan? 

The CuarrMan. You can ask me to ask them. 

Mr. Cantu. May I ask you to ask the witness has he ever testified 
before on this subject under oath ? 

The CaairnMan. Put them in writing. 

Yes, he has testified in executive session. 

Mr. Cant, I mean has he testified before another committee in 
Congress in public session on this very same subject under oath. 

The Cuarrman. Have you testified before on this subject? 

Mr. Pine. Not under oath. 

Mr. Cantu. Did he testify even though not under oath, Mr. Chair- 
man, on this same subject before another committee of Congress? 

The Cuatrman. Did you testify before another committee of Con- 
gress on this same subject ¢ 

Mr. Pre. Yes. 

Mr. Cantu. Would he identify the time and place of that testimony 
on the subject ? 

The CHarrman. Was your testimony the same there as it is here 
today ¢ 

Mr. Prine. Yes, sir. 

Mr. Cantu. Mr. Chairman, may I ask to see a copy of the option 
agreement! ¢ 

The CuatrMan. Have you a copy of it? 

Mr, Pine. I have not. 

Mr. Cantu. May I ask if he has shown this committee a copy of 
the option agreement ? 
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The Cuarrman. He has not. 

Mr. Cant. Was the option in his name or not? 

The Cuairnman. Was it in your name ¢ 

Mr. Pine. It was not in my name. 

The CuarrMan. Whose name was it in ? 

Mr. Pine. John D. Naas. 

Mr. Cantii. May I ask the witness did he know at the time that 
the option was in the name of the attorney for Mr. Cowan, that Mr. 
Naas was the attorney for Mr. Cowan? 

The Cuarrman. Did you know at the time Mr. Naas was attorney 
for Mr. Cowan as well as your own attorney ¢ 

Mr. Prive. Not at the time we took the option because Mr. Cowan 
had stated that he had no further interest in the property, and let 
the option expire. 

The Cuairman. There is no question but what Mr. Cowan per- 
mitted the option to expire? 

Mr. Prive. That is correct, and we did not go out and negotiate for 
the option until a week or 10 days had passed by. 

The Cuarrman. You secured a new option in the name of your at- 
torney, Mr. Naas? 

Mr. Pine. That iscorrect. I negotiated the option. 

The Cuarrman. You personally negotiated the option ? 

Mr. Pine. That is right. 

Mr. Canty. Did he know that Mr. Naas had been an attorney for 
Mr. Cowan in this option transaction ¢ 

The CuarrmMan. Prior to the time? 

Mr. Cantu. A day or two before. 

The Cuarrman. You have heard the question. You may answer. 

Mr. Pine. Yes. 

Mr. Cantti. What was the interval of time that elapsed between 
the time that the option of Mr. Cowan expired and his attorney, Mr. 
Naas, took up the option in Mr, Naas’ name, may I ask, Mr. Chair- 
man ¢ 

The Cuarrman. You may answer. 

Mr. Pine. Mr. Naas didn’t take up the option in his name. That 
was done at the request of Mr. Gross, the owner, because Mr. Gross 
did not know me but he did know Mr. Naas. 

Mr. Canty. I thought I understood the testimony of the witness to 
be that the option was taken up thereafter in the name of Mr. Cowan’s 
attorney, Mr. Naas. Am I mistaken in that? 

Mr. Stmon. He did not say that. He said it was taken in the name 
of Mr. Naas but Mr. Naas no longer represented Mr. Cowan. 

Mr. Canitt. May I ask when did Mr. Naas begin to represent the 
witness in this transaction ? 

The Cuamman. You may answer the question if you know. 

Mr. Prive. About 10 years before Mr. Cowan ever showed up in 
Dayton. 

Mr. Cantu. No, this transaction. 

Mr. Pine. No. 

Mr. Cant. When did he begin to represent the witness in this 

transaction ? 


Mr. Prye. After Mr. Cowan had given up the option. 
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Mr. Cantu. Were there conversations about reports to the bar as- 
sociation in regard to the taking of this option in the name of Mr. 
Cowan’s attorney? Does the witness know that? 

Mr. Pine. Yes, 1 do. That was part of the pressure that was put 
on us. 

Mr. Cantu. Did you have a well-known attorney in your city tell 
you that he considered it improper for Mr. Cowan’s attorney to take 
the option in his own name, and to represent you within so brief a 
time after the transaction had occurred ? 

Mr. Pine. Yes. He made some statement of that kind. 

Mr. Cantix. Would you tell the committee who was the attorney 
who had this conversation with you ? 

Mr. Pine. A man named Wall. 

Mr. Cantti. Would you repeat the conversation for the benefit of 
the committee, the conversation you had with Mr. Wall, a member of 
the law firm of Becker, Wall & Wood ? 

Mr. Pine. I was not present at all—— 

The CuatrmMan. Do you understand the question ? 

Mr. Pine. Yes. He wants to know what Mr. Wall said to us. 

All I know is he came up there and threatened to take it before the 
grievance committee of the bar association and Mr. Naas said “Well, 
since when have you been representing Mr. Cowan?” And he said, “I 
have been employed by this young attor ney from Washington,” what- 
ever his name was, and he said, “Don’t you think in talking about 
ethics, don’t you think you should see that’'I have been dischar ged and 
paid before you come in and make statements of that kind ?” 

Mr. Cantiy. Did the conversation also include the statement by Mr. 
Wall that unless the option was transferred, and you consented to the 
assignment that an action would be begun in court to decree that you 
held the option in trust, constructive trust, for aa Link Cowan, by 
reason of the existing relationship between Mr. Naas and his client, 
Mr. Cowan? 

Mr. Pine. I do not know about your constructive trust business. 

The CuarrMan. Let me ask a couple of questions here. It is not 
quite clear to me what you are trying to do here. Is it a fact, 
Mr. Cowan held an option on this land? 

Mr. Pine. That is right. 

The CHarrMan. Is it a fact the option expired ? 

Mr. Pine. That is correct. 

The Cuarrman. Is it a fact your attorney, Mr. Naas—you through 
your attorney, Mr. Naas—took an option on the land ? 

Mr. Prve. That is correct. 

‘The Cuatrman. In Mr. Naas’ name? 

Mr. Prne. That is right. 

The Cuatrman. Is it a fact you later then turned the option back 
to Mr. Cowan? 

Mr. Prinz. That is correct. 

The Cuarrman. And you did that because of pressure that was put 
on you by the Air Force and others? 

Mr. Pine. And others, that is correct. 

The Cuarrman. What is the connection? I might ask this attorney 
what is the connection between this and the questions that you were 
asking ? 








784 FHA INVESTIGATION 


Mr. Canim. The connection, Mr. Ghairman—— 

The Cuairman. Let me ask you this: Are you denying the fact that 
Mr. Cowan had an option and permitted it to expire ¢ 

Mr. Canitu. No. I am not. 


The Cuarrman. Are you denying the fact that this gentleman here 


through his attorney did not take an option ¢ 


Mr. Cant. No. I am taking the position—may I speak to that? 

ie Cuairman. Are you denying that Mr. Cowan did get the option 
JACK ¢ 

Mr. Cant. No. I am not. May I speak to these points? I am 
taking the position that this witness went to Mr. Cowan’s attornev a 
day or so after the option had expired, when the fiduciary and confi- 
dential relationship Senna an attorney and client existed between 
Mr. Cowan and Mr. Naas, and I am taking the further position that 
when he testified earlier, that he took the option, that the fact of the 
matter is, and I will demonstrate it by the written instrument that the 
option was taken in the name of Mr. Cowan’s attorney, Mr. Naas and 
thereupon Mr. Cowan went to another attorney—— 

The Cuarrman. Why did Mr. Cowan permit the option to expire? 

Mr. Canim. As he said one of his partners died, another one was 
taken ill. He was represented by counsel. Nobody brought the fact 
to his attention. 

The Cuarrman. What happened within such 
that made him want the option so badly again ? 

Mr. Canty. The next he knew of it his own attorney had gone out 
and taken the option in the attorney’s right. 

Mr. Srwon. That is not quite right. 

Mr. Cantu. AsI understand the facts. 

Mr. Srwon. Mr. Naas communicated with Mr. Cowan in the space 
of time before it expired and warned him it was about to expire and 
sent him a telegram and Cowan knew 3 days before it was going to 
expire and consequently let it expire. He said he did not have any 
more interest. 

Mr. Canim. The option was taken in Mr. Cowan’s name. When 
this witness testifies it was his name, I have seen the option agrement. 

Mr. Stmon. He said it was taken in counsel’s name. 

Mr. Canit. When the option was executed it was executed by Mr. 
Naas. 

The Cuamman. I do not think it is fair to permit you as an at- 
torney for Mr. Cowan to be questioning this gentleman any further 
when he has not an attorney of his own and has not been given the 
opportunity to question Mr. Cowan. If this is important enough we 
will call Mr. Cowan back maybe tomorrow or the next day with this 
gentleman. He ought to have an attorney if Mr. Cowan is going to 
have one. I think it is very unfair to this gentleman who has no at- 
torney to have you questioning him. ' 

Mr. Cantu. I appreciate your courtesy. May I ask leave to insert 
in this record the written option agreement about which this witness 
is testifying? 

The Cuarrman. Without objection, it will be made a part of the 
record. 

(The information referred to follows :) 


KNOW ALL MEN BY~ THESE PRESENTS, that we. WALTER C. GROSS 
and KATHERINE E. GROSS, husband and wife, of Mad River Township, County 


a short period of time 
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of Montgomery and State of Ohio, being the owners of the within described 
property, in consideration of the sum of $1,000.00, receipt whereof is hereby 

knowledged, hereby give and grant to JOHN P. NAAS, of Dayton, Ohio, his 
heirs, executors, administrators or assigns the exclusive right and option to 
purchase at any time prior to the Ist day of March, 1951, the following described 
property, to wit: 

Beginning at the Southeast corner of Section 17, Town 2, Range 7, between 
the Miami Rivers running thence North 4 of one degree East 119.7 poles to a 
planted stone; thence North 89.25 minutes West 164.5 poles to a stone in the 
western boundary of said quarter section; thence south 4 of one degree West 
with Western boundary line of said quarter section 119.7 poles to a stake in the 
South boundary of said section; thence South 8944 degrees East 164.5 poles to 
the place of beginning, containing 120.5 acres and 11 perches, more or less, and 
being the same property as described in deed from William C. Oldt, Sheriff of 
Montgomery County, to Mary F. Gross in 2 tracts, the first of which contains 40 
acres and the second 83 acres and 11 perches, said deed being recorded in Book 
390, at page 228, of the Deed Records of Montgomery County, Ohio, reserving from 
the above premises a private road 24 feet wide from the West line of Greene 
County to the Shakertown Road along the North line of the school section, said 
road to be for the common use of Arthur Gerlaugh, Henry H. Gerlaugh, Jona 
han Gerlaugh and R. W. Gerlaugh, their heirs and assigns forever. 

The purchase price of said property to be SIXTY-FIVE THOUSAND DOL- 
LARS ($65,000.00) payable as follows: ONE THOUSAND DOLLARS ($1,000.00) 
upon the execution of this option and the balance of SIXTY-FOUR THOUSAND 
DOLLARS ($64,000.00) upon the delivery to said JOHN P. NAAS, his heirs, 
executors, administrators or assigns of a good and sufficient Warranty Deed for 
the same. 

In consideration of the foregoing and in addition thereto, we hereby give and 
grant unto said JOHN P. NAAS, his heirs, executors, administrators or assigns 
the exclusive right and option to purchase at any time between the Ist day of 
March, 1951, and the Ist day of March, 1952, the following described property : 

Situated in the Township of Mad River, County of Montgomery and State of 
Ohio, viz: 

The east part of the Northeast quarter of Section Sixteen (16) Town two (2) 
Range Seven (7) between the Miami Rivers, containing Seventy-eight (78) acres 
more or less; being a portion of the premises described by Sheriffs Deed in par- 
tition proceedings brought in the Common Pleas Court of Montgomery County, 
State of Ohio by Arthur Gerlaugh et al., Case No. 15608 and which Deed is re 
corded in Volume 201, Page 325 of the Deed Records of Montgomery County, Ohio. 

The purchase price of said property to be at the rate of FIVE HUNDRED 
DOLLARS ($500.00) per acre payable upon the delivery to said JOHN P. NAAS, 
his heirs, executors, administrators or assigns of a good and sufficient Warranty 
Deed for the same, provided, however, that in the event said JOHN P. NAAS, 
his heirs, executors, administrators or assigns does not exercise his option in 
the year 1950, but does so in the year 1951 for the purchase of the first above- 
mentioned tract, then and in that event he shall not be privileged to exercise 
his option to purchase the second above-mentioned tract during the year 1951, 
but that his right to purchase said tract can only be exercised in the year 1952. 

It is further provided that we reserve the right to retain possession of the 
premises first above-mentioned until March 1st, 1951, even though the purchaser 
has exercised his option; that if possession is desired by the purchaser prior to 
such date, then the purchaser is obligated to pay a fair market value for all 
crops which we may have in the ground at the time. This provision shall like- 
wise apply to the second above-mentioned tract, that is to say, if the purchaser 
exercise his option in the year 1951, we reserve the right to retain possession of 
the premises until March 1st, 1952, and that if purchaser desires possession prior 
to that time, he is obligated to pay us for all crops which we may have in the 
ground. 

We also reserve the right upon the sale of said premises to remove all buildings 
now located thereon. 

IN WITNESS WHEREOF we have hereunto set our hands to duplicates hereof this 
6th day of March, 1950. 

In the presence of : 

(Signed) Watrer C. Gross. 
KATHARINE E. -Gross. 
Guy W. LANGSTAFF. 
RoBerT L. PINE. 
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For value received the within option contract is hereby assigned and set 
over unto LINK COWEN of Shawnee, Oklahoma. 


Witness my hand at Dayton, Ohio this 28th day of March, 1950. 
In the presence of : 


(Signed) Jouwn P. Naas. 
H. J. T. Herzoc. 


Mary E. Borns. 
I hereby consent to the above assignment. 


(Signed) Rosert L. Prine. 

The Crarrman. Thank you very much, unless there are further 
4qjuestions. 

Senator Bricker. Just one question: You said pressure was put on 
by the Air Force and others. Who were the others ? 

Mr. Prive. The others were these people from Washington that 
were tied up with Mr. Cowan in this deal. 

Senator Bricker. Who, namely ¢ 

Mr. Prnz. Well—— 

The Cnarrman. Mr. McIntosh, is that the name? 


Mr. Pine. Mr. McIntosh sent a young attorney out who offered my 
attorney cash to sell the option, without my knowledge, back, or as- 
signing the option back to dane 

Senator Bricker. How much eash ? 

Mr. Pine. Five thousand. 

The Cuamman. He has already testified to that. 

Mr. Bricker. I am sorry, if it is already in the record. 

The Cuatrman. Thank you very much. 


Our next witness is Mr. David Muss, if you please. 


TESTIMONY OF DAVID MUSS, PAGE MANOR, DAYTON, OHIO, ACCOM- 


PANIED BY JOHN T. CAHILL AND LOFTUS E. BECKER, COUNSEL— 
Resumed 


The Cuarrman. Mr. Muss, this is a continuation of your testimony 
of yesterday ? 

Mr. Moss. Yes, sir. 

Mr. Srwon. Mr. Muss, I am not sure I correctly understood you 
yesterday, but did you understand that title VIII of the Housing Act 
permits a 100-percent mortgage or merely 90-percent mortgages ? 

Mr. Moss. I understand that title VIII provides for a 90-percent 
mortgage. However, the fact after construction might change it into 
a 100-percent mortgage. 

Mr. Srmon. You understood it was a $0-percent mortgage, didn’t 
you? 
* Hr. Muss. Well, I do not follow the question. 

Mr. Stmon. The statute provides for a 90-percent mortgage. 

Mr. Muss. The statute provides for a 90-percent mortgage, but I 
think that you will also find, either in the statute or the regulations, 
that however the mortgage—the mortgage may not exceed the en- 
tire cost, the actual cost of the construction—actual cost of the project. 

Mr. Smron. I have your application for an FHA commitment on 
section 1 of Page Manor, and under the application, apparently hav- 
ing in mind that the mortgage could not exceed 90 percent of the es- 
timated cost and that you would have to put in 10 percent of equity 
to make up the difference between 90 and 100 percent, you said that 


part of your 
for section 1, 
Mr. Muss. 
ing the FHA 
Mr. Seo! 
the statutor, 
90 percent 0! 
Mr. Muss 
thut the reg 
followed pe 
and as they 
part of thes 
Mr. Srm 
yart of the: 
Mr. Movs: 
sir. 
Mr. Sim 
Mr. Mus 
and “equity 
Mr. Sim 
Mr. Mo: 
the rental | 
FHA, incl 
that land 
FHA wou 
ment the : 
ment itsel! 
Of this sun 
be paid in it 
Mr. Snr 
you a con 
roing to 
uae be 
Mr. Mt 
builder’s 
wished t 
time of cl 
payment: 

Mr. St 
Manor a 
the builc 
10 perce! 

Mr. M 
Yes. 

Mr. S 
credit fc 
above tl 
full bui 
require! 
you yes 
er’s fee 

Mr. ! 
builder: 


on 


hat 


FHA INVESTIGATION 787 


part of your equity was to be builders and architects fees of $469,000 
for section 1, isthat right ? 

Mr. Muss. Yes; because as you show that was for purposes of meet- 
ng the FHA requirements for the 10-percent equity. 

Mr. Srmon. On the contrary, wasn’t it for the purpose of meeting 
the statutory requirement that Congress set up that the mortgage be 
90 percent of the estimated cost ? 

Mr. Muss. Well, sir, I do not want to argue about the law. I know 
thut the regulations of FHA and the instructions that we had and 
followed permitted us to use—to waive the builders’ or architects’ fee 
and as they were set up in the FHA project analysis and use that for 
part of the so-called 10-percent or equity payment. 

Mr. Stmon. Is it true, then, that you put in the builder’s fee and 
part of the architect’s fee as part of this 10 percent equity ¢ 

Mr. Muss. We put it in as part of the 10 percent equity requirement, 





Mr. Srmon. Yes, and that is true in all four Page Manors; is it? 

Mr. Moss. Yes, but I wish to distinguish between the term “equity” 
and “equity requirement.” 

Mr. Simon. What is the difference ? 

Mr. Muss. Well, sir, all the basis of the FHA project analysis, in 
the rental housing projects, the total replacement cost, as estimated by 
FHA, includes builder’s fee and architect’s fee. It includes land when 
that land is available, or where it is included in the mortgage, and 
FHA would want to give the project analysis set forth in its commit- 
ment the amount of cash required for closing, and then the commit- 
ment itself says: 

Of this sum blank dollars, representing the architect’s and builder’s fees, may 
be paid in items other than cash. 

Mr. Stmon. Do you think for 1 minute that FHA could have given 
you a commitment if you had put in your application that you were 
going to pay the builder’s fees out of the mortgage and that there 
would be no equity put into the project ? 

Mr. Muss. Well, sir, let me say it this way: Had we not used the 
builder’s fee for the equity requirement, and had we said that we 
wished to pay the builder’s fee in cash, we would have put up at the 
time of closing an equal amount in cash and then drawn it down in stage 
payments at every time we proceeded with the construction work. 

Mr. Srmon. Mr. Muss, isn’t it true that you told FHA in the 4 Page 
Manor applications and also in the 3 Billy Mitchell applications, that 
the builder’s fee and part of the architect’s fee was to be a part of the 
10 percent equity capital ? 

Mr. Muss. We said we—equity requirement, yes, or equity capital. 
Yes. 

Mr. Stmwon. As I understood you yesterday in addition to getting 
credit for the 10 percent equity that the law required there be over and 
above the mortgage on account of builder’s fees, having received the 
full builder’s fee and the full architect’s fee by way of your equity 
requirement over and above the 90 percent mortgage, I understood 
you yesterday to suggest that you were also entitled to a second build- 
er’s fee out of the cash proceeds of the mortgage; is that correct? 

Mr. Muss. Well, sir, I did not say a second builder’s fee. I said a 
builders’ fee. There are two builders’ fees here. 
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Mr. Srwon. Do I understand you to say you should get a builder’s 
fee out of the cash proceeds of the mortgage and also permit the build- 
er’s fee to be the 10 percent equity over and above the mortgage ? 

Mr. Muss. No, sir. I did not say that. If I did, what I meant to 
say is that in arriving at the closing of this mortgage, we waived the 
builder’s fee or as much of it as was necessary to help us close with 
a minimum of cash payment at the time of closing. 

However, the fee itself accrued, not from the mortgage, or from 
the amount of the mortgage, but from the savings that we may have 
made during construction. If there was a construction fee, we are 
entitled to it. If there was not a construction fee available, that we 
would be taking the chance and we would not get it. 

Mr. Stmon. In your sworn application, didn’t you take the position 
that the builder’s fee was going to be your 10 percent equity, part of 
your 10 percent equity ? 

Mr. Muss. Sir, in our application, we set forth that we would use 
as other equity this additional cash—— 

Mr. Srwon. About $2 million of builder’s fee ? 

Mr. Moss. It said “other equity, builder’s and architect’s fee, 
$469,000.” 

Mr. Stmon. And there were four of those at Page Manor? 

Mr. Muss. That is correct. 

Mr. Srvon. Now as it turned out, after getting credit for the 
builder’s and architect’s fee for the 10 percent equity in the 4 Page 
Manors and the 3 Billy Mitchells, you had approximately $2 million 
of cash of the mortgage proceeds left over after all the construction 
costs that were incurred had been paid, is that right ? 

Mr. Muss. That is correct, sir. But that was not set up of course 
as a builder’s fee and I think where I am a little confused with you 
is what I have said here is that FHA allowed a greater amount for 
builder’s fees than was available to us out of the proceeds of this 
mortgage. 

Mr. Simon. Going to the Limestone project, what is the amount 
of that mortgage / 

Mr. Muss. I think it totaled somewhere around fourteen million 
three hundred or five hundred thousand dollars. 

Mr. Suwon. When was the commitment issued. 

Mr. Muss. The commitment on that was—I believe the commit- 
ment was issued sometime in February or early March of 1953, or at 
any rate in the spring of 1953. 

Mr. Simon. When was construction started ? 

Mr. Muss. We had a ground breaking on May 22, 

Construction was started about June 23, 1953. 

Mr. Stmon. And of course, there has been no final endorsement 
of the mortgage because you have not completed it ? 

Mr. Muss. We are still under construction, sir. 

Mr. Sumon. Is it your position today that the 1953 amendment to 
section 803 of the Housing Act permits you to mortgage out the 
Limestone Manor project ? 

Mr. Mcss. Would you repeat that question, sir ? 

Mr. Simon. Yes. It is still your position today or is it your posi- 
tion today, that the 1953 amendment which Congress passed to sec- 
tion 803 of the Housing Act, which requires certification of actual 
cost and provides that anything in excess of actual cost has to be 
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upplied on the mortgage, and which defines actual cost as “the actual 
amounts paid for labor and materials and services”—amounts actually 
paid—is it still your position that you can mortgage out on the 
Limestone project ? 

Mr. Muss. Sir, it is my position, and that of course is the position 
of our attorneys who have advised us on this matter, that the 1953 
legislation does not apply. 

The Cuairman. To this Limestone project ? 

Mr. Muss. Yes. 

Mr. Simon. Now the Lakeland 

Senator Bricker. That is because it had been started prior to en- 
actment of the law. 

Mr. Muss. Yes. 

The CHarrMan. Is it your attorney’s opinion that prior to enact- 
ment of this amendment it was permissible to mortgage out on de- 
fense housing? When we talk about mortgaging out we are talking 
about when the proceeds of the mortgage “Joan are greater than all 
the costs, actual a of the project. 

Mr. Muss. I would say yes, sir. Our agreement with FHA is limited 
to our charter and such agreements as we may execute during closing, 
Senator. 

The CHarrMan. To the best of your knowledge in discussing this 
matter with the FHA officials, is that the way you understand it? 

Mr. Muss. I didn’t follow you, Senator. 

The Cuarrman. Did FHA officials tell you it is permissible to mort- 

gage out on de fense housing ? 

Mr. Muss. W hy I would say, not using exactly those words, I would 
say that isso. 

I could probably cite testimony before this committee, as well as 
testimony given before the Rains committee, that I appeared before 
2 years ago on this Page Manor deal where responsible members of 
FHA said as much. 

Senator Bricker. Who in FHA told you that ? 

Mr. Muss. Well, sir, they didn’t tell me directly in the instance I 
referred to but in the testimony before the Rains committee, a state- 
ment was made in answer to a question by the Chairman: 

How much do you think the builder will make? 

And the official said : 

We have no provision for a profit for any builder in our applications. How- 
ever, we don’t know whether he is going to break even, whether he is going to 
go broke, or whether he is going to make 10 or 15 percent. We estimate on 
what we think are actual costs. 

You have raised the Limestone question, sir, and in connection with 
the Limestone job I would like to point out that while we started 
that job in June of last year, and it is 1,500 families, we ought to 
complete it in the next couple of months. Limestone, as you know, 
is one of our northernmost outposts. It is far away from all of the 
rest of the United States. We have worked through a winter with 
20° and 30° weather—20° and 30° minus weather. 

We believe we are hanging up some kind of a record and we would 
like to invite this committee to come up and compare the military 
housing produced by this company, at no cost to the Government, ex- 
cept through—and using the FHA mortgage insurance program, with 
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250 or 240 units of appropriate housing that was built directly along- 
side of our projects. , 

We believe, and we know the Air Force will agree with us that the 
units that we produce are at least 30 to 40 percent superior than were 
those built with appropriated funds. The cost to the Government 
in appropriated funds for these 240 units, which took 2 years to build, 
was in excess of $15,000 or $16,000 per unit. 

Our costs will run somewhere around $8,000, $11,000, or $12,000. 

Mr. Stmon. Were any of the plans in the Lakeland project in Texas 
used on the Page Manor project in Ohio? 

Mr. Muss. You mean Lackland project. No. They were revised 
and considerably different. 

Mr. Stmon. Were they basically the same plans? 

Mr. Muss. I would say “No,” they were not, because at Lackland 
we designed our buildings, for instance our living rooms to run from 
the front to the rear, to take advantage of prevailing breezes there. 

Mr. Srmon. You said they were revised. 

By that do you mean the architect took the Lackland plans and 
revised them for Page Manor plans? 

Mr. Muss. No, sir. If I said revised I am wrong. 

Each plot has to have its own plot plan and its own plans, but even 
the floor plans were different. 

Mr. Stmon. Did the same architect do them all? 

Mr. Muss. Yes, sir, the same architect. 

Mr. Sron. You say there is no connection between the Lackland 
plans and Page Manor plans? 

Mr. Muss. Well, I would say that elevationwise, they appear to look 
alike from the outside. They are essentially row-type houses, which 
means that each family has a front and rear entrance and they have 
the bedrooms upstairs, living room, dining room, kitchen downstairs, 
and they are also of stucco and they are in groups of 6 or 4, but the 
floor plans of the units in Dayton are larger, and they are differently 
oriented. They are different. 

Mr. Srwon. Mr. Muss, do you know Col. J. C. D. Elliott? 

Mr. Muss. I know Colonel Elliott, yes, sir. 

Mr. Stmon. I have here a newspaper clipping of June 1, 1951, from 
a Dayton, Ohio, newspaper which says in part: 

Col. J. C. D. Elliott, head of that office in the Capital, said the Air Force 
would deal only with the Cowan Construction Co. of Shawnee, Okla., and its 
associate, the K. N. Winston Co., of New York. 

Do you know anything about that ? 

Mr. Muss. I won’t comment on the correctness of the quotation. 

Mr. Sruon. Do you know whether Colonel Elliott did say that? 

Mr. Muss. I think Colonel Elliott said something to that effect at 
a meeting held in Congressman Brehm’s office here in Washington 
somewhere around that time when a delegation of Dayton citizens, in- 
cluding builders, came to his office and he arranged for a meeting with 
us and the representatives of the Air Force. 

We had received our commitment, we were getting ready to start 
construction, and as far as I know the comment should have read the 
colonel said, “We have an outstanding certificate and we shall only deal 
with these people,” to the best of my recollection. 

Mr. Stmon. How well do you know Clyde Powell ? 

Mr. Muss. I know Clyde Powell very well, sir. 
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Mr. Stmon. The newspapers or the trade press have carried stories 
in the spring of this year, your firm employed him. Would you tell 
us what the facts are on that? 

Mr. Muss. That is not so. 

We never employed Mr. Powell. 

Mr. Simon. Will you tell us what the facts are ? 

Mr. Muss. In the early part of March of this year, Mr. Winston 
talked to me on the telephone—I don’t remember whether I was in 
San Antonio or in Dayton—and he said that he had had a conversa- 
tion with Mr. Powell, that Mr. Powell had said to him: 


I have gotten my notice. I have to get out. I want a job and I am looking 
for a connection. 


Mr. Winston said to me: 


I think that you would find it might be a good idea for us to hire Powell, 
to take some of the workload off your back. He knows more about rental hous- 
ing than anybody in the country. He is an old conventional mortgage man. 
He has got 1944 years of reputation, he is second or third in command of the 
FHA and I think we ought to consider him. 

I said, “Well, let’s talk about it when I get back.” I believe I saw 
him a day or two later, and we talked a little bit more and I said, 
“Next time I am in Washington I will talk to Powell.” 

Well, I think about a week after that, I was in Washington on some 
business in connection with one of our projects, in the Air Force, and 
I talked to Mr. Powell. I can’t recall whether it was in his office or 
whether it was over a cup of coffee and I said, “Mr. Winston tells 
me you are going to be free and out of your job, and that you will 
be interested in coming with us. What is it all about 2” 

sS 

So he told me that he had been requested to leave and he showed me 
a letter which purported to be a letter from Commissioner Hollyday, 
and to the best of my recollection the letter said : 

DEAR Mr. POWELL— 
or— 


Dear OCiypE: I am enclosing for your consideration a letter from the Repub- 
lican National Committee and my answer to them— 
and attached to his letter were two other letters. I don’t recall 
whether the heading or the name was printed. I believe it was typed 
in, and the best of my recollection was, the letter from the Republican 
National Committee said in substance: When is Mr. Powell going to 
leave? Would you let us know. We have been waiting for some time. 

The Cuarrman. What was the date of that? 

Mr. Muss. I can’t recall, sir. 

The Cuarrman. Was it March or April of this year? 

Mr. Muss. He had told me this letter was 2 or 3 days before I had 
seen him, That was the early part of March of 1954. 

The Cuarrman. I see. 

Mr. Muss. Then Hollyday’s answer said : 

I have talked to Mr. Powell and he has assured me that he will leave some- 
wheres around April the ist. I have'no reason to doubt but that he will keep 
his word and leave about that time. 

I had an additional talk with Mr. Powell and we talked about—— 

The Cuarrman. Did Mr. Powell tell you or Mr. Hollyday tell you 
that Powell would leave about April 1? 
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Mr. Muss. No. I am quoting from these letters. 

The Carman. In other words, you gathered that from Mr. Powell 
or Mr. Hollyday? 

Mr. Muss. These were letters shown to me by Mr. Powell of which 
I know nothing else except Mr. Powell showed them to me. 

The Cuarrman. In other words, Mr. Powell had copies of the let- 
ters that the Republican National Committee had written Mr, Holly- 
day? 

Mr. Muss. That is what he showed me. 

The Cuarrman. That is very interesting, isn’t it? 

Mr. Muss. Sir, I know nothing about it except what he showed me 
at the time. 

The Carman. In other words, the Republican National Com- 
mittee had asked Mr. Hollyday when he was going to secure Mr. Pow- 
ell’s resignation, and then Mr. Hollyday proceeds to give Mr. Powell 
copies of those letters. Is that what you are testifying to? 

Mr. Muss. I can only testify that that is what I saw and that is 
what Mr. Powell told me were the facts. 

The Cuarrman. Mr. Powell told you and you saw copies of the 
letters ? 

Mr. Muss. I didn’t say—I said I saw what purported to be copies 
of letters. 

I said to Mr. Powell, Winston and I had talked to him and what 
did he have in mind. He said he thought he could be very useful to 
us and he could possibly originate some work, that he could help in 
our general work. 

Senator Bricker. He had had a good bit of experience in that field. 

Mr. Muss. He had a great deal of experience. 

Senator Bricker. In originating work. 

Mr. Muss. He also had some previous mortgage experience, as far 
as we know, in St. Louis. We had met him several times at mortgage 
bankers’ meetings, home builders’ meetings. He had been the guest 
speaker. He had been a man talked about in the operations of FHA. 

The Cuatrman. There is no question about it. 

For 20 years he had been with FHA and since 1940 he had been the 
top man in the rental housing field. That is the same gentleman that 
now refuses to come before this committee, after having been there 
20 years, 14 years the top man, and tell this committee about the sub- 
ject matter we are interested in. 

Mr. Muss. Of course, all this conversation had occurred before that 
time. We had a tentative arrangement with Mr. Powell where I 
asked him what his salary was and I think he said $12,200 or 12,300, 
and I asked him what he wanted, and he said, “I don’t know.” He 
said he had been offered a job by a New York bank, but he didn’t 
care about it. He had to be in second or third position; that he was 56 
or 57 years old, and he didn’t want to get behind a desk any more and 
work from 9 to 5, that he would like to be out in the field doing about 
what I am doing, and learning a little bit more about the building busi- 
ness. He thought he could originate some business and we finally, or I 
finally said, “We have talked it over, Mr. Winston and myself.” 

I said, “Now, of course, Mr. Powell”—or “Clyde”—I called him 
Clyde—“we have done a lot of business with FHA. We have been 
doing business with FHA since 1935. We have never had a default. 
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We have never had a complaint that we know of. We have never been 
criticized or blacklisted. Now, we think that before we take or agree 
for you to come with us, or you might be handling some matters for 

: later that you sau on in your official position, that you clear this 
with Mr. Hollyday or whoever you think you should, and if it is sat- 
isfactory with them, we will agree to pay you $12,000 a year. 

However, he said, “Well, I have to have a chance to make some more 
money, too.” 

I said, “I think you can originate some business, whether conven- 
tional or housing business, and if you can.originate some business we 
find profitable or think is good there is no reason why you shouldn’t 
have a small percentage interest in that, which might mean extra 
money to you. 

I said, “However, it is important th: at you get clearance and if that 

ill right when do you expect to leave ¢ 

“Well,” he said, “I think I will put in my resignation in a few days 
snd take it up with Mr. Hollyday at that time.” 

i said, “All right.” 

And he said, “I will probably want to take a couple of weeks off. 
I would like to start somewheres around May 1.” 

“Well, you go ahead and find out how you stand with the Commis- 
sioner, and when you let us know, Mr. Norman Winston will go down 
and check with the Commission, the powers that be, and if it is all 
right with them then we will work out this deal.” 

The Cuairman. Did you ever put him on the payroll ? 

Mr. Mt SS. No, si 

The CuairmMan. Did you ever give him anything of any value? 

Mr. Mi SS. No, sir. 

The CuarrmMan. Did he ever ask for anything of any value ¢ 

Mr. Muss. No, sir. 

The Cuarrman. Did you ever give any FHA employees anything 
of any value, other than maybe just small gifts from time to time, at 
Christmastime ¢ 

Mr. Muss. No, sir. 

May I complete my story about Powell, sir ? 

The CuHairman. Yes. I thought you had finished. 

Mr. Muss. I guess the first week’in April, he called me to tell me 
that he had submitted his resignation, and that Mr. Hollyday had 
said it was all right for him to come to work for us and I said, “Well, 
when Mr. Winston gets a chance he will be down and check with Mr. 
Hollyday,” and of course the investigation began shortly after that 
and that was the end of any talk about his coming to work for us. 

The Cuatrman. He never did come to work for you ¢ 

Mr. Muss. No, sir. 

The CHarrman. You understand the newspapers carried the story 
that he was an employee of your firm. That is why we bring it up at 
this hearing. 

Mr. Muss. That is right. I understand it was also carried in one of 
the magazines, 

The Cuairman. The fact is you didn’t hire him ¢ 

Mr. Muss. No. 

The Cuatrman. You did discuss it? 

Mr. Muss. Yes. 

The Cuatrman. You talked with him about it. 
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Mr. Muss. Yes. 

The Cuarrman. You even arrived at the salary and compensation 
you would pay. 

Mr. Moss. That is right. 

The Cuatrman. Possibly had it not been for this hearing you would 
have hired him ? 

Mr. Muss. There would have been no reason not to hire him, sir. 

Senator Bricker. Do you know whether Mr. Winston ever talked to 
Mr. Hollyday or not ? 

Mr. Muss. Mr. Winston never did talk to Mr. Hollyday about it 
because in the interim—I think this is only a week or 10 days before 
this investigation began. 

The CHarrman. You testified that you knew Mr. Powell quite well. 

Mr. Muss. Yes. 

The Cuarrman. You knew him well enough to call him Clyde. 

Mr. Moss. Yes, sir. 

The Cuatrman. Did he ever spend any time in your home or were 
you on vacations together ? 

Mr. Muss. He was never in my home. He was never on vacation 
with me although we did meet socially. 

Mr. Suwon. Did you say, Mr. Muss, why you didn’t end up hiring 
Mr. Powell? 

Mr. Muss. Because of the investigation, sir, and all of those facts 
that have been coming out. 

Mr. Srmon. With respect to Northridge Cooperative Apartments 
in New York, that is a section 213 cooperative, is it ? 

Mr. Muss. Yes, sir. 

Mr. Suwon. Am I correct that there were 3 cooperative corporations, 
Northridgé Cooperative, sections 1, 2, and 3? 

Mr. Muss. Yes, sir, that is correct. 

Mr. Srmon. Then there were 3 corporations that you and Mr. Muss 
controlled which had contracts to build the cooperative? You and Mr. 
Winston, that is? 

Mr. Muss. That is correct. 

Mr. Simon. And without getting all those names, before construc- 
tion work started, you and Mr. Winston assigned the construction 
contracts to 3 other companies controlled by members of your family ! 

Mr. Muss. That is correct. 

Mr. Stmon. Those contracts were assigned prior to the start of any 
construction ; is that right? 

Mr. Muss. That is correct, sir. 

Mr. Smon. And did you receive a profit on the assignment of the 
contracts of $786,093 ? 

Mr. Muss. We received a profit of $786,000; that is correct. 

Mr. Stmon. I take it that the section 1 corporation still owes you— 
$25,000, and there is $93,000 up in escrow ? 

Mr. Muss. Which has already been included in these figures. 

Mr. Srwon. So the $786,000 is after deducting those figures? 

Mr. Muss. No, sir. 

Mr. Sruon. Before deducting them ? 

Mr. Muss. Before deducting them. 

Mr. Simon. So the $786,000 may be reduced somewhat just before 
you are through ? 

Mr. Moss. That is right. 
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Mr. Srmon. Who were the stockholders of the three corporations 
that received this $786,000 ? 

Mr. Muss. David Muss, Norman K. Winston and Mika Stiftung. 

Mr. Stwon. How much did you own ¢ 

Mr. Muss. 40 percent. 

Mr. Stwon. How much did Mr. Winston own ? 

Mr. Muss. Mr. Winston—let me correct that—I believe it was 30 
percent, sir. 

Mr. Smwon. Mr. Winston owned 30 percent ? 

Mr. Muss. Yes, sir. 

Mr. Simon. How much did Mika Stiftung own ? 

Mr. Muss. The balance, sir, which would be 30 percent. 

Mr. Simon. That is the Swiss Corp. you were talking about? 

Mr. Muss. That is right. 

Mr. Srmon. So they got approximately $250,000 out of this 
$786,000 ? 

Mr. Muss. Well, they may not have gotten that much, because as 
I pointed out, there is still some $119,000 that we haven’t received, 
and, again, there is a lawsuit now pending by the cooperatives against 
ourselves, against Winston and myself in these companies for some 
$2.500,000. 

Mr. Simon. Would it be conservative to say that they got in excess 
of $200,000 ? 

Mr. Muss. I would Say SO, Sir; yes, sir. 

Mr. Stwon. What was the capital investment in those three 
corporations ¢ 

Mr. Muss. You mean the permanent capital stock investment with- 
out regard to the moneys that we had invested in setting up this 
transaction ¢ 

Mr. Srwon. Yes. 

Mr. Muss. I am sorry, we don’t have those figures here but I am 
quite sure that that was nominal, sir. 

Mr. Stmon. Probably $1,000 for each one ? 

Mr. Moss. It might have been $10,000 but it was still nominal. 

Mr. Stwon. There couldn’t have been any substantial advances be- 
cause you hadn’t started construction ; isn’t that true ? 

Mr. Muss. There was substantial advances, sir, because you see 
these companies not only advanced moneys for architectural fees, but 
they advanced the filing fees at FHA. Actually, my auditor says we 
had advanced almost $500,000 in setting up this job. I might also 
say that all the moneys collected from the cooperatives in the sale 
of these apartments during this time, and all the time that construc- 
tion was pending was held in a separate trust account. 

Mr. Srron. When — brothers purchased this contract from you 
for the $786,000 did they also reimburse you for all your adv ances ? 

Mr. Muss. You mean—yes, sir. 

Mr. Srmon. So that the $786,000 was profit after reimbursement for 
all advances? 

Mr. Muss. That is correct, sir. 

Mr. Simon. You have some projects in North Chicago 

Mr. Muss. May I carry on about Northridge, since this is a coop- 
erative in New York and in order that we may be—we may put our 


best foot forward on the record, sir? 
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Mr. Simon. So far as construction is concerned, we understand 
it was done by your brothers and your brother is coming in Thursday, 
and we were going to get from him the information on construction. 

Mr. Muss. The fellow coming in Thursday has no knowledge of 
this job. It is another branch of the family ? 

Mr. Srmon. Isn’t the one coming in Thursday your brother? 

Mr. Muss. No. We are a family of builders. When we were 12, 
13, and 14, we spent our summers working around the job. 

Mr. Srwon. Who were the brothers that bought you out in this job ? 

Mr. Muss. My brothers each have their own corporation and I 
think you will find I testified it was my brothers Charles and Hyman 
and Alexander. 

Mr. Stmon. Wasn’t your brother Alexander involved at all in this 
corporation ¢ 

Mr. Muss. No, sir. 

Mr. Stmon. But he has been in a number of section 213’s? 

Mr. Muss. He has never had a section 213. 

It is the other brother who did the section 213. 

Mr. Simon. Which brother has the section 213 ? 

Mr. Moss. Charles. 

I would like to point out for the benefit of the press that in this 
case Northridge Cooperatives FHA estimated replacement cost, cov- 
ering all expenses, on the total three projects was $12,351,780, plus 
off-site requirements of $71,986, making a total FHA replacement 
cost and off-site cost of $12,423,766. The cost of the cooperatives for 
which we produced all of these buildings was $11,280,690, which in- 
cluded mortgage proceeds, plus $846,000 paid by the cooperatives. 
In other words, the total saving of approximately $1,200,000 under 
the FHA replacement cost. 

Senator Bricker. Who made the FHA replacement cost figure? 

Mr. Moss. FHA. 

Senator Bricker. What person ? 

Mr. Mvss. I think it takes about 30 or 40 people in their office to 
come up with the figures. 

Senator Bricker. Who originated them ? 

Mr. Muss. The New York office. 

Senator Bricker. Who in the New York office ? 

Mr. Muss. I wouldn’t know, the architectural section, underwrit 
ing section. 

Senator Bricker. You don’t know the personnel at all ? 

Mr. Muss. I know the personnel. 

Senator Bricxer.Who were they ? 

Mr. Muss. I don’t recall having a personnel meeting at this time. 
The chief architect was a man named Hammond. The chief under- 
writer was a man named Miles, but I wouldn’t know who processed 
the case down at the bottom. I might also—— 

Mr. Stmon. Mr. Muss before you leave that, do I understand you 
correctly, this building was finally built for $1,200,000 less than the 
FHA estimate, and in spite of that your brothers thought it was a 
good enough deal to pay you $786,000 for your contract; is that right? 

Mr. Muss. That is—— 

Mr. Srvon. Is that right. 

Mr. Muss. I would prefer to put it this way: After all, they knew 
construction, they organized the corporation and were setting up all 
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the items. All they participated in was construction end of it. We 
idemnified completion of this job. I would say there was total fees 
paid to us of less than 10 percent. 

These, by the way, were contractors’ fees that were paid tous. They 
were paid to us as contractors’ fees and not as mortgage proceeds. 

Mr. Stmon. The only point 1 was making, if you build the building 
for $1,200,000 less than the FHA estimates and your brothers would 
still pay you $786,000 for the privilege of building it, it made FHA 
look pretty bad. 

Mr. Muss. I wouldn’t say that. It made the builders look pretty 
good. I mean, I want to point out something, sir. I am strictly a 
builder, or an operating builder and my father was before me. We 
— for a profit. We take the risks that go with it. You will notice 

hat you haven’t a general contractor up here as distinguished from 
por ator-builders. You are not going to have many general con- 
tractors. 

Mr. Suwon. We have had dentists, lawyers. 

Mr. Muss. You are dealing with builders now. 

I admire the work of this committee, but I think that I would like 
to be put in as good a light as it is possible under the circumstances. 

The CHarmman. You have testified and there is no question but what 
you have been a builder all your life. 

Mr. Muss. That is correct. 

The Cuamman. That is now part of the record and has been from 
the very beginning. 

Mr. Muss. Thank you, sir. 

Mr. Srmon. Mr. Muss, going to North Chicago, can you tell us what 
that project is? 

Mr. Muss. We have a 1938 title IX project, defense housing, now 
under way at Waukegan, I[Il. 

Mr. Stmon. What is the mortgage commitment there ? 

Mr. Muss. I would say the total mortgage is roughly, an aggregate 
of $13 million. 

Mr. Srwon. Who are the interests that are interested in that 
project ? 

Mr. Muss. Norman K. Winston and myself—you are talking about 
essentially persons—— 

Mr. Stmon. Yes. 

Mr. Muss. Murchison, of Dallas, and Centex Construction. 

Mr. Stmon. Each of you has roughly a 25 percent ? 

Mr. Muss. Yes, about 25 percent. 

Senator Bricker. Did Mr. Winston hold half of his interest of these 
companies for the Swiss companies ? 

Mr. Muss. No, sir; as I recall, it was in the San Antonio and in 
this Northridge cooperative. 

Mr. Stuon. Do you have a project in Connecticut ? 

Mr. Muss. Sir? 

Mr. Stmon. Do you have a project in Connecticut ? 

Mr. Muss. We have a title IX project, with Winston—when I say 
“I” I am referring to Winston and myself—have a title IX project 
just completed at Norwich, Conn., consisting of 145 single-family 
title TX. 

Mr. Stmon. Who are the interests in that project? 








IR rene 


798 FHA INVESTIGATION 


Mr. Muss. That is owned by a corporation in which Norman K. 
Winston and myself are the stockholders or are nominees of the 
stockholders. I hold 47-percent interest; Mr. Winston holds 53. 

Mr. Srmon. Then you have a project in Newin xton, do you? 

Mr. Muss. We have just started a 180-unit project at Newington, 
sir, also title IX, rental, defense housing. 

Mr. Suwon. And the North Chicago project, that is Lake County 
Gardens Management Co. ? 

Mr. Muss. That is correct, sir. 

Mr. Suwon. And 25 percent of that stock is owned by Tecon; is 
that right ? 

Mr. Muss. That is part of the Murchison Co. 

Mr. Stmon. Tecon is Murchison ? 

Mr. Muss. That is right. 

Mr. Stwon. And 25 percent is owned by Mucon? 

Mr. Muss. That is my family company. 

Mr. Stmon. And 25 percent by First Gardens? 

Mr. Muss. That is Mr. Winston’s company. 

Mr. Suwon. And the remainder by Centex ? 

Mr. Muss. That is a separate construction company of Dallas. 

Mr. Simon. Who owns that out of Dallas? 

Mr. Muss. That is a group of Dallas builders; a man named Lip- 
pert and his associates. 

The Cuarrman. So there are four separate corporations in this 
Waukegan, IIl., project ? 

Mr. Mus:. I think that is right, except that you will find indi- 
vidual sponsors have guaranteed the completion of construction of 
items like that. 

The Cuamman. My point is the stockholders in the sponsoring 
company are four separate corporations ? 

Mr. Muss. Yes, sir. 

The Cuarrman. One is your company, one is Mr. Winston’s com- 
pany, one is Mr. Murchison’s company and the fourth one is a Dallas 
concern, headed by whom ? 

Mr. Muss. By aman named Lippert, and Lively. 

Mr. Srmwon. Mr. Muss, as I understand it, the only other FHA 
project that you have ever been interested in is a section 608 built 
in New York, about 1947, called Terrace Gardens; is that correct? 

Mr. Muss. That is the only other section 608. That is the only 
other section 608 project. I have been interested in many other FHA 
projects in the single family, and others. 

Mr. Stwon. Single-family sale houses? 

Mr. Muss. Yes, sir. 

Mr. Sron. Did you mortgage out in Terrace Gardens? 

Mr. Moss. I don’t recall, sir. I don’t believe so. I am not sure. 

Mr. Srmon. Can you give us any explanation for this? It seems 
that all the projects we inquire into back in 1946 and 1947 and even 
in 1948, there was little or no mortgaging out. Then comes 1949 and 
1950 and most of them mortgage out. Is there any reason for that? 

Mr. Moss. Well, sir, there were two reasons for it: the first one was 
that in 1947, price controls were removed, and builders throughout the 
country were hit with price increases. 

You couldn’t obtain a firm contract from a subcontractor. You 
couldn’t buy materials on a firm basis from a supplier. I think all of 
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us in the building industry recall that every time we got an invoice, 
or an estimate, it said: 


Price prevailing at time of shipment will be the price and not the quoted price. 


In addition to that sir—and I would say that successive wage in- 
creases in that time caught builders unaware and generally speaking 
throughout the country builders who had programed construction 
work on the basis of early 1947 costs, found themselves faced with 25 
to 30 percent increase in construction. 

Now, in 1948, this Congress, and this august body, recognized those 
facts, changed the law and instead of having mortgages limited to 
$1,800 per room—I think that is the amount—increase it or changed 
the method of computing the maximum amount of mortgage to be 
$81,000 for 1-family units, or in effect, after the 1948 legislation, larger 
mortgages were possible for a little bit more square-foot area. 

Then 

Mr. Sruon. During the period of rising costs, are you aware of the 
fact that FHA entertained many mortgage applications for increased 
‘ommitments by reason of increased costs ¢ 

Mr. Muss. I have heard of that. I am not too familiar with it. 

Mr. Sraon. Have you ever heard of anybody applying for a decrease 
in the mortgage because of decreased costs ? 

Mr. Muss. No, sir. Would you like that explained ? 

Mr. Srmon. Sure. 

Mr. Muss. I have of course known of cases where builders have gone 
nto FHA, and I don’t recall any particular case of my own, but where 
they have quarreled with FHA on the basis of their evaluation being 
too high but the purpose of that, of course, was to reduce the amount 
of cash required for closing by the FHA. 

I have heard it said on several occasions: Why didn’t you take the 
mortgage proceeds, the balance of the mortgage proceeds you got and 
use it to reduce the mortgage. 

I think what we have all overlooked here is that in all of these com- 
panies, in all of these rental housing projects, on rents that are con- 
trolled, they are limited by FHA, and in the case of the military hous- 
ing, by both the military and FHA. That the only equity that exists in 
those houses is what the net income that can accumulate to the builders 
during the year can capitalize on. Let me explain it: If we had a 
mortgage of $8 million and reduced it to $7 million, and wanted to 
sell it, the eventual purchaser—and I of course am talking of the first 
10 or 15 years of the mortgage period—the eventual purchaser wouldn’t 
pay one cent more for the equity in that project if the mortgage was 
36 million than if it was $7 million because his return is fixed by the 
rents and the operating expenses and that return will not justify any 
more than a small capitalization, so a purchaser is not—takes it 
subject to the mortgage and only pays what he thinks he can get a fair 
return on, so I don’t see that that would be good business on the part 
of any builder-owner. 

Mr. Stmon. Excepting the Government’s position would be mate- 
rially changed if we should have a little adverse condition and had to 
take back some of these buildings. 

Mr. Muss. I am a great believer in the future prosperity of the 
United States and I think those arrangements started in 1935 or 1936 
when FHA first came into the picture. 
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The best answer I can give you to that is if the mortgage was soundly Mr, Cant 
conceived with regard to its location, it has increased, or probably has man. W ew 
increased in value and will continue; that essentially as far as we as The Cwatt 
builders are concerned, and this committee should be concerned, is you are abot 
that—of course, I don’t really mean it that way, but let me say that but the truth 
we look on it as long as your mortgage is 90 percent of value or cost 
it is a good loan. er ee, | TESTIMONY 

Mr. Sruon. We all hope there are no risks in any of these, but to the OHIO, AC 
extent there are risks it is the Government which takes the risk. COUNSEL 

Mr. Muss. I think so, but I think the results achieved by the efforts 
of this committee and its companion committee in the House, in the Mr. WINS 
legislature, warrants the risk as being taken. The CHa 

The Cuatrman. Unless there are further questions of Mr. Muss reporter ¢ 
we will excuse him. \tr. WINS 

Senator Bricker. Have you done any building in recent years ex- The Chai 
cept through the mortgage operations of FHA ? : Mr. Cau 

Mr. Muss. I personally have built some—in cooperation with others, The Crna 
some conventional shopping centers. Mr. Winston himself, though, Mr. W1N 
with other associates, has just completed or did complete about a year The CHa 
ago a 15-story, 20-story, building in New York and I might point out, Mr, Cau 
that his rentals in those buildings are not controlled, and the rentals The CHa 
prevailing in that building are somewhere around $70 a room per Mr. Sr 
month, as compared with an average of $22 per room in FHA housing Mr. WIN 
in the same area. Mr. Sm 

The Cuatrman. Thank you very much, Mr. Muss. porations 1 

We may want you a little later if you will just remain around, Mr. Wr 
please. ; Mr. Sm 

Mr. Muss. Thank you. Mr. We 

The Cuarrman. Our next witness will be Mr. Norman K. Winston Mr. Sry 
of New York. Mr. Wr 

Mr. Cautii. May I offer the option? Ihave the option. Mr. Sim 

Mr. Chairman, with your kind permission may I identify for the Mr. Wr 
record this option agreement ? : ; Mr. Sis 

The Cuarmman. Yes. The option agreement has been made part Mr. W1 
of the record. (See p. 784.) 2 Half of m 

Mr. Cau. It is from Walter Gross and Katherine Gross to John Mr. Sx 
P. Naas and it bears date, March 4, 1950, and Mr. Chairman, I would Swiss cor 
like to call your particular attention to the fact that it is witnessed Mr. Wi 
by the Witness Pine, and the chairman knows it is familiar law that Mr. Sr 
an interested witness—— Mr. W1 

The Cuatrman. We have made it part of the record. Mr. Su 

Mr. Cau. I just wanted to call your attention to the fact that Mr. W: 
an interested party does not customarily witness an option to anybody Mr. Su 
else. S : , Mr. Ww 

Mr. Srmon. Mr. Cahill is there a word in yesterday’s transcript that A Swi 
is “no” that you want to change to “yes?” ~ , Mr. St 

Mr. Becker. Yes, there is one. / Mr. W 

Mr. Srnon. Could you give it to us? I didn’t 

Mr. Cant Can we give it to you a little later? Mr. Si 

We will have to— , Mr. W\ 

The Cuarrman. In other words, you want to change your testimony a Dr. Ge 
of yesterday? ; ; ; Mr. S 

Mr. Muss wants to change his testimony ? Mr. V 
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Mr. Cant. I don’t know whether it is a typo or change. Mr. Chair- 
man. We will give itto you. (See p. 813.) 

The Cuarrman,. Mr. Winston, do you solemnly swear the testimony 
you are about to give will be the t ruth, the whole truth, and nothing 
t the truth, so help you God ¢ 


TESTIMONY OF NORMAN K. WINSTON, PAGE MANOR, DAYTON, 
OHIO, ACCOMPANIED BY JOHN CAHILL AND LOFTUS BECKER, 
COUNSEL 


Mr. Winston. Yes. 

Che CuarrmMan. Will you give your full name and address to the 
reporter ¢ 

Mr. Winston. Norman K. Winston, 77th Place, New York City. 

The Chairman. And Mr. Cahill is your lawyer ? 

Mr. Caniuy, And my p: Bae r, Mr. Becker. 

The Cuamman. And this gentleman is your accountant? 

Mr. Winston. Accountant. 

The Cuarrman. The other gentleman, has he been identified ? 

Mr. Caniiui. Mr. Carr, who is house counsel for Norman K. Winston. 

The CHamMAn. You may proceed. 

Mr. Srmon. Mr. Winston, what is your business ? 

Mr. Winston, Builder. 

Mr. Srmon. Are you a stockholder in the three Billy Mitchell cor- 
porations in Texas? 

Mr. Winston. Yes, sir, I am. 

Mr. Suwon. How much stock do you own 4 

Mr. Wrnsron. I think 5124 percent, I believe. 

Mr. Srmon., Is that stock all registered in your name? 

Mr. Winston. Yes, sir. 

Mr. Stmon. Do you own any of it in trust for anyone? 

Mr. Winston. Yes, sir, I do. 

Mr. Stmon. Who is it held in trust for ? 

Mr. Winston. It is held in trust for a Swiss company, investors. 
Half of mine is held in trust in that particular project 

Mr. Stmon. Half of your 51% percent stock is held in trust for the 
Swiss corporation ? 

Mr. Winston. Yes, sir. 

Mr. Srwon. What is the name of the Swiss corporation ? 

Mr. Winston. Mika Stiftung. 

Mr. Stmon. M-i-k- 

Mr. Winston. §-t-i-f-t-u-n-g. 

Mr. Stwon. And that isa Swiss corporation ? 

Mr. Winston. Yes, sir. 

A Swiss company. 

Mr. Stwon. Who are the stockholders, of Mika Stiftung ? 

Mr. Winston. Well, I only know 1 or 2 of the people that I met. 
I didn’t know who the other syndicate or investors consist of. 

Mr. Sron. Who are the 1 or 2 you have met ¢ 

Mr. Winston. I know one man Savy that I met a few years ago and 
a Dr. Gerber. 

Mr. Srwon. Do you know his first name? 

Mr. Winston. He is an attorney, a doctor’s name is used in Europe. 
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Mr. Stmon. Do you know his first name ? 

Mr. Winston. I think Dr. M. Gerber. 

Mr. Stmon. Where does he reside ? 

Mr. Winston. He resides in Bern. 

Mr. Srwon. Bern, Switzerland ? 

Mr. Winston. Yes, sir. 

Mr. Stuon. Who is the other man you mentioned ? 

Mr. Winston. Savy, S-a-v-y. 

Mr. Stmon. Do you know his first name ? 

Mr. Winston. William. 

Mr. Simon. Do you know where he resides ? 

Mr. Wryston. He resides in Geneva. 

Mr. Stuon. Geneva, Switzerland. 

Mr. Winston. Yes, sir. 

Mr. Srmon. Do you know what percentage of the stock of Mika 
Stiftung they own ? 

Mr. Winston. Well, they have half of mine. 

Mr. Stmon. But what percentage of the stock of Mika Stiftung do 
those two gentlemen own ? 

Mr. Winston. I have no idea, 

Mr. Srwon. You wouldn’t know whether their holdings are merely 
10 percent of that company or 90 percent ? 

Mr. Winston. No, sir, Mr. Simon, I wouldn't. 

Mr. Smuwon. What is the par value of the stock in the Billy Mitchell 
Village Corp. ? 

Mr. Winston. $10 common stock; $10 par value. 

Mr. Srmon. How much was paid for that stock? Did you pay par 
value for it ? 

Mr. Winston. $3.000, yes, sir. 

Mr. Srwon. $3,000 was for all of the stock; is that correct ? 

Mr. Wryston. In each corporation. 

Mr. Simon. And you paid $1,550 for your 5124 percent in each cor- 
poration ? 

Mr. Winston. Yes, sir. 

Mr. Stmon. Does that mean that Mika Stiftung paid you $725 in 
each corporation ? 

Mr. Winston. Yes, sir. 

Mr. Srmon. The dividends there were $1,236,250; is that right ? 

Mr. Winston. Approximately, yes, sir. 

Mr. Simon. Does that mean that Mika Stiftung received dividends 
of approximately $310,000? 

Mr. Winston. Yes, sir. 

Mr. Suwon. There was preferred stock in the Billy Mitchell Village 
Corp., was there not ? 

Mr. Winston. Yes, sir. 

Mr. Srmon. Was that stock in Billy Mitchell Village, Inc., owned 
by Southwest Homes Texas Co. ? 

Mr. Winston. Yes, sir. 

Mr. Simon. Who were the stockholders of Southwest Homes Texas 
Co. ? 

Mr. Winston. Norman K. Winston, David Muss, Louis H. Kaplan 
and Henry W. Penn. 

Mr. Srmon. Did Mika Stiftung have any stock interest in South- 
west Homes, Texas Co. ? 
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Mr. Winston. No, sir, it didn’t. 

Mr. Stmon. Southwest Homes Texas Co., apparently built this 
project ? 

Is that right? 

Mr. Winston. Yes, sir. 

Mr. Simon. I gather its stockholders advanced the moneys with 
which to proceed with the construction ? 

Mr. Winston. Yes, it did. 

Mr. Stmon. Did anybody other than its stockholders advance it 
any money for this construction ? 

Mr. Winston. Not that I know of. 

Mr. Stmon. Then Mika Stiftung didn’t advance any of the money ? 

Mr. Winston. Yes, sir, it did. I advanced money and when I ad- 
vanced it was for both Mika and myself. 

Mr. Srwon. How much money did you advance to Southwest Homes 
Texas Co. ¢ 

Mr. Winston. I don’t know but I had $100,000 from them. I 
don’t know 

Mr. Staton. When did you get the $100,000 from them ? 

The CuatrmMan. From whom did you get $100,000 ? 

Mr. Winston. From Mika Stiftung. 

The Cuarrman. They sent you $100,000? 

Mr. Winston. Yes, sir. I had it available for any of these. 

The Crarrman. By check or how ? 

Mr. Winston. Transferred by checks I presume in most cases. 

The Cuarrman. They sent you $100,000 to invest for them ? 

Mr. Winston. Yes, sir. It might have been a little over—— 
$110,000, maybe. 

The CHairman. And you invested in the Billy Mitchell project, 
$1,550 ? 

Mr. Winston. I did, Senator Capehart. 

The Cuarrman. $1,550 for them in the Billy Mitchell project ? 

Mr. Winsron. Yes. 

Mr. Simon. They put up $725 in each of the 3 corporations? 

Mr. Winston. I put it up for them because I had their money. I 
put up for them and myself. 

The Cuarrman. Out of the $100,000 they sent you ? 

Mr. Winston. Yes, sir. 

The CuatrrmMan. Did they send you that in cash or how? 

Mr. Winston. They transferred some of it through some of the 
Swiss banks, in some way or another. I didn’t keep track. They are 
on our books as to how it came. ; 

Mr. Stmon. How did the rest of it come ? 

Mr. Winston. By transfer from Switzerland, 

Mr. Stmon. All of it? 

Mr. Winston. All through banks, yes, sir. 

Mr. Stuon. When was that? 

Mr. Winston. Either the end of 1949 or the early part of 1950. 
The early part—the end of 1949, I believe. 

Mr. Simon. In addition to the $310,000 they got out of Billy Mitch- 
ell they participated in Northridge Apartments ? ’ 

Mr. Winston. Yes, sir. 

Mr. Srwon. Did they get somewhere around $225,000 out of that? 
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Mr. Winston. They got $160,000 or $162,000. 

Mr. Simon. What did the Swiss people contribute, either to the 
Northridge project or the Billy Mitchell project ? 

Mr. Winston. Well, my contract with them was they made $150,000 
available for that job, for Northridge, in addition. It had nothing to 
do with the other one. . 

Mr. Simon. Is that the same money they originally sent over ? 

Mr. Winston. No, sir, new money. 

Then sent over $150,000 in new money. 

Mr. Srwon. When did they send that over ? 

Mr. Winston. I think that was in 1951. 

Mr. Stuon. And was—— 

Mr. Winston. 1951 or 1952. 

I am sorry; may I refer a second ? 

Mr. Becker. 1951. 

Mr. Winston. Late 1951. 

Mr. Srwon. When was the Northridge Cooperative contract sold 
by you and Mr. Muss to his brothers ? 

Mr. Winston. I think that is a matter of record here. 

I don’t recall that. I don’t know the date, Mr. Simon, but I will 
look it up if you want meto. In 1951. 

Mr. Stmon. In 1951. 
oan ee Yes, sometime in 1951, the middle or early part of 
it 1 think. 

Mr. Stmon. You said the contract was sold in the middle of 1951, 
and the money didn’t come over from the Swiss until the latter part 
of 1951, which would mean they didn’t give you the money until 
after the profit had accrued. 

Mr. Winston. No, sir. I had my contract with them and I called 
on money as I needed it and I also had money for them from Billy 
Mitchell Village. 

Mr. Sruon. Well then, you didn’t get any new money from them 
for Northridge until after you had sold the project and had a profit; 
is that right? 

Mr. Winston. No, sir, that is not so. I must have given you—the 
contract was May 1951, with Northridge, the sales contract 

Mr. Srmon. The sale of Northridge was in May 1951. 

Mr. Winston. Yes, sir. 

Mr. Srwon. And on that sale you and Mr. Muss and Mika Stiftung 
had a profit of about $750,000? 

Mr. Winston. Yes, sir. 

Mr. Son. When did they send you the money for Northridge? 

Mr. Winston. January 14, I got $70,000. 

Mr. Stmon. January 14? 

Mr. Winston. January 14, 1951. 

Mr. Stwron. $70,000. 

Mr. Winston. Yes. That was transferred by check. 

The Carman. Mr. Winston, do you own any stock in this Mika 
Stiftung Co.? 

Mr. Winston. No, sir, Senator. 

The Cuatrman. You do not own any stock ? 

Mr. Winston. No, sir. 

The Cuarrman. Any of your family? 

Mr. Winston. No, sir, no connection at all. 
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The CuarrMan. You have no connection whatsoever ¢ 

Mr. Winston. None atall. 

Mr. Stwon. Did they send you a total of $250,000 ? 

Mr. Winston. Yes, sir, 250. 

Mr. Simon. And they had a profit of about $480,000 to $500,000. 
Does that mean they still have $750,000 in this country ¢ 

Mr. Wrxsron. They have, I think, when we get a distribution, and 
we didn’t need all the money I think we retur ned some, I think maybe 
$150,000. ‘The rest of it is still here. 

Mr. Simon. So about $600,000 is still here ? 

Mr. Winston. Yes, because of contingent liabilities. 

The Cuarrman. Why would you for a small amount of $2,175 take 
in these people as a partner, knowing that they were going to get 
$310,000 profit within a very short time? I am “interested as a busi- 
hnessman. 

Mr. Winston. I tried to touch my mouth and all these gentlemen 
jumped atme. That is why Lam laughing. 

The CuarrmMan. They will get your pictures. 

Mr. Wrinsron. I have never been in front of a camera. 

The CuarrMan. Would you like them to step aside ? 

Mr. Winston. No, sir. 

The Cnatrman. My point is for $2,175 you sold a 25 percent interest 
in Billy Mitchell, which is about a $16 million project, isn’t it? and 
they still own 25 percent of the equity in those 4 projects. They in- 
vested $2,175. You say, of course, the Southwest Building Corp. built 
the projects and you did have to loan them, of course, considerable 
money. 

Mr. Winston. That is right. 

The Cuamman. But when it was all finished, the loans were repaid 
out of the proceeds of the mortgage. 

Mr. Winston. Yes, sir. 

The Cuairman. My point is why would you cut these Swiss people 
in for a fourth interest in a $16 million project, on which they made in 
a very short time $310,000 on a $2,175 investment, plus possibly some 
loans out of the $100,000 to the construction company which loans were 
later repaid out of the proceeds of the mortgage / 

My point is why would you cut them in on that basis? 

Mr. Wrixston. There were several reasons. 

The Coamman. I want to get cut in. 

Mr. Winston. There were several reasons. The main reason of 
course that on the very first project we had no assurance that we would 
make anything or that we would come out. I also felt that the loca 
tion was not a good permanent investment, so that from that point of 
view secondly of course 

Senator Bricker. Move up a little closer to the microphone. 

Mr. Winston. Every job I had was with a partner. I do not have 
any jobs alone. I have 2, 3, or 4 partners. Some job I think Mr. 
Simon wants to ask me about is only $600,000 total construction and 
we have 5 or 4 partners there, but more important, I met these people 
in 1949 and I knew they were heavy buyers of capital stocks in this 
country. 

The Cuarrman. You take partners in for their know-how as well as 
their capital? Is that your business? 
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Mr. Wryston. Yes. 

The Cuarrman. Taking people in for their know-how and capital? 

Mr. Winston. It just grew that way. I did not start out by taki ing 
people in; people that w oar asked if they could j join us. 

Senator Busn. What was the basis of your acquaintance with these 
Swiss people? Was this on a basis of friendship, or had you had previ- 
ous business connections with them # 

Mr. Wryston. I knew them in 1948. I knew they were heavy in- 
vestors, making a lot of money in stock in this country. At that time 
foreigners were coming over here and helped turn the stock market, 
There was a flight of ¢ apital from Europe then. They seemed to have 
more confidence than we had then. When I saw them I asked them 
why they did not put part of their money in real estate. They thought 
it was not liquid. We kept talking and about a year later they agreed 
they would try it out. 

Senator Busn. I am curious as to why you go to Switzerland. 
There are people in this country, too, who w ould be equally anxious to 
make profits in ventures of this kind. Why do you go to Switzer- 
land? Isit ona basis of friendship over there? 

Mr. Winston. I spend a great deal of time in Europe. I know a 
great many people. I have a business in France also and part of my 
family came from there. 

Senator Busu. Were these two people particular friends of yours? 

Mr. Winston. No, not particular friends. I met them at dinner. 
On the other hand, I do not ask everyone to join us. If anyone came 
to me and asked to invest a quarter of a million dollars and I had a 
project, I would explain it and see if they wanted to join us. I heard 
Mr. Muss testify about how good a builder and how old he was when 
he started, but his father went broke and his whole family went 
broke and for years, when things turned against him, I bought som 
tax liens on some property that probably his father lost a few million 
dollars. I wondered, when he said how good a builder he is. He is, 
but on the other hand he cannot fight time. The same happened with 
me. I bought a lot of New York property and saw it go down to 
nothing. 

Mr. Busu. I do not want to pursue this if you do not but I am still 
very serious. I don’t understand the background of the relations! 
between these Swiss people and yourself. 

Mr. Winston. I expect to work in Canada next year. Would it 
seem unusual for the people in Canada, would they look differ 
because they came from here? I met a man in London when I re- 
ceived Senator Capehart’s cable, not cable, but rather his announce 
ment about my coming back and right, at that dinner, that evening, | 
met a man who had just bought—I better not get his name involved 
one of the big tractor companies in Europe and he asked me my 
business, and I explained it to him and he said “We are building a 
city of 35,000.” 

The Cuarrman. Will you talk closer to the mike? 

Mr. Winston. “We are building a city of 35,000 in Canada. Why 
don’t you come up ?” 

The Cuarrman. A British concern ? 
Mr. Winston. Canadian, apparently, and I said “Is it underway ’ 
“Yes; we are building it right now and it will be about 35,000 people” 
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ind he asked me to call him, to come and see him in Toronto, and he 
was pretty sure we could make a deal. I expect to go. 

Senator Busn. I can understand that. 

Mr. Winston. I just met the man once. How is it you can under- 
stand it and you cannot understand my inviting other people in? I 
inet the man once at dinner by accident the day I was coming back and 
he invited me up and he said “I hear you are experienced. Why 
don’t you come up and build with us in Canada ?” 

Senator Busu. Come up where? 

Mr. Winston. Toronto. 

Senator Busu. Is that the Swiss people? 

Mr. Winston. No. 

Senator Busn. I am interested in the Swiss people. 

Mr. Winston. The Swiss people I met and they showed me stocks 
they were buying, millions of dollars they were buying on the market 
and I said “W hy "don’t you put some of that in real estate.” That is 
how it all started. They didn’t think it was all liquid, and after a 
year and a half or so—. 

Senator Busu. You had met them more or less on a social basis 
and you fell into discussing these business affairs and you interested 
them in investing some of their money ? 

Mr. Winston. Yes; mailed them some of my booklets when I got 
back, showed them what we had built, sent them photographs, etc 

Mr. Canitut. Mr. Chairman, could I hand up these booklets de- 
scribing the activities of the Winston Co. ? 

The CHarrMan. Yes. 

Mr. Stmon. Mr. Winston, I believe you had nine section 608 proj- 
ects in New York. 

Mr. Winston. Yes, Mr. Simon. 

Mr. Son. What is “Housing Enterprises, Inc.” ? 

Mr. Winston. It is a company in which we bought some tax liens. 

Mr. Stmon. You bought real estate in that company ? 

Mr. Winston. Real estate tax liens. 

Mr. Stmon. You sold that real estate to sponsoring corporations 
in section 608 projects ? 

Mr. Winston. Yes. 

Mr. Simon. What is “Uttopia, Inc.” ? 

Mr. Winston. Utopia Gardens. It is a construction company and 
built in Albandale. All these places you mentioned are built in one 
section. 

Mr. Stuon. What is that section ? 

Mr. Winston. Albandale, N. Y. 

Mr. Stwon. Who are the stokholders of Housing Enterprises? 

Mr. Winston. There are seven, I think. 

Mr. Stmon. Do you own 25 percent ? 

Mr, Winston. Yes. 

Mr. Simon. Rosita Winston, is that your wife? 

Mr. Winston. Yes. 

Mr. Stmon. Does she own 1214 percent? 

Mr. Winston. Yes. 

Mr. Stmon. Arnold Holzer, does he own 25 percent ? 

Mr. Winston. Yes. 

Mr. Stmon. Who is he? 

Mr. Winston. He is my partner in that group of nine. 
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Mr. Staton. What is his business ? 

Mr. Wrinsron. He has been about 15 or 16 years with me. He is 
in the building business. He joined me. 

Mr. Sruon. Norbert Holzer owns 1214? 

Mr. Winston. That is a brother of Arnold Holzer. 

Mr. Srwon. What is his interest ? 

Mr. Winston. In the building business with us. 

Mr. Srwon. Natalie Weindling, does she own 614 percent? 

Mr. Winston. Yes. 

Mr. Simon. Who is she? 

Mr. Winston. She is a relative of Holzer’s, I don’t know. 

Mr. Srwon. You do not know except she is a relative? 

Mr. Winston. I am sure she is a relative, but I do not know what 
relationship—sister of Holzer. 

Mr. Sion. Arnold Weindling, who is he ? 

Mr. Winston. A brother-in-law of Arnold Holzer. 

Mr. Smrion. He owns 614 percent ? 

Mr. Winston. Yes. 

Mr. Srwon. And E. Sloan Smith owns 121% percent ? 

Mr. Winston. Yes. 

Mr. Sraon. Who is E. Sloan Smith ? 

Mr. Winston. E. Sloan Smith is my sister-in-law. 

Mr. Srmaon. Were the Weindlings and Mrs. Smith—let me ask it 
differently—did the Weindlings and Mrs. Smith contribute any- 
thing to this construction project other than the capital stock they 
bought ? 

Mr. Winston. They did not contribute experience, no, sir; loans 
to the company. 

Mr. Srwon. Was this another friendship case where they were 
friends? 

Mr. Winston. It is a family relative case. 

Mr. Stmon. Going to the first of these section 608’s, which is Breach- 
wood Village, Inc., is it correct 

Mr. Winston. We made an analysis of it. 

Mr. Srvon. Is it correct that Utopia purchased the land and then 
sold it to Breachwood Village at a profit of $39,000? 

Mr. Winston. Yes. 

Mr. Suwon. And then Breachwood caused the building to be built 
by another one of these corporations and the cost of construction was 
$55,000 less than the mortgage, is that right? 

Mr. Winston. Yes. 

Mr. Sron. Who is or what is Skyline Lake Corp. ? 

Mr. Winston. That is a corporation that negotiated the mortgage 
for these and got a premium. 

Mr. Srwon. The same stockholders owned the stock in Skyline Lake 
Corp. that owned the stock in the building, is that right ? 

Mr. Wryston. Yes—no, other stockholders, I am sorry, Mr. Simon. 
There are other stockholders in the building corporation. 

Mr. Srmron. I have a list here that says the stockholders of Skyline 
Lake Corp. are Norman K. Winston, 25 percent, Rosita Winston, 121, 
percent, Arnold Holzer, 25 percent, Norbert Holzer, 1214 percent, 
Natalie Weindling, 614 percent, Arnold Weindling, 614 percent, E. 
Sloan Smith, 1214 percent. 

Mr. Wreston. That is right. 
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Mr. Stmon. Is that the Housing Enterprise stockholders you read ? 

Mr. Winston. Yes. 

Mr. Simon. Aren’t the stockholders of Skyline Lake Enterprises 
the same as Housing Enterprises, Inc. ? 

Mr. Winston. Yes. 

Mr. Srwon. Did Skyline Lake, Inc., negotiate these mortgages ? 

Mr. Winston. Sir ? 

Mr. Srmon. All that Skyline Lake Corp. did was to negotiate the 
mortgages and get the premiums? 

Mr. Winston. Yes. They arranged for the mortgage and got the 
premium and declared it as straight income. 

Mr. Srmon. Did they have any other business ? 

Mr. Winston. It is a real estate corporation; it is a development 
in Peekskill, N. Y.—I am sorry, it is Jersey. 

Mr. Stuon. Why didn’t the premium 

Mr. Winston. Greenwood, N. J. 

Mr. Suwon. Why didn’t the premiums go to the sponsoring 
poration ¢ 

Mr. Wryston. I don’t know. I didn’t handle that end of the 
iness. I honestly do not know why they didn’t. 

Mr. Simon. And yet the premium on Breachwood Village 
$30,000. 

Mr. Winsvon. Yes. 

Mr. Srmon. Going to Birchwood Manor, the land was acquired from 
Housing Enterprises who made a profit of $84,000. Is that right? 

Mr. Winston. $77,874 is the correct figure. 

Mr. Srmon. $77,800 was the profit on the land ? 

Mr. Winston. That is right. 

Mr. Srwon. Was the cost of construction $30,000 less than the mort- 
gage ¢ 

Mr. Winston. I am sorry, Mr. Simon—— 

Mr. Suwon. Was the cost of construction $30,000 less than the mort- 
gage ¢ 

Mr. Winston. Yes. 

Mr. Srwon. Was the premium $66,000 ? 

Mr. Winston. Yes. 

Mr. Srwon. Going to Oak Tree Village, was there a profit on the 
acquisition of the land from Housing Corp. to the building corpora- 
tion of $16,000 ? 

Mr. Winston. Approximately, yes. 

Mr. Srmon. Was the mortgage proceed $58,000 more than the total 
cost of construction ¢ 

Mr. Winston. Yes. 

Mr. Suwon. And was there a $40,000 premium on the mortgage? 

Mr. Winston. Yes. 

Mr. Stwon. Going to Auburndale Village, was there a profit on the 
land of $8,000? 

Mr. Winston. Yes. 

Mr. Srmon. Was there a $25,000 premium ¢ 

Mr. Winston. Yes. 

Mr. Sron. And in that case, the mortgage exceeded the cost of 
construction by $17,000, is that correct ? 

Mr. Winston. Yes. 
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Mr. Srmon. So that the land profit and the premium on the insur- 
ance—premium on the mortgage—resulted in a net profit there of 
only $8.000 ? 

Mr. Winston. Yes. 

Mr. Srwon. Going to Auburndale Gardens, was there a profit on the 
-ansfer of the land of $20,000? 

Mr. Winston. Yes. 

Mr. Simon. A premium of $22,000? 

Mr. Winston. Yes. 

Mr. Srwon. And did the mortgage exceed the cost of construction 
by approximately $20,000? 

Mr. Winston. It did. 

Mr. Sron. These are all section 608’s? Is that right? 

Mr. Wryston. That is right. 

Mr. Srwon. Going to Auburndale Terrace Apartments, Inc., was 
there a profit on the acquisition of the land of $24,000? 

Mr. Winston. Yes, there was. 

Mr. Stmon. A premium on the mortgage of $20,000? 

Mr. Winston. Yes. 

Mr. Stwon. And no windfall on the mortgage money, is that right? 

Mr. Winston. No, sir. 

Mr. Srmon. In Auburndale Development Co., I believe you made 
no money there at all out of the construction, is that right ? 

Mr. Winston. No, sir, they did not. 

Mr. Srwon. The same is true—you made no money in Pine Terrace? 

Mr. Winston. No, sir, we did not. 

Mr. Stmon. Going to Maple Manor, was there a profit of $32,000 on 
the transfer of the land ? 

Mr. Winston. Yes. 

Mr. Srmon. Did the mortgage proceds exceed the cost of construc- 
tion by $18,000? 

Mr. Winston. Yes. 

Mr. Stmon. And was there a premium of $72,000 ? 

Mr. Winston. $22,000. 

Mr. Srmon. Excuse me, $22,000. The 3 figures total $72,000. 

Mr. Winston. That is right. 

Mr. Simon. In these 9 projects that we have just referred to, the 
figures I have mentioned make no reference to any profit that you 
might have made out of subsequently operating the buildings, or an 
profit that you might have made on a subsequent sale of these build- 
ings? Isthat right? 

Mr. Winston. That is correct, sir. 

The Cuatrman. I woud like to ask this question. 

Mr. Stwon. One more question. 

The Cuarrman. Go ahead. 

Mr. Stmon. If my mathematics are correct, when the buildings were 
completed, you had reimbursed yourselves for all of the costs in con- 
nection with the buildings out of the mortgage proceeds, had a profit 
of some $600,000, and still owned all the buildings; is that right? 

Mr. Winston. That is correct. 

The Crarrman. Did you have « single section 608 where you did 
not get more mortgage proceeds than the total cost ? 

You had one, did you not ? 

Mr. Winston. I think Mr. Simon mentioned it. 
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The CHarrMan. Two? 


Mr. Winston. Two or three. 
Mr. Suon. I believe the record is there were 2 of the 9 but even in 
those 2 if you put in the premium on the land and mortgage you would 


have mortgaged out. 


Mr. Winston. That is right. 

The Caairman. On your section 213’s, cooperative housing, how 
many projects did you have ? 

Mr. Winston. Just this North Ridge one. 

The CHarrMan. Just one? 

Mr. Winston. Yes. Weare working on one. 

The Cuatrman. There you sold the project before it was con- 


structed ? 
Mr. Winston. Yes. 
The CuarrmMan. For $ 


$700,000 profit ? 


Mr. Winston. That is right, Senator Capehart. 


The Cratrman. Then 


in defense housing, you were interested in 


Billy Mitchell and Page Manor at Dayton ? 


Mr. Winston. Yes. 


The Cuarrman. You are interested in one of the Lakeland projects? 
Mr. Winston. Lakeland Gardens, Waukegan, Il. 

The Cuarrman. That one is not finished, is it ? 

Mr. Winston. No, sir, it is just underway. That is single houses. 
The CuarrmMan. The one in Maine is not finished ? 

Mr. Winston. No, sir, it is not. 

The Cuatrman. Are there any questions ? 


Senator Sparkman. 


Senator SparkMAN. Mr. Winston, Mr. Muss testified about some 
conversations that he and you at different times had with Mr. Powell 
relating to his connection with your company. You heard his testi- 


mony ¢ 


Mr. Winston. Yes, sir. 


T heard a little bit. 


Senator SparkMAN. Was that correct so far as you were involved ? 


Mr. Winston. Yes, sir. 


Senator Sparkman. Did you ever see these letters that he referred 


to? 


Mr. Winston. No, sir. 


I was not present. 


Senator SparKMAN. You did not see the letter that he referred to 
from the Republican National Committee ? 
Mr. Winston. No, sir, I did not. I was not present at this conver- 


sation or meeting. 


Senator SpARKMAN. Is Mr. Mussstill here ? 


Mr. Muss. Yes, sir. 


Senator SparkMANn. Mr. Muss, did you state why the Republican 
National Committee was interested in Mr. Powell’s job? 

Mr. Muss. I can’t recall the exact wording of the letter, but it indi- 
cated that it had the job for somebody else. 

Senator SparKMAN. You said something a while ago about their 
waiting a good while. Just what was that? 

Mr. Muss. I don’t recall the exact wording of the letter, Senator, 


but the impression I got 


and what I remember, in general form, the 


letter was a letter which in effect said: 


When is Powell leaving? 
to be vacant. 


We have been waiting for some time for the job 
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Senator Sparkman. That was in the early part of this year. 
_ Mr. Muss. That was in the early part of March of this year; yes, 
sir. 

Senator Sparkman. Was that a month or so before this investiga- 
tion got under way ? 

Mr. Muss. Just about exactly a month. 

The Cuarman. Was the Senator present when he testified on this 
subject this morning ? 

Senator SparRKMAN. Yes. I started off by asking Mr. Winston 

The CuatrMan. The testimony was that Mr. Muss saw a letter that 
Mr. Powell showed him, supposedly written by the Republican Na- 
tional Committee to Mr. Hollyday, inquiring of Mr. Hollyday when 
he was going to replace Mr. Powell. 

Senator SpaRKMAN. I understood. 

Mr. Muss. I also said I know nothing about the validity of the 
letter. 

Senator Sparkman. I understand that. Mr. Powell showed you 
the letter. ; 

The Cuarrman. Or what he said was a copy of that letter? 

Mr. Muss. Yes. 

The CrHarrman. My question was why would Mr. Hollyday, the 
head of the Department, show such a letter to Mr. Powell, whom he 
was asked to gett rid of? Why would he show it to Mr. Powell? 
Why would Mr. Hollyday show that letter to Mr. Powell ? 

Senator SparKMaN. I understand he sent him a copy of it. 

Mr. Muss. I couldn’t answer that except the letter from Hollyday 
said: 





I am enclosing these copies. Please guide yourself accordingly. 

Senator SrarkMaNn. In other words, Mr. Hollyday was trying to 
get Mr. Powell to hurry up his resignation ? 

Mr. Muss. I think Mr. Hollyday was a very polite gentleman 
about it. 

Senator Sparkman. Mr. Hollyday? 

Mr. Muss. I think Mr. Hollyday was a very polite gentleman. 

Senator Sparkman. I have found him to be so in his appearance 
before this committee and he apparently was trying to make is as easy 
and graceful as possible for the vacancy to occur. 

Mr. Muss. That is my belief, sir. 

The Cuarrman. It would seem to me as though he were sort of co- 
operating with Mr. Powell. 

Mr. Muss. I would say I don’t know. The letters would indicate 
that he was treating him as a fellow worker might treat another one. 

Senator Bricker. In the light of subsequent events, I think it was 
a wholesome public service that was rendered. 

Senator Sparkman. That didn’t seem to be the motivating purpose 
at that time, thought, did it ? 

Mr. Muss. No, sir: not according to those letters. I know nothing 
about it, sir. 

The CHatrMan. There would be no question but what the Attorney 
General of the United States, the FBI, and the Republican National 
Commitee knew a lot about Mr. Powell and they were asking Mr. 
Hollyday to discharge Mr. Powell. Mr. Hollyday, according to this 
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gentleman’s testimony, was cooperating with Mr. Powell by telling 
him and showing him copies of the letters that the Republican Na- 
tional Committee was sending. 

That seems to sum up the situation, I think. 

Senator SparKMAN. It seems to me if they had known as much 
about Mr. Powell as later it was disclosed that they knew, they would 
have gone about it in a little more direct manner. 

The Cuarrman, I think they did go at it rather directly after a 
period of time. Keep in mind the man who should have discharged 
him was Mr. Hollyday, the head of the FHA. Mr. Powell was work- 
ing directly under him. 

In fact, he was a Deputy Commissioner to Mr. Hollyday. 

Senator Bricker. In the light of the FBI record, he should have 
been fired many years ago. 

Senator Busi. He should never have been hired. 

The CuHarrman. In the light of the record, he never should have 
been hired ; that is correct. 

Mr. Becker. Mr. Chairman, we had requested earlier the oppor- 
tunity to mi ake a correction in the record of yesterday’s transcript. 

The Cuamman, Yes. 

Mr. Becker. It relates to a question that was asked by Mr. Simon 
at page 1325 of the record, in which he asked Mr. Muss, referring to 
the Billy Mitchell cases: 


In each of these cases you have not formerly redeemed the preferred stock. 
Do the owners of the preferred stock owe an amount approximately equal to 
the preferred stock of the issuing corporations? 

Mr. Muss inadvertently made an error in answering “No”—— 

The CuarrMan. You intended to say “Yes” ? 

Mr. Muss. Yes. 

The CuarrMan. The facts prove the answer should have been “Yes” ? 

Mr. Muss. Yes. 

The Cuatrrman. We are very happy to have you change the record. 
(See p. 801.) 

Mr. Sron. The eighth line, page 1325 of the transcript, you want 
to change the first word to “yes,” instead of “no”? 

Mr. Brecker. Yes, and strike the remainder of the answer. 

The Cuarrman. If there is no objec tion, the record w be so altered. 
If there is no objection, we will recess until 2:30, at which time our 
first witness will be Mr. Murchison, followed by Mr. Ross. 

(Whereupon, at 12 o’clock noon, the committee recessed until 2:30 
p. m. of the same day.) 


AFTERNOON SESSION 


The CuarrmMan. The committee will please come to order. 

Our first witness will be Mr. Murchison—Clint Murchison, Jr. 

Will you be sworn? Do you solemnly swear the testimony you are 
about to give will be the truth, the whole truth, and nothing but the 
truth? 
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STATEMENT OF CLINT MURCHISON, JR., PAGE MANOR, DAYTON, 


OHIO, ETC., ACCOMPANIED BY LOFTUS E. BECKER AND JOHN T. 
CAHILL, COUNSEL 


Mr. Murcuison. I do. 

The Cuarrman. Thank you, sir. Will you please be seated? Will 
you give your name to the reporter ? 

Mr. Murcuison. Clint Murchison, Jr., 1201 Main Street, Dallas, 
Tex. 

The Cuamman. And Mr. Cahill and Mr. Becker are attorneys? 

Mr. Canitt. That is right. 

Mr. Sron. Mr. Murchison, what is your business? 

Mr. Murcuison. Investor. 

Mr. Srmon. Are you connected with Tecon Co. ? 

Mr. Mourcuison. I am the president. 

Mr. Srwon. What is the business of Tecon Co. ? 

Mr. Murcuison. Construction; generally heavy construction. 

Mr. Siwon. When you say your business is that of an investor do 
you mean to include your business activities in Tecon or do you mean 
exclusive of Tecon ? 

Mr. Murcuison. I would say I spend about 10 percent of my time 
with Tecon Corp., and the balance of my time with my other interests. 

Mr. Smon. Were you a participant in the Page Manor project in 
Dayton, Ohio? 

Mr. Murcuison. Yes, through Tecon Corp. 

Mr. Srmwon. Through Tecon Corp. ? 

Mr. Murcuison. Yes. 

The Cuatrman. How do you spell Tecon Corp. ? 

Mr. Murcuison. T-e-c-o-n. 

The Cuarrman. T-e-c-o-n? 

Mr. Murcuison. Yes, 

Mr. Suwon. How did you happen to become associated with that 
project ? 

Mr. Murcuison. An associate of mine, a vice president of Tecon 
Corp., Bob Thompson, met Lind Cowan, and Lind invited us to parti- 
cipate with him in the sponsorship of that project. 

Mr. Stuon. Did you doso? 

Mr. Murcutson. Yes. 

Mr. Sron. At that time did Mr, Cowan show you any plans and 
specifications ? 

Mr. Mcrcuison. I don’t recall. I don’t believe so. 

Mr. Smron. Do you know whether those plans and specifications that 
he had were any good ? 

Mr. Murcuison. I don’t know. I don’t think he had any plans at 
that time. 

Mr. Srwon. Did you bring the project to the attention of Mr. Muss 
and Mr. Winston? 

Mr. Murcuison. I did. 

Mr. Simon. Between the time you came into the project and the 
time Mr. Winston and Mr. Muss came into the project were any plans 
and specifications drawn ? 

Mr. Murcuison. Yes. 

Mr. Stuon. Who drew them! 

Mr. Murcutson. I don’t remember, an Oklahoma architect. 
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Mr. Srmon. Did you ever see them ? 

Mr. Mo RCHISON. I believe I saw them rolled up. I never saw them 
laid out on the table. 

Mr. Srwon. So you don’t know whether those plans were any good 
or not ? 

Mr. Murcutson. No. I have no idea 

Mr. Stmon. Do you know why Mr. Muss decided to redraw the 
plans? 

Mr. Murcuison. Mr. Muss said the plans weren’t any good. 

The Cuarrman. May I ask this question? Had you seen them in 
detail and spent lots of time looking at them, are you experienced 
enough to know whether they were or were not good plans! 

Mr. Mourcuison. I don’t believe so. 

The CuarrMan. You are not an architect or engineer ? 

Mr. Murcuison. No, sir. 

Mr. Simon. What contribution did you or Tecon make to the con- 
struction of Page Manor? 

Mr. Murcuison. Our contribution was largely financial. 

Mr. Srmon. Financial? 

Mr. Murcuison. Yes. 

Mr. Stmon. And your participations did not include any engineer- 
ing or construction know-how ¢ 

Mr. Murcuison. We had a subsidiary company, the Technic En- 
gineering Co. 

Mr. Srmon. Technic? 

Mr. Murcutson. T-e-c-h-n-i-c, which did a certain amount of en- 
gineering work for the project, the site planning, et cetera. I don’t 
think that that work was ever used. Maybe they used a topogra, hi- 
cal map or something likethat. I don’t recall. 

Mr. Srwon. Other than the possible use of that map your contri- 
bution consisted of financing, or helping finance? 

Mr. Murcuison. Yes. 

Mr. Stuon. Was Mr. Cowan able financially to finance the project 
without your help? 

Mr. Murcuison. I don’t know, possibly so. I am sure his main 
idea, to get partners in the project was to spread the risk. 

Mr. SIMON. What other FHA Pee are you interested in in as- 
sociation with either Mr. Cowan, Mr. Winston, or Mr. Muss! 

Mr. Mvurcuison. With Mr. Winston and Mr. Muss, the project at 
Limestone Air Force Base, with them and the Centex Construction 
Co., the defense housing project at Waukegan, Hl. 

Mr. Stmon. How do you sp vel Centex / 

Mr. Murcuison. Centex. C-e-n-t-e-x. 

The Cuatrman. Is that a company owned by you ! 

Mr. Murcuison. No. Itisa group of home builders in Dallas with 


whom we have no direct association. 


Mr. Sruon. Who are they? 

Mr. Mourcuison. Mr. Tom kively- — 

Mr. Smron. How do you a hat ? 

Mr. Mourcuison. L-i i-v-e- -latale Lippet. 

I think Mr. Lippett’s canat. and a man named Ira Ruple 2. 

Mr. Smron. Any other projects that you are associated with any 


of these people ( 
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Mr. Mourcuison. With Mr. Winston and Mr. Muss, you mean? 

Mr. Sron. Yes. 

Mr. Murcuison. No. 

The Cuatrman. Just the three projects—Dayton, Limestone Air 
Base in Maine, and Waukegan, Il. ? 

Mr. Murcuison. Yes. I believe that is correct. 

The Cuarrman. Just the three? 

Mr. Murcutson. Yes. 

Senator Sparkman. I think Mr. Simon included in his original 
question Mr. Cowan also. 

Mr. Murcuison. Mr. Cowan is only in the one project at Page 
Manor, Dayton, Ohio. 

The Cuarrman. Do you have any other FHA projects of any type 
or description ? 

Mr. Murcuison. Yes. We have the Wherry project at Randolph 
Air Force Base, with the Centex Construction Co. 

Mr. Srwon. How many corporations are there in that project? 

Mr. Murcuison. Two corporations. 

Mr. Srwon. What are their names ? 

Mr. Murcuison. Randolph Village No. 1 and Randolph Village 
No. 2, Ine. 

Mr. Srmon. Are they the sponsor corporations ? 

Mr. Murcuison. They are the sponsoring corporations. 

Mr. Sron. What is the name of the construction company ? 

Mr. Mvurcutison. The Texas Management Co. 

Mr. Srwon. Is that the construction company for both of them? 

Mr. Murcuison. Yes. 

Mr. Smwon. Who are the stockholders of Texas Management Co. ? 

Mr. Murcuison. Tecon Corp. and Centex Construction Co. 

Mr. Srwon. Each owns 50 percent ? 

Mr. Mvurcuison. Correct. 

Mr. Srwon. What is the capital stock of Texas Management? 

Mr. Murcuison. I don’t recall. I didn’t bring that information 
since it is not aspohsor corporation. It is nominal. 

Mr. Ston. Is it nominal stock ? 

Mr. Mvrcuison. Yes. 

Mr. Srmon. What is the stock of Randolph Village No.1? Let me 
ask you first, who owns the stock of Randolph Village? 

Mr. Mvurcuison. Texas Management Co. Common stock is $5.- 
000, common stock in Randolph Village No. 1; $5,000 in common 
stock in Randolph Village No. 2. 

Mr. Sruon. Five thousand in each ? 

Mr. Mcurcuison. Yes. 

Mr. Srwon. That is wholly owned by Texas Management? 

Mr. Mvurcutson. Yes. 

Mr. Srmwon. Which you and Tecon and Centex each own half of? 

Mr. Mcrcnuison. Yes. 

Mr. Sron. What about the first preferred stock? That is $100 to 
the FHA Commissioner ? 

Mr. Mcrcnuison. Yes. 

Mr. Staton. What about second preferred stock ? 

Mr. Mcrcuison. There is authorized $369,900 second preferred in 
No. 1, and $419,900 second preferred in No. 2. 

Mr. Sruron. How much of that is issued ? 
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Mr. Murcuison. I do not have the figure that is issued. I believe 
it is about $175,000. 

Mr. Suton. Some sheets of paper you gave us last week shows a 
shares of second preferred stock issued to Randolph Village No. 1, 
and 868 shares—— 

Mr. Murcuison. That is correct. I didn’t see that. That is at the 
bottom of this page. 

Mr. Suwon. Is that correct ? 

Mr. Murcuison. Yes. 

Mr. Smaon. What was paid for those shares ? 

Mr. Murcuison. $100 per share. 

Mr. Stwon. That would be $66,600 in No. 1 and $6,800 in No. 2? 

Mr. Murcuison. Yes. 

Mr. Suwon. What are the terms of the construction contract be- 
tween the two Randolph Village corporations and Texas manage- 
ment ¢ 

Mr. Murcuison. I have got that information from the accountant. 
The construction contract in No. 1 calls for payment of $2,224,420 in 
cash, plus an amount of preferred stock, plus $226,000 worth of pre- 
ferred stock. 

In No. 2, $2,622,883, plus $262,500 in preferred stock, second pre- 
ferred stock. 

Mr. Suwon. What is the FHA mortgage commitment in No. 1? 

Mr. Murcuison. $2,359,800. 

Mr. Stmon. What isthe mortgage commitment in No. 2? 

Mr. Murcutson. $2,782,300. 

Mr. Stmon. How far has construction proceeded ¢ 

Mr. Murcuison. It has been completed for about a year now. 

Mr. Siaon. What was the construction cost of Texas Management 
in the construction of Village No. 1? 

Mr. Murcuison. The cost was $570,000, less than the commitment. 

Mr. Stwon. And the contract price was about $125,000 less than the 
commitment ? 

Mr. Murcuison. Yes, there were certain direct costs of interest, 
interest charges that were paid directly by—directly by the owning 
company. 

Mr. Staon. Does that account for the difference ? 

Mr. Murcuison. Yes, that accounts for the difference. 

Mr. Srwon. In other words your contract pric e was intended to be 
the amount of the mortgage less the direct cost that the sponsoring——— 

Mr. Murcutson. Had to pay, that is correct. 

Mr. Stwon. And I take it the management had a profit of $570,000 ? 

Mr. Murcuison. Yes. 

Mr. Stmon. What about Randolph Village No. 2? 

Mr. Mvrcuison. I included both in that $570,000 figure. I don’t 
have a breakdown of the cost. We didn’t keep it that way. 

Mr. Simon. Then what happened is that after you had built these 
projects, there w: iS $570,000 left out of the mortgage proceeds after 
paving all the costs 

Mr. Murcuison. "That is correct. 

Mr. Srmon. Is this built on Government land or on land you own? 

Mr. Morcuison. On Government land. 

Mr. Stmon. You havea 99-year lease ? 
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Mr. Murcuison. I believe the period is 75 years. I am not certain. 

Mr. Srmon. 75 years? 

Mr. Murcuison. Yes. It isstandard. I think it is 75. 

Mr. Stmon. Is the rent $1 a year ? 

Mr. Murcuison. Yes. I believe that is correct. 

Mr. Simon. And of course, being on Government land you pay no 
real-estate taxes on the real estate, is that right? 

Mr. Murcuison. That is a question which is of great concern to the 
Air Force. Actually, we contend that that statement you made is 
correct. I say it is a great concern to the Air Force, because our FHA 
commitment allows for no payments of those taxes. 

Mr. Srmon. I take it it isan even greater concern to you ? 

Mr. Murcuison. No. The provision of our original certificate of 
necessity is that if these taxes are assessable, we must raise our rent 
in order to pay them. 

Mr. Suwon. I take it you may raise your rent. 

Mr. Murcuison. We may; yes. 

Mr. Stuon. What happened to the $570,000 ? 

Mr. Murcuison. It was declared out as a dividend from Texas 
Management Co. 

Mr. Stwon. To the two stockholders? 

Mr. Murcuison. Yes. 

Mr. Stmon. Was it treated by them as a long-term capital gain ? 

Mr. Murcuison. No. Asa dividend income. 

Mr. Smonon. And normal taxes paid on it ? 

Mr. Murcutson. Normal taxes on that type of income; yes, sir. I 
don’t know exactly what the taxes were, but they are the normal cor- 
porate taxes, 

Mr. Suwon. The normal 

Mr. Murcutson. On dividend income. 

Mr. Srwon. Normal corporate taxes are roughly 52 percent and the 
long-term capital gain is roughly 26 percent ? 

Mr. Murcuison. It was not treated as capital gain. 

Mr. Sron. It was treated as normal income ? 

Mr. Murcuison. Yes. There is a dividends received credit on that 
income, however. 

Mr. Simon. What do you mean by that ? 

Mr. Murcuison. I am not certain exactly how those provisions work 
in the tax laws. However, my understanding is that a certain per- 
centage of it under certain conditions are credited against taxes. 

Mr. Srwon. What is the next project that you have built for FHA? 

Mr. Murcutson. We built a project at Walter Air Force Base in 
Roswell, N. Mex. 

Mr. Suwon. How many corporations were there in that sponsoring 
group? 

Mr. Murcuison. Two. 

Mr. Srwon. What were their names? 

Mr. Murcutson. Texidell Homes, Inc., and Roswell Garden 
Homes, Inc. 

Mr. Simon. Who owns the stock of those corporations ? 

Mr. Mcrcuison. Tecon Corp. owns all the stock. 

Mr. Stmon. All the stock of both corporations ? 

Mr. Murcuison. Yes. 





ve 





Mr. Sn 
tions ? I 
Mr. Mt 
Mr. Suv 
Mr. Mt 
sheet “N« 
that. 
Mr. S$: 
Homes ? 
Mr. M1 
Mr. Si 
of those c 
Mr. Mi 
Mr. St 
Mr. M 
Ewing 5 
Mr. St 
Mr. Mo 
Mr. & 
Gardens 
The C 
me that 
sort of a 
over the 
mond, \ 
Mexico } 
Mr. M 
Va., and 
TheC 
Mr. M 
The C 
Mr. M 
The ¢ 
mond, t 
Mr. } 
edge, no 
The C 
Mr. } 
some 01 
are big. 
The ¢ 
Mr. ™ 
The ¢ 
Mr. M 
The | 
came in 
Mr. } 
The | 
individ 
Switze1 
Mr. } 
Mr. § 
Mr. ! 








FHA INVESTIGATION 819 


Mr. Stmon. What is the issued capital stock of those two corpora- 
tions? Is there $100 worth of preferred to the FHA commissioner ? 

Mr. Murcuison. Yes; and $4,900 no par value common stock. 

Mr. Simon. Did Tecon pay $4,900 for that stock ¢ 

Mr. Murcutson. That is my recollection. It just says here on this 
sheet “No par value.” I believe we paid $4,900. It wasn’t less than 
that. 

Mr. Srwon. Is that the same with respect to Roswell Garden 
Homes ¢ 

Mr. Murcutson. Yes. 

Mr. Simon. So that there was roughly $5,000 of capital in each 
of those companies ? 

Mr. Murcuison. Correct. 

Mr. Simon. Who built that project ? 

Mr. Mourcuison. Tecon Corp. built it in joint venture with “A. H. 
Ewing Sons” of Richmond, Va. 

Mr. Simon. How do you spell the Ewing ? 

Mr. Murcuison. E-w-i-n-g’s Sons. 

Mr. Stmon. What was the mortgage commitment in Roswell 
Gardens ? 

he CHarrMan. I would like to ask a question: It just occurred to 
me that we find in these section 608 projects in Defense housing a 
sort of a marriage, with different corporations and people spread all 
over the United States. My curiosity is aroused as to how this Rich- 
mond, Va., concern got interested with you in a Texas and New 
Mexico project. 

Mr. Murcuison. We have various business interests in Richmond, 
Va., and they were through personal friends. 

The CHarrman. You knew them? 

Mr. Murcutson. Yes. 

The Cuamrman. They are builders? 

Mr. Murcutison. Yes. 

The CuarrMan. Did they build any section 608 projects in Rich- 
mond, to your knowledge ? 

Mr. Murcuison. I believe they did but not to my direct knowl- 
edge, no. 

The CuatrMan. Are they big builders under FHA titles? 

Mr. Murcuison. I wouldn’t say they were big in the sense that 
some of the other builders who have been before this committee 
are big. 

The CHarrmMan. They are builders? 

Mr. Mcrcuison. They are a comp: any. 

The Cuarrman. In Richmond, Va.‘ 

Mr. Murcuison. Yes. 

The Cuarrman. You had other interests in Richmond and you 
came in contact with them ? 

Mr. Morcuison. Yes. 

The Cuarrman. I can’t help but notice how these companies, and 
individuals, scattered all over the world as a matter of fact, even in 
Switzerland—how they get together. 

Mr. Murcuison. Construction takes you far afield. 

Mr. Sruon. This was a title VIII project ; wasn’t it, Mr. Murchison ? 

Mr. Murcuison. At Roswell ? 
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Mr. Srwon. Yes. 

Mr. Mourcuison. That is correct. 

Mr. Simon. Was the reason that you took in Ewing’s son that you 
didn’t consider your company adequately experienced to do a housing 
project ? 

Mr. Murcuison. I believe we could have done it. I felt we could 
have done a better job with the Ewing people. 

Mr. Srwon. What was the mortgage commitment in Roswell Garden 
Homes? 

Mr. Morcuison. I don’t have a breakdown of those two. It was 
almost equally divided however, and the total commitment was 
$6.893,300. 

Mr. Stmon. What was the construction contract between these two 
corporations and the joint venture ? 

Mr. Murcvtson. The contract was rather involved, but it called for 
a payment of the commitment amount. 

Mr. Srwon. In other words, these two sponsoring corporations got 
a commitment from the Government that was supposed to be 90 per- 
cent of the replacement cost of the property and then they made a con- 
tract with this joint venture to produce the entire structure for the 
amount of the commitment; is that correct ? 

Mr. Morcuison. That is right. 

Mr. Stwon. What was the profit to the construction joint venture? 

Mr. Murcuison. The actual cost was about $70,000 in excess of the 
commitment. 

Mr. Stmon. So the joint venture lost $70,000? 

Mr. Morcnisen. That is correct, although we had rental income of 
apvroximately $100,000, so that we broke even on the job. 

Mr. Smon. Does that mean Ewing & Sons did all this work and 
didn’t get any profit out of it? 

Mr. Murcnutson. Ewing & Sons did all this work and didn’t make 
any money on it: that is correct. 

Mr. Son. That is on Government land; is it? 

Mr. Morcuison. That is. 

Mr. Son. What is the next one, Mr. Murchison ? 

Mr. Murcutson. These aren’t in chronological order but the next 
one I have here is Texas Terrace, Inc. 

Mr. Srvon. Where is that ? 

Mr. Murcuison. That is in Kingsville, Tex. 

Mr. Sivon. That is just one corporation ? 

Mr. Murcutson. One corporation. The stock in it is owned by 
Texas Management Co. 

Mr. Srron. What is the capital? 

Mr. Mrrcwison. The canital is 100 shares—no, that is preferred 
stock, FHA preferred—$292,400 in second preferred and $5,000 of 
common stock. 

Mr. Stwon. Just a minute. You didn’t issue any second preferred 
there ; did you? 

Mr. Murcuison. Our contract in that case calls for—it is not issued 
at the present time. The project is not completed. 

Mr. Srwron. There has been no second preferred stock issued ? 

Mr. Murcnison. None has been issued. Our contract calls for pay- 
ment of an amount slightly less than the commitment amount, plus 
$182,300 worth of second preferred stock. 
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Mr. Suwon. Mr. Murchison, is the capital stock of that company 
$100 of preferred held by the FHA Commissioner and $5,000 common ? 

Mr. Murcuison. Yes. 

Mr. Simon. And the owner of that stock is—common stock—is 
Texas Management ? 

Mr. Murcuison. Yes. 

Mr. Stwon. And Texas Management is owned 50 percent by Tecon 
and 50 percent by Centex? Is that correct ? p 

Mr. Murcuison. Yes, that is right. 

Mr. Suwon. Who is the construction contractor for Texas Terrace ? 

Mr. Murcuison. Texas Management Co. 

Mr. Stmon. They are also the contractor ? 

Mr. Murcutson. They are the contractor. 

Mr. Stuon. Is that a construction company ? 

Mr. Murcuison. Texas Management Co. is a company—is a joint- 
venture corporation, organized to construct and manage these com- 
panies, these projects as a joint venture. It is the vehicle we use in 
our corporate partnership for Centex. 

Mr. Srmion. What is the amount of the mortgage commitment 
there ¢ 

Mr. Murcuison. $2,253,800. 

Mr. Srwon. Is that a title VIII project ? 

Mr. Murcuison. Title VIII? 

Mr. Stwon. What is the construction contract ? 

Mr. Murcutson. $2,145,820 plus $192,300 worth of second-preferred 
stock. 

Mr. Sruon. I take it the difference between contract price and the 
mortgage is the expenditures you contemplate the sponsors making 
directly for interest and taxes, et cetera. 

Mr. Murcuison. Yes. 

Mr. Srwon. So again you contemplate that the contract price to the 
sponsoring corporation would be exactly the amount of the mortgage? 

Mr. Mourcuison. Yes, in effect. 

Mr. Srwon. Is the project completed ? 

Mr. Mourcuison. It is not. 

Mr. Stmon. So you don’t know what the profit, if any, would be? 

Mr. Murcutson. No, I don’t know. 

Mr. Smron. What is the next one, Mr. Murchison ? 

Mr. Murcuison. The Lakeland Management Co. That is the Wau- 
kegan project where we have 1,000 shares of common stock, $1,000. 
That is the one I discussed this morning. 

Mr. Srmon. That is the one where you are partners with Mr. Win- 
ston and Mr. Muss? 

Mr. Murcuison. Yes. 

Mr. Stuon. What is the next one? 

Mr. Murcuison. There are a series of corporations—Claremont 
Village, Inc., Mission Village, Inc., Pepper Tree Lane Housing Co., 
Ocean Heights Development Co. That is the—Bayview Village, Inc., 
No.1. No, I take that back. 

Mr. Stwon. You have four of them here to go, have you? 

Mr. Murcutson. Yes. Claremont, Mission Village, Pepper Tree 
Lane, and Ocean Heights: those four. 

Mr. Sruaon. Where are they located ? 
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Mr. Murcuison. They are located at San Diego, Calif. 

Mr. Stmon. Is that a title VIII? 

Mr. Murcuison. Title LX, section 903. 

Mr. Srwon. How many units? 

Mr. Murcuison. The total is approximately 1,300. 

Mr. Srmon. 1,300 units in the four corporations ? 

Mr. Murcutson. Yes; 585, 204, 252, and 300. 

Mr. Stmon. What is the capital stock of Claremont Village? 

Mr. Murcuison. Claremont Village is $5,000 common stock. 

Mr. Sion. Who owns the common stock ? 

Mr. Murcuison. It is owned by Centex, 50 percent by Centex Con- 
struction Co., 50 percent by Tecon Corp. 

Mr. Simon. Isn’t the common stock owned by California Manage- 
ment Co. ? 

Mr. Murcutson. Yes, you are right. I am speaking of California 
Management Co. Common stock, 5,000 shares is all owned by Cali- 
fornia Management Co., and the common stock in California Manage- 
ment Co. is owned 50-50 by Centex and Tecon. 

Mr. Stwon. Is that true of Mission Village? 

Mr. Mvurcuison. That is true of the other three corporations I just 
mentioned. 

Mr. Sraon. In each case there is $5,000 of common, and it is owned 
by California Management. 

Mr. Murcuison. Yes. 

Mr. Srwon. And California Management in turn is owned 50 per- 
cent by Centex and 50 percent by Tecon # 

Mr. Murcuison. Yes. 

Mr, Sruon. What is the capital stock of California Management? 

Mr. Mvrcutson. It is a nominal amount. I don’t have it. 

Mr. Stmon. What is the amount of the mortgage commitment in 
the four cases ? 

Mr. Murcuison. In the first, approximately—well, I will read ex- 
actly —$4,799,650. Mission Village $1,761,600; Pepper Tree Lane 
Housing Co., $1,935,700; Ocean Heights Development Co., $2,325,600. 

Mr. Srwon. Between $10 and $11 million total? Is that right? 

Mr. Murcuison. I didn’t understand the question. 

Mr. Stuon. Do you have the total of the four there? 

Mr. Mvrcuison. I have it approximately. It is approximately 
$10,800,000. 

Mr. Sraron. $10,800,000 ? 

Mr. Murcuison. Yes. 

Mr. Srwon. Who is the contractor on that project ? 

Mr. Murcutson. California Management Co. 

Mr. Srron. And has the project been completed ? 

Mr. Murcuison. It has. 

Mr. Stwon. What was the construction profit ? 

Mr. Mourcutison. $980,000, 

Mr. Sraon. Has that been distributed to the stockholders? 

Mr. Murcuison. It has. 

Mr. Stwon. What was the construction profit ? 

Mr. Murcutson. $980,000. 

Mr. Suwon. Has that been distributed to the stockholders? 

Mr. Murcuison. It has. 

Mr. Stuon. Each of them received 50 percent ? 
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Mr. Murcuison. Yes. 

Mr. Stmon. And is that built on Government land ? 

Mr. Murcuison. No. It was built on private land. 

Mr. Stmon. Do the corporations own the lands? 

Mr. Murcuison. The corporations do own the land; yes. 

Mr, Stmon. They do own it? 

Mr. Murcuison. They do own the land. 

Mr, Simon. This $980,000, is that after payment of purchase price 
of the land ? 

Mr. Murcuison. Yes. 

Mr. Stmon. Is that a defense-housing project ? 

Mr. Murcuison, Yes. 

Phe CHarrMaAN. Title IX? 

Mr. Murcuison. Title LX. 

Mr. Stmon. The last of them is Bayview Village? 

Mr. Murcuison. Yes, Bayview Village No. 1 and Bayview Village 
No. 2, both incorporated. 

Mr. Simon. Is that title IX? 

Mr. Murcutson. No, title VIII. 

Mr. Simon. Where is that / 

Mr. Murcuison. San Diego, Calif. 

Mr. Stuon. What is the capital stock of Bayview Village No. 1? 

Mr. Murcuison. $5,000 worth of common stock. 

Mr. Simon. What is the capital of No. 2? 

Mr. Murcuison. $5,000 common stock. 

Mr. Staon. Who owns the stock / 

Mr. Murcuison. Texas—my sheet here says Texas Management 
Co., but I am almost certain it is California Management Co., since 
it is in California, but 1 am not certain of that. The stock owner- 
ship in those two companies is the same. 

Mr. Simon. That stock is owned 50 percent by Centex and 50 per- 
cent by Tecon ? 

Mr. Murcuison. Yes. 

Mr. Stuon. Who is the contractor ? 

Mr. Murcuison. Since it says Texas Management, I will go along 
with it—Texas Management Co. 

Mr. Stwon. What is the construction contract ? 

Mr. Murcuison. The construction contract on No, 1 is $3,400,000— 
it is for the commitment amount in each case. 

Mr. Stmon. What is the commitment amount ? 

Mr. Murcutson. In the first case, $3,358,500; in the second case, 
$3,532,700. 

Mr. Srmon. And in each case the contractor has agreed to build 
the building for the amount of the commitment; is that right? 

Mr. Mourcutson. Yes. 

Mr. Srmon. These are on Government land or do you own the land ? 

Mr. Murcuison. These are on Government land. 

Mr. Sruon. You have a 99-year lease ? 

Mr. Murcuison. Again, I think it is 75, but there was a revision of 
the law in this particular case it may be cut down to 33 years, 4 months, 
or whatever—for a shorter period, I think it is a shorter period in this 
case. 

Mr. Sron. Have the buildings been built ? 

50690—54—pt. 153 
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Mr. Murcuison. No. 

Mr. Sruon. So you don’t know yet what the profit, if any, is? 

Mr. Murcuison. I do not. 

Mr. Stwon. I take it the rent is $1 a year? 

Mr. Mourcuison. Yes. 

Mr. Sraon. Does that cover all of the FHA-financed projects you 
have, Mr. Murchison ? 

Mr. Murcuison. We have just been awarded—we have just received 
a commitment at Mountain Home Air Force Base in Idaho. 

The Cuatrman. In Idaho? 

Mr. Murcuison. Idaho; yes. 

Mr. Stuon. What is the amount of that commitment ? 

Mr. Murcuison. That is so late, I don’t have that information. My 
recollection is it was 500 units, probably about $4 million. No work 
has been begun on that. They are having a little trouble getting the 
land. 

Mr. Srwon. Who are your partners in that one? 

Mr. Murcuison. Again, the Centex Construction Co. 

Mr. Sruon. Just Tecon and Centex ? 

Mr. Murcuison. Yes. 

Mr. Stmon. You say they are having trouble getting the land. Is 
the Government acquiring the land ? 

Mr. Murcuison. That is my understanding. I am not certain ex- 
actly what the holdup is, but 1 think they are having trouble clearing 
title to it. 

The Cuatrman. I haven’t noticed how many defense housing proj- 
ects you have, but it is 6 or 8 or 10? 

Mr. Murcuison. I would say six—eight. 

Mr. Becker. One more, nine. These are two. 

Mr. Murcuison. Nine. 

The CHarrman. Under those housing projects, first the Defense 
Establishment decides that they desire a project, and then they direct 
FHA to guarantee the mortgage and to issue the commitment. Were 
you in competition with other builders on these projects ? 

Mr. Murcutson. Generally, yes. In the early law, the various 
builders who were interested in the projects submitted proposals, and 
they were—there was a rather elaborate system for evaluating those 
proposals, The law was changed later, I believe in 1952 or 1953, and 
the responsibility for planning the project was then let independently 
and bids were taken on them. We have some under both cases. 

The Cuatrman. You have some where it was competitive bidding 
and others where it was by negotiation ? 

Mr. Mourcuison. Yes. 

The Cratrman. And even under the competitive bidding system, 
wr wore able to get a hundred percent mortgage and make a little 
profit ¢ 

Mr. Murcuison. We haven’t completed any of those projects but we 
certainly hope that will be the case. 


The Crratrman. You hope that will happen on those that are not 
completed ? 
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Mr. Murcuison. Yes. 

The CHarrman. So far, those that are completed, you have been 
able to get a hundred percent mortgage plus a little more ? 

Mr. Murcuison. Yes. 

The Cuarrman. And you say that on some of those projects there 
was competitive bidding ? 

Mr. Murcuison. Yes, we were successful bidders at the San Diego 
Naval Base, and at Mountain Home Air Force Base. I think there 
was a spread of maybe $1 million between our bid and the others. 

The Cuairman,. I don’t want to leave any inference that I think 
there is anything wrong in respect to competitive bidding, but I do 
want to say we are going to call on the officials in the Government 
who handle the bidding and who negotiated the contracts—not only 
with you on these defense housing developments, but several others, 
so we may get a pattern of what happened here. We were always 
under the impression that the defense housing was impossible to 
mortgage out and we will call the officials of the Government, the 
Defense Establishment, whether it be the Navy, Air Force or Army, 
whoever handled it. 

I don’t want to leave any inference there is anything particularly 
wrong with your conduct. We are going to do it to see how the pat- 
tern is, of how they, the Army and “FHA, handled these projects. 

Why do you feel that these cor porations and projects that you were 
interested in were able to have money left over from the proceeds of 
the mortgage after paying all the expenses? 

Mr. Murcutson. I think 

The CuarrMan. Was it good management ? 

Mr. Murcuison. I think it was because it was efficient. 

I know if I understand—I don’t say I know this first-hand —but 
that on the title [X housing in San Diego, where we made a good deal 
of money, some other builders lost money, with virtually ‘the same 
plans and the same commitment. 

Another thing, on the San Diego naval project, we were $200,000 
low bidder, but actually the high bidder was approximately $1 mil- 
lion, as I recall, above our bid, so there certainly is a discrepancy in 
what different builders estimate their cost to be. 

The CuHatrman. It certainly was the intention of the law and the 
Congress that every builder of cne of these projects would at least 
have 10 percent of his own money in it. 

Are there any questions, gentlemen ? 

Senator Sparkman ? 

Senator SparkMaAn. I don’t have any, Mr. Chairman. 

The Cuatrrman. Thank you very much, Mr. Murchison. 

Mr. Morcuison. Thank you. 

The CHatrman. Our next witness will be Mr. Charles Rose, Jef- 
ferson Village, Washington, D. C. 

Mr. Rose, will you please be sworn ? 

Do you solemnly swear the testimony you are about to give will be 


the truth. the whole truth and nothing but the truth, so help you 
God ? 
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TESTIMONY OF CHARLES ROSE, JEFFERSON VILLAGE APART- 
MENTS, FALLS CHURCH, VA., ACCOMPANIED BY JULIAN JAWITZ 
AND SIMON W. LEVITAN 


Mr. Roser. I do. 

The Cuatrman. Thank you, sir. You may be seated and we will 
proceed. 

Mr. Simon. Will you give the reporter your full name and address, 
please, Mr. Rose ? 

Mr. Rosr. Charles Rose, 1107 19th Street NW. 

Mr. Sion. Where ? 

Mr. Rose. 19th Street NW. 

Mr. Sruon. In Washington, D.C. ? 

Mr. Rosr. Washington, D.C. 

Mr. Stwon. What is your occupation, Mr. Rose ? 

Mr. Rose. Builder. 

Mr. Sraon. Are you connected with the Jefferson Village Apart- 
ments ¢ 

Mr. Rose. Iam. 

Mr. Srmon. How many corporations are there by that name? 

Mr. Rose. Nine. 

Mr. Sruon. They are numbered 1 to 9? 

Mr. Rose. 1 to 9. 

Mr. Stwon. They built a section 608 project in the district, did 
they ? 

Mr. Rose. Yes. 

Mr. Stmwon. Where was that project ? 

Mr. Roser. The Quebec House. 

Mr. Stwon. Where is that? 

Mr. Rose. In the District. You are talking about the one we built 
in the District besides Jefferson Village ? 

Mr. Simon. Jefferson Village. Where is Jefferson Village ? 

Mr. Rose. That is in Falls Church, Va. 

Mr. Srwon. Virgmia ? 

Mr. Rose. Virginia. 

Mr. Srwon. Who are the stockholders of the Jefferson Village 
Apartments Corporation ? 

Mr. Roser. Marshall Coyne, Arthur Hamburger, Irving Rosoff, 
Samuel Rosoff, and myself. 

Mr. Stuon. Do you own 25 percent? 

Mr. Rose. Yes, I own 25 percent. 

Mr. Srwon. Mr. Coyne owns 25 percent ? 

Mr. Roser. Yes, Hamburger 25 percent, Irving Rosoff and Samuel 
Rosoff 1214. 

Mr. Staton. Who are the Rosoffs? 

Mr. Rose. They are builders. 

Mr. Srwon. Are you engaged in any of their projects? Are you 
with them in other than this one ? 

Mr. Ross. I am. 

Mr. Srwon. Are you engaged or interested in a project of theirs 
in Iowa? 

Mr. Roser. No. 

Mr. Stuon. What other projects ? 
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Mr. Rosr. We are associated in a construction company. 

Mr. Simon. What is the name of the company ¢ 

Mr. Rosr. Ajax Construction Co. 

Mr. Simon. Is Ajax doing any construction for them in Iowa? 

Mr. Rose. No. 

Mr. Simon. Who owned the land that Jefferson Village is built on 
before your corporation acquired it ? 

Mr. Rose. It was Eakin Properties. 

Mr. Suwon. E-a-k-i-n? 

Mr. Ros. Yes. 

Mr. Seon. What did you pay Mr. Eakin for the land ? 

Mr. Ross. $68,628.90. 

Mr. Simon. And your FHA application, what value did you put 
m the land in your FHA application ? 

Mr. Rose. Thirty-five cents a square foot. 

Mr. Simon. How many square feet were there ? 

Mr. Ross. A little less than 40 acres, I think. It was nine different 
orporations. 

Mr. Simon. Do you know what the value was in dollars? 

Mr. Ross. It was over $200,000. 

Mr. Simon. Was it close to $300,000 ? 

Mr. Rose. Yes, I imagine it was. 

The Carman. You don’t know exactly? Don’t you have the 
ficures ? 

Mr. Rose. No. 

Mr. Jawrrz. We don’t have our copies of application for mortgage. 

Mr. Suaon. What value did FHA put on the land ? 

Mr. Rose. $269,000. 

Mr. Simon. Your own valuation was above that; wasn’t it? 

Mr. Rose. That is right. 

Mr. Suaon. They valued at $269,000 the land you bought for 
SHS.000 7 

Mr. Roser. That is right. 

Mr. Simon. How long an interval was there between your purchase 
ind their valuation ? 

Mr. Roser. Well, the land actually cost $90,825. 

Mr. Simon. Would you please answer the question? How long 
was it between the time—between the purchase of the land and when 
the valuation was put on ! 

Mr. Jawirz. It was a period of some months. 

Mr. Rose. A little less than a year. 

Mr. Stmuon. The $90.000 figure you are talking about, that was in- 
terest. taxes, and other things / 

Mr. Roser. That is right. 

Mr. Srmon. So as of the time you turned it over to the corpora- 
tions. your cost Was $90,000 and they valued it at $269,000 ? 

Mr. Rose. That is right. 

Mr. Simon. What is the capital stock of Jefferson Village Apart- 
ments, Section 1, Inc. ? 

Mr. Rose. $600; 200 shares at $3 par value. 

Mr. Simon. And $600 worth of common stock and $100 worth of 
preferred stock to the FHA Commissioner; is that right ? 

Mr. Rost. That is right. 
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Mr. Sron. Is the same true of each of the nine corporations? 

Mr. Roser. Each of the nine corporations. 

Mr. Simon. So you had a total stock investment of $5,400 in the 
nine corporations ? 

Mr. Rose. That is right. 

Mr. Sr=won. What was the FHA commitment in the nine corpora- 
tions ¢ 

Mr. Rose. $4,852,500. 

Mr. Suwon. Who built the buildings? 

Mr. Rose. Leland Construction Co. 

Mr. Srwon. Who are the stockholders of Leland Construction Co. ? 

Mr. Rose. Same stockholders. 

Mr. Srmon. Was Leland Construction Co. organized for the ex- 
press purpose of building this project ? 

Mr. Rose. No. 

Mr. Simon. Had it been engaged in building? 

Mr. Rose. They had engaged in construction work before this. 

Mr. Stwon. What construction work had they done before this? 

Mr. Rosr. We built some homes right in the same neighborhood. 

Mr. Srwon. Single-family houses ? 

Mr. Rose. Yes. 

The Cuarrman. For sale? 

Mr. Rose. Yes, about 650 homes. 

The CuatrMan. For sale? 

Mr. Rose. For sale. 

Mr. Srwon. Had they ever done any other construction work? 

Mr. Rosr. They are still active in the construction business. 

Mr. Simon. What did they build since Jefferson Village? 

Mr. Roser. Well, they do a lot of excavating—not actually building. 
They have got a lot of equipment and do a lot of contracting work. 

Mr. Stuon. What kind of contracting ? 

Mr. Rose. Government contracting work. 

Mr. Srwon. What type? 

Mr. Rose. Foundation work, trench digging, things of that type, 
sort of heavy construction. 

Mr. Sraon. What was the contract between Jefferson Village 
Corp. and the Leland Co.? 

Mr. Rose. Cost plus $300 per apartment. 

Mr. Suwon. What did $300 an apartment turn out to be? 

Mr. Rose. $153,900. 

Mr. Srwon. Is that $153,000 the builder’s fee ? 

Mr. Rose. That is right. 

Mr. Smaon. What was the total construction price to the Jefferson 
Village Corp. ? 

Mr. Rosr. I don’t have that, I don’t think—$4,571,065.88. 

Mr. Stuon. Does that include the contractor’s fee ? 

Mr. Roser. Yes. 

Mr. Srwron. Does that include the land ? 

Mr. Rose. Yes. 

Mr. Srwon. So that the total cost to the sponsoring corporations 
of the land and the buildings and everything else they paid for, in- 
cluding the builder’s fee, was $180,000 less than the mortgage; is that 
right? 

Mr. Jawrrz. $280,000. 
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Mr. Smron. $280,000 less than the mortgage ? 

Mr. Rose. That is right. 

t Mr. Sruon. In your construction cost have you also included a num- 
ber of items such as interest and taxes which, for your own corporate 
purposes, you treated as operating expense ? 

Mr. Rose. Yes, that is mght. 

Mr. Srmon. But even after treating all those as construction costs, 
you stall had $280,000 mortgage money left over ¢ 

Mr. Rose. That is right. 

Mr. Stwon. How much was distributed to the stockholders as 

: dividends ? 

Mr. Roser. $281,434 plus. 

Mr. Stmon. That $281,000 is the total distribution ? 

Mr. Rose. That is right. 

Mr. Stmon. And that was the difference between the mortgage and 
the total cost of the project ? 

Mr. Ross. Yes. 

Mr. Srwon. Each stockholder got his proportionate share ? 

Mr. Rosse. That is right. 

Mr. Srwon. In addition, I take it you each received a proportionate 
share of the builder’s fee, which the Leland Co. received ¢ 

Mr. Ross. That is right. 

Mr. Srron. Now going to Quebec House, who are the stockholders 
there? I might ask you, when did you finish this project, the Jeffer- 
son Village project ? 

Mr. Roser. January 1950. 

Mr. Sruon. When did you make this distribution ? 

Mr. Ross. I don’t have the exact date. I think it was between 1949 
and 1950. 

Mr. Srwon. 1949 or 1950? 

Mr. Rose. Yes. 

Mr. Srtmon. Did you take it as a long-term capital gain ? 

Mr. Roser. Yes. 

The CHarrMan. Let me ask you 1 question here: The difference 
between all the costs of these 8 or 9 projects—— 

Mr. Rose. Nine projects—— 

The Cuamman. And the proceeds of the mortgage was some 
$280,000 ? 

Mr. Rose. That is right. 

The CuHamMan. Did you pay corporate tax on that $280,000 ¢ 

Mr. Suwon. The Senator’s question is whether Jefferson Village or 
Leland Construction paid it. 

Mr. Roser. I know Leland paid a corporate tax. 

Mr. Srmon. On the $280.000 ? 

Mr. Rose. No; not on the $280,000. 

The Cuarrman. Did you pay a corporation tax? Who made the 
$280,000, the construction company ? 

Mr. Rose. The owning company, the sponsor. 

The Cuamman. The sponsoring company made the $280,000? 

Mr. Rosr. That is right. 

The Cuareman. They are a corporation ? 


Mr. Rose. Yes. 
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The CHarrman. My question is: Did you pay corporate tax on that 
$280,000 ? 

Mr. Roser. I don’t know. 

The Cuatrman. Was ita profit ? 

Mr. Rosse. Yes, sir. 

The CHarrman. Was there a profit to the sponsoring corporation ? 

Mr. Rosse. It was moneys left over from the mortgage. 

The CuarrMaNn. I say was it a profit? Did you consider it as a 
profit ? 

Mr. Rose. We distributed to the stockholders a dividend. 

The CxHatrman. Did you consider it as a profit, that the corporation 
had made a profit ? 

Mr. Rose. That I do not know. 

The Cuamman. You do not know whether you paid—who is this 
gentleman ? 

Mr. Javirz. This is the accountant for the firm. 

The Cuarrman. Will you give your name to the reporter, please ? 

Mr. Levrran. Yes, Simon W. Levitan, 610 Bond Building, Wash- 
ington, D.C. 

The Cuairman. Did you consider the $280,000 as a profit ? 

Mr. Levrran. Yes. That was taken by the sponsors individually 
and reported on a capital-gain basis. 

The Cuarrman. But did the corporation pay a tax on it? 

Mr. Leviran. No, sir. There was no corporation. Mr. Rose is con- 
fused to this extent: that while there was a sponsor corporation the 
individual stockholders were the recipients of the excess mortgage 
money. They did not pay any corporate tax. 

The Cuarrman. The capital stock of these nine companies was—— 

Mr. Leviran. Fifty-four hundred dollars. 

The Cuarrman. Of all nine of them ? 

Mr. Levrran. Yes. 

The Cuatrman. So you paid a dividend of $250,000 on a $5,800 
investment. 

Mr. Levrran. That is right. 

The Cuarrman. My point is that dividend came from earnings of 
this corporation, did it not ? 

Mr. Levrran. No, sir. They were not considered earnings. They 
were simply excess mortgage money funds and were distributed. 

The Cruarrman. In other words, you considered it as the difference 
between the amount of the mortgage proceeds and all your costs? 

Mr. Levrran. Yes. 

The Cuatrman. And therefore, your position is that the corpora- 
tion should not pay taxes on the $280,000 ? 

Mr. Levrran. Only to the extent of a normal distribution, where 
no earnings exist. 

The Cuamman. I understand. I am talking about the corporation. 

Mr. Levitan. That is right. 

The Cuarrman. There is a difference between corporation taxes and 
individual taxes. 

Mr. Leviran. If I may make myself a little clearer on that, any dis- 
tribution made by a corporation, where there are no earnings are nor- 
mally considered distributions out of capital, or payment of capital 
and construed as capital gains, and in view of the fact that this dis- 
tribution was made prior to the time that there were any earnings, they 
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vere considered as a distribution of payment, repayment of capital, 
and treated as a capital gain to the stockholders. 

The Cuarrman. In other words, would you consider it as appreci- 

ation of the assets ? 

Is that the basis on which you paid dividends on it ? 

Mr. Levrran. No, sir; it was not considered as appreciation, but it 
probably may—ordinarily we will say this, that it was considered as 
a distribution out of reserve for depreciation in effect. 

The Cuatrman. It is not considered asa surplus, is it ? 

Mr. Levitan. No, sir. 

The Cuarrman, It is not quite clear to me what it is considered 
as. You are an accountant and that is why I am asking you these many 
questions, 

Mr. Leviran. Yes. In most of the situations there we created 
so-called reappraisal surplus, as the mechanics, for the purpose of 
paying. 

In other words, there had to be some bookkeeping charge. When 
these corporations completed these buildings, the values, as on vari- 
ous—by independent appraisers, appraised these properties in excess 
of the cost, which created a value there that we felt- 

The Cuarrman. What is concerning me, we have been listening 
here for days to previous witnesses, Mr. Murchison had many ccm- 

panies and I think in every instance they made X amount of money, 
or received X amount of money beyond the total cost of their projects 
and the proceeds of the mortgage. One of them was $900,000, an- 
other was $500,000, and last week we had a gentleman from—the 
big fellow from New York—$5 million, another $6 million, and it 
has been going like that. They are all corporations, with very little 
capital stock or capital investment. In your case, you have 9 com- 
panies, $5,400. Mr. Murchison testified his companies ran one, two, 
three, four, five, six, eight, ten thousand dollars. That was the same. 

My point is they were all corporations and they received this money 
and I am trying to find out whether or not they looked upon it as a 
profit, because in the manufacturing business if you make $280,000 
as a corporation, you pay 52 percent income tax. That is, before you 
make any distribution to the stockholders. 

Mr. Levrran. Yes. 

The Cuarrman. In this case it looks as though no corporation tax 
was paid by anyone. 

Mr. Levrran. I think I may clarify it this way, Senator. The 
amount of the debt was still outstanding. 

Consequently, there could be no profit. What we had was cash. 
Now—— 

The Cuairman. Shouldn’t there have been a law prohibiting you, as 
long as the FHA were endorsing or guaranteeing these mortgages, 
from declaring dividends or compelling you to leave it in the corpora- 
tion ¢ 

Mr. Leviran. Perhaps. 

The CuHartrmMan. In other words, your position is that it was just 
what you might call an appreciation ¢ 

Mr. Levrran. Yes, because we did investigate it to that extent, that 
as a result of the drop in the market, these properties were produced 
at considerably less than what was originally figured. 
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The Crarrman. You live here in Washington ? 
Mr. Leviran. Yes. 


The Cuarrman. Were you close to FHA? Do you have any other 
clients other than this gentleman ? 

Mr. Leviran. Yes, I have several others. 

The CuatrmMan. Several other section 608’s ? 

Mr. Levrran. Yes. 

The Cuarrman. Were you close to FHA officials here? 

Mr. Levitan. No. I had no connection with them. 

The Cuarrman. I know, but you contacted them and handled the 
business? You area CPA? 

Mr. Levrran. Yes. We do not come in contact with them except 
to the extent we furnish them annual reports. 

The Cuatrman. Except to the extent you audit the reports of your 
respective clients ? 

Mr. Leviran. That is right. 

I did want to correct one thing. Mr. Rose inadvertently stated 
that the total distribution out of Jefferson Village was the $281,000 of 
excess mortgage money. In addition to that, there was a distribution 
of $321,265.88, which represented the distribution out of funds left 
over from the reserve for depreciation. 

The Cuarrman. So there was a distribution then of about $600,000 ? 

Mr. Levrran. Yes, over the period from 1949 to 1953. 

The Cuatrman. That isa 4-year period ? 

Mr. Levrran. Yes. 

The Cuarrman. In other words, that is cash earnings? 

Mr. Levitan. There were no cash 

The Caamman. Plus the windfall of $280,000 they took out about 
$621,000? 

Mr. Levrran. Included in the $600,000 is the $281,000. 

The CuHarrman. And on a $5,400 investment ? 

Mr. Levitan. Yes. I can give you those dates—1949, it was $200.000: 
1950, there was $286,000; 1951, $45,200; 1952, $31,500; and 1953, 
$40.000. 

Mr. Smon. Mr. Levitan, they paid out $486,000 by the time the 
building was completed, didn’t they ? 

Mr. Leviran. No, sir, because—the buildings were completed in 
various stages, Mr. Simon. In other words, the total project was 
completed in January of 1950. 

Mr. Srwon. What I was trying to get at is aren’t part of these divi- 
dends that you have spoken of attributable to the fact that many items 
of cost that Mr. Rose has here included as elements of cost were treated 
on your books for your own purposes as elements of operating expense 
and thereby you had a greater surplus of mortgage funds? 

Mr. Leviran. No. You would have less, Mr. Simon, because of the 
fact that we are dealing with excess cash. Now most of these funds 
that were used, that we subsequently treated as expenses during con- 
struction, which the Internal Revenue permits us to do, such as inter- 

est and taxes during construction, actually were paid out in cash. 

Mr. Srwon. But to the extent that you reduce your construction 
costs by charging things like interest and taxes to operating expense, 
you increase the amount of windfall, don’t you? 


Mr. Levrran. No, sir, you do not because you are dealing with the 
same dollars of value. 
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In other words, you receive so many dollars. The mere fact that 
you may have given it; a different name does not necessarily reduce 
he total expenditure. 

Let me put it that way, total expenditure over construction. 

Mr. Simon. If you had a bushel basket full of dollars that came out 

f the mortgage, the fewer expenses that you pay out of the dollars 

that bushel basket, the more dollars remain in, isn’t that true? 

Mr. Leviran. Yes. That might be true if you get the whole story 
ut that did not happen in this case, because out of that so-called bushel 
basket came not only the total cost of construction, so-called but also 
the carrying charges, which included the interest and taxes during 
onstruction. 

Mr. Simon. But for purposes here of reaching a $281,000 windfall, 
you included the interest and carrying charges, which for your own 
purposes you had not included, isn’t ‘that right v 

Mr. Leviran. You mean so far as cost of construction was con- 
cerned ¢ 

Mr. Suwon. Yes. 

Mr. Levirran. That is true. 

Mr. Stmon. Therefore, for your purposes the construction cost was 
a couple of hundred thousand ‘dollars less than the figure Mr. Ross has 
given us here ? 

Mr. Levitan. It could be. I don’t say that figure is accurate. 

The CHatrman. It could be something ? 

Mr. Leviran. Something like that, yes. 

Mr. Srmon. Going to Quebec House, Mr. Rose, who owns the land 
that building was built on ? 

Mr. Rose. Who owns the land ? 

Mr. Stmon. Yes. 

Mr. Rose. Mr. Gewirz. 

Mr. Stwon. What is his first name ? 

Mr. Roser. Morris. 

Mr. Stwon. Is he astockholder in the project ? 

Mr. Rose. No, he is not. 

Mr. Sraon. He ju st leased the land to you? 

Mr. Roser. He just leased the land. 

Mr. Stmon. How longa lease is it? 

Mr. Rose. 99-year lease. 

Mr. Simon. What is the name of the sponsoring corporations ? 

Mr. Rosr. Quebec House, section 1, and section 2. 

Mr. Simon. Who are the stockholders? 

Mr. Roser. Bernard Gewirz, 34 shares; Bernard Gewirz, trustee 
for Carl Gewirz, 33 shares. 

Mr. Simon. How do you spell that ? 

Mr. Roser. Carl, C-a-r-l. 

Mr. Srwon. How do you spell it ? 

Mr. Rose. C-a-r-] G-e-w-i-r-z. 

Mr. Simon. Is that the same family as the man who owns the land? 

Mr. Roser. Yes. the same family owns the land. That is his son. I 
don’t know who Car] is. 

Mr. Levitan. That is his other son. 

Mr. Simon. What percentage of the stock in Quebec House do the 
Gewirz’s own ? 

Mr. Rose. 20 percent. 
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Mr. Stwon. What valuation was put on the land for the 99-year 
lease purposes ¢ 

Mr. Rosr. That I don’t know. I know the recapture price, $860,000. 

Mr. Staon. Do you know what Mr. Gewirz paid for the land? 

Mr. Rosg. No, I don’t. 

Mr. Srwon. Do you have any idea ? 

Mr. Rosr. No. I never met Mr. Gewirz before this. 

The Cuarrman. The recapture clause is $860,000 ? 

Mr. Rose. That is right. 

The Cuatrman. Does that mean if FHA has to repossess the build- 
ing they will have to pay the land owner $860,000 ? 

Mr. Roser. Yes. 

The Cuatrman. That is the one that gets me the worst. This is 
the first one of these we have found in Washington. Ordinarily, they 
are in New York. 

Mr. Rose. There is plenty of them here. 

The Cuamman. Plenty of them here. In other words, FHA now 
is going to have to pay—if FHA must repossess that property they 
are going to have to pay $860,000 ? 

Mr. Rosr. They don't have to unless they want to own the land. 

Mr. Levrran. I don’t think so, sir. I think they have the option 
to purchase the ground for $860,000 at any time. 

Mr. Srmon. The ground lease is ahead of mortgage. 

Mr. Leviran. Yes. 

Mr. Simon. FHA’s $8 million mortgage here is purely on a lease- 
hold. 

Mr. Rose. That is right. 

The Cuarrman. Maybe I am wrong. If I am I want to be correct 
about this matter: If I understand correctly, if the time ever comes 
when FHA must repossess this property, that they then must pay the 
owner of that land $860,000 before they can do so. Isn’t that right? 

Mr. Levrran. I don’t think so. 

I think they may continue to pay the rental; is the carrying charge. 

The Cuatrman. You mean FHA? 

Mr. Leviran. Yes. 

The Cuarrman. They either have to pay $860,000 or they have to 
pay how much rent a year for 99 years? 

Mr. Rose. $34,400 a year. 

The Cuatrman. They must pay $34,400 a year? 

If it was the first year of a 30-year mortgage, 30 times 34 is what? 
That would be about $1 million. 

Mr. Rose. It is a 99-year lease. 

The Cuarrman. I mean for the 30 years. 

They would pay $34,000 a year. If FHA had to repossess the first 
year, and they did nothing else but pay the rent for 30 years, it would 
run over $1 million wouldn’t it ? 

Mr. Jawrrz. We haven’t the slightest idea. The man is a complete 
stranger to us. We took it on on the basis that was a fair basis to pay, 
in consideration of the rental. 

The cost, the man kept to himself. We put it on on what we 
consider a fair rental basis. We don’t expect to recapture the land. 

The Cuarrman. How many acres are there? 

Mr. Levrran. I think there is close to 10 and I think the District 
is assessing it at $65,000 an acre at this time. 
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The CuarrMan. Where is it located ? 

Mr. Rosr. Connecticut Avenue and Quebec. That would be about 
thirty hundred—twenty-eight hundred. 

Mr. Jawrtz. We could have bought 

Mr. Sumon. As an old real-estate man weren’t you curious enough 
to go down and see the revenue stamps on his deed ¢ 

Mr. Rosz. No. I wasn’t a real-estate man in the first place. 

Mr. Simon. What were you ¢ 

Mr. Rosr. We were builders. 

Mr. Stmon. You never went down to even see the revenue stamps? 

Mr. Rosse. No. 

The FHA fixed the value on this land and land anyplace in that 
neighborhood right now, I know some land right around the corner 
there that is bringing $20 a foot. 

Mr. Stmon. Who built 

Mr. Jawirz. Just to set you straight on that, we could have bought 
the land for probably $900,000 but we found it more advantageous to 
lease it rather than buy it. 

The Cuatrman. You could have bought it for $900,000 ? 

Mr. Jawirz. I think that was the asking price he had on it. Is that 
correct ¢ 

Mr. Rosr. Something like that. 

He wasn’t too anxious to sell it. 

The Cuarrman. We can very easily call the owner and find out ex- 
actly how much he paid for it. 

Mr. Suwon. Who built the building? 

Mr. Rosr. Ajax Co., Ajax Construction Co. 

Mr. Stmon. What was the contract ? 

Mr. Rose. The contract was $6,919,163.77 

Mr. Srmon. Is that a fixed price contract for the building? 

Mr. Rosr. Yes. 

Mr. Stwon. What was the amount of the mortgage? 

Mr. Rosse. The mortgage was $7,388,000. 

Mr. Simon. After paying for all the costs to everybody in connec- 
tion with the project, how much of the mortgage money was left over ? 

Mr. Rosr. $468,836.23. 

Mr. Stmon. That means the mortgage proceeds exceeded all the 
costs, including financing and carrying charges and tax and every- 
thing else, by $468, 000. 

Mr. Rose. That is right. 

Mr. Suwon. That was distributed to the stockholders, was it? 

Mr. Rose. That is right. 

Mr. Simon. What was the capital stock in Quebec No. 1? 

Mr. Rose. 500 shares, $2 par value, $1,000. 

Mr. Stwon. What w as the stock in Quebec No. 2? 

Mr. Rosr. The same. 

Mr. Srmon. So the $2,000 investment has brought a dividend of 
$468,000, and the stockholders still own the property; is that right? 

Mr. Rose. That is correct. 

Mr. Sruon. And any moneys they loaned or advanced have been 
returned to them ? 

Mr. Rose. That is right. 

Mr. Sion. What was the construction profit of Ajax? 
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Mr. Rose. $224,962. 

Mr. Sruon. That is, of course, in addition to the profit on the pro. 
ceeds of the mortgage that you have? 

Mr. Rose. Yes. 

The Caarrman. Did you ever give any FHA official anything of 
value or did any of them ever ask. you for anything of value? 

Mr. Rose. No, sir. 

The Cuatrman. Did you ever give them any gifts of any kind? 

Mr. Rosr. Well, the office every Christmas contributes little gifts. 

None of them amount to more than $5 or $10 and I don’t know just 
what FHA got. We were in the construction business and have been 
in it for 40 years. 

The Cuamman. Thank you very much, Mr. Rose. We appreciate 
your testimony. 

We are about ready to recess now until 10 o’clock on Thursday. 
We will give you the witnesses here: Alexander Muss, from New 
York, will be one of our witnesses; Samuel J. Rodman, from New 
York will be another one of our witnesses; and Alexander Corman, 
from New Orleans will be one of our witnesses, and Edward Carmack, 
from Murfreesboro, Tenn., will be one of our witnesses. 

We will now recess until 10 o’clock, on Thursday morning. 

(Whereupon, at 3:45 p. m., the committee recessed, to reconvene at 
10 a.m., Thursday, July 22, 1954.) 
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